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SOUTH Africa is one of
the least attractive
locations for foreign
investment, says a
study by Eskom which
blames “one of the high-
est tax structures
among countries look-
ing for fresh capital”.
The study shows that for
every R100 earned, foreign
investors lose as much as
R70 to taxes and inflation.
“Secondary taxes on com-

immvestc

By JEREMY WOODS

line with other countries,
but a major problem is the

“They come over, like
what they see, do their cal-
culations and go home.
Every other country serious
about attracting new cap-
ital offers a much better
deal.

“Direct taxes on foreign-
ers putting capital into the
economy and creating em-
ployment are over 60%.
When you add inflation into

panies and withholding tax-
es are key reasons why in-
vestors are being deterred
from coming to South
Africa,” says Guy Joubert,
corporate business develop-
ment consultant at Eskom,

“We have completely ig-
nored the tax system as a
way to attract foreign in-
vestment and South Africa
must put that right, before
the big corporates will
come here and invest in our
economy,” says Mr Joubert.

the calculation, the position
looks even worse,” says Mr
Joubert,

His team has compared
the incentives to invest in
South Africa with every oth-
er country in the world “se-
riously interested in attract-
ing capital”. These include
the US, France, Germany,
Britain, Japan, Italy and
Canada as well as a host of
emerging economies.

“Our basic corporate tax
at 35% is not too far out of

dary tax on com-
panies, Foreign tax authori-
ties allow basic tax here to
be written off against tax
there, but when it comes to
secondary taxes other coun-
tries do not have them, so no
allowances can be made
against them.”

Secondary tax on com-
panies was introduced two
years ago at 15% and then
increased to 25% in 1994.

But, Mr Joubert main-
tains, the government could
significantly improve South
Africa’s competitiveness in
the “global capital market”
by small changes to the tax
laws which would not se-
verely bite into government
tax revenues.

David Bridgman, chief
executive of Wesgro, the
Western Cape growth or-
ganisation, alse cited high
taxes as a major deferrent
to foreign investment here.

“If we change our tax
structures and make them
more competitive the big
investors will come. Qur in-
frastructure is better than
that offered by the Asian
tigers but if investors can't
make profits the best infra-
structure in the world is not
good enough.

“US-based Diamond El-
ectronics is a classic exam-
ple. The company closed up
a pilot manufacturing
scheme on the West Coast in
Atlantis, dashing the chance
of 2000 new jobs, a R130-
million manufacturing
plant and annual exports of
R230-million. The major
problem was prohibitive
tax rates.”

Unemployment in Atlan-
tis is now 46%.

“This was a crying shame
for the unemployed in At-
lantis. The pilot scheme
showed the local labour
force was capable of high-
quality production.”

Cabinet ignores the alarms

THE formula appears simple enough

and has been successfully tested,

areund the world: lower tax rates,
provide a stable political envirenment
and the dollars will come trickling in,

Judging from recent events this
message has not reached South
Africa. Certainly it didn’t find its way
on to the agenda of the Cabinet's bos-
beraad this week.

Both corporate and personal tax
rates are unsustainably high. The ac-
companying report, quoting a study
by parastatal Eskom, shows that for
every R100 earned by foreign inves-
tors in South Africa they lose R70 to
taxes and inflation.

If this figure doesn’t set off the
alarm bells, nothing will. The authori-
ties need not look any further to dis-

o

cover why we have not had one major
foreign investor exploiting the oppor-
tunities of the new South Africa.

1f the government is concerned, it is
doing a good job of not showing it. The
Department of Health's proposal for a
national health insurance fund are
nothing short of suicidal. Many doc-
tors are already stretching out their
feelers across the Indian Ocean.

If accepted — and none of Dr
Zuma’s colleagues have yet voiced
any objections — the transitionary 5%
payroll levy will be replaced with a
more permanent 3% tax, raising R5,1-
billion. In return, many taxpayers will

get a poorer service.

Other, more insignificant actions,
do not inspire confidence. This week
Finance Minister Chris Liebenberg
told the electronics industry that sur-
charges and ad valorem duties on el-
ectronic imports would net be abol-
ished because of a loss in revenue.

The need to pursue additional taxes
and tariffs to fund spending is not only
economically unsound but also sur-
prising given that tax and customs
revenues in the current fiscal year are
running well ahead of Budget.

Mr Liebenberg’s much-publicised
intention of running South Africa in
line with international economie stan-
dards is certainly not yet in evidence.

Sven Linsche
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Integration ‘could take years’

CHAOS in the TBVC and former
homelands’ tax systems, which are be-
ing integrated with the national sys-
tem, could make the Katz commis-
sion’s goal of enhanced tax
administration far more difficult, tax
experts warned at the weekend,
They said the g
absorption of
more than 1 000
TBVC and for-
mer homeland
“undertrained
and  under-
worked” em-
ployees would
hamper the
national tax ad-
ministration’s
efficiency.
While'in some
cases senior
national staff
had been sec-
onded to the for-
mer states, the majority of the TBVC and
former homeland employees had never
had the experience of working in an orga-
nised revenue department. “And these are
the people who have to be absorbed into
the national system.”
s Katz commission member Dennis Davis

" said the commission had said hefore it
made its recornmendations that integrat-
ing the 11 tax administrations was a mat-
ter of concern.

. Commissioner for Inland Revenue Tre-
vor van Heerden said only three adminis-
trations had been brought inte the main
systém so far — KwaZuly, Ciskei and

® Wichoel Ketz

[ SAMANTHA SHARPE |
Transkei — with the others still outside the
control of the national revenue depart-
ment. Only once the administrations had
been harmonised could the process of
training staff and dealing with the old
systems get under way — a process that
could take several years.

Staff rationalisation as a result of re-
integration was further dependent on pro-
cessing 82 000 applications for the 420 in-
ternal revenue posts advertised by
government last year. Van Heerden said
an option — which expires in March — that
allowed all revenue employees over fifty
to choose retirement could further deplete
inland revenue’s experience pool.

Ernst & Young partner Charles McKen-
zie said the inland revenue departmerit
was labouring mightily with limited re-
sources, and restaffing and upgrading was
pivotal to SA’s economy. “Revenue in the
past few years has been denuded of exper-
ienced people and their staffing levels are
very thin.” Absorption of inexperienced
staff into this pool would probably add to
the problem rather than alleviate it.

SA Institute of Chartered Accountants
tax committee chairman and Kessel Fein-
stein tax partner Ernest Mazansky said it
would be optimistic to expect the integra-
tion process be completed in the next few
years. “The problem facing inland revenue
is the same one facing the entire public
service,” he said. “The TBVC and former
homelands are bloated with undertrained
and underworked public servants that
have been given promotions way beyond
their qualifications.” _J




Wealthy South Africans should
not fear recommended chan-
ges to the country’s tax re-
gime, according to Michael
Katz, chairman of the Katz
Commission on Taxation.

Speaking at the annual tax
seminar of accountants KPMG
in Johannesburg yesterday,
Katz said wealthier taxpayers
in South Africa were generally
better off than their counter-
parts in many developed coun-
tries.

He said they would remain
that way, despite major tax re-
structuring planned for later
this year.

Burden

*1 really don't believe that
there is a burden, where the
wealthy of this country should
feel their incentives have been
destroyed,” he said.

According to the commis-
sion’s recommendations, re-
leased late last year, the re-
commended higher tax rate for
those earning over R150 000
per annum would be offset by
the absence of a transitional
levy, no capital gains tax and

focus

Michael Katz ...

should be on helping those

who were forced to live on a
day-to-day basis.

low rates of donations tax, he
said.

An estimated total of be-
tween R10 billion and R15
billion would be generated by
implementing more efficient
tax collection, which would in-
volve overhauling the Depart-
ment of Revenue and the De-

* Katz reassuring on impending tax changes

‘ealthy have little t ﬁ

panment of Customs and Ex-

Katz told the seminar the
commission was shocked by
the chaos endemic in South
Africa’s tax administration.

This was particularly true at
the Beit Bridge border post
“where there has been a com-
plete breakdown”.

“Unless the issue of tax ad-
ministration is comprehensive-
ly addressed, none of the com-
mission's recommendations
can be taken further,” he said.

However, the country could
not rely on the yield from tax
administration alone to finance
various “imperative reforms”.

These included tax relief for
poverty-stricken communities,
reducing the tax burden on the
R20 000 to R80 000 tax bracket
and scerapping of all tax dis-
tinetions based on gender or
marital status.

As a result, tax rate in-
creases for top-income earners
were unavoidable.

Elaborating on reports of
overseas enterprises taking
fright at the countrys tax
rates, he said commission sur-

®

veys ‘showed that
vestors were more concerned
about political stability and tax
consistency than with actual
rates. .

“I haven't found a single
case where tax was a factor
that put off a foreign inves-
tor,” Katz said.

“If we didn't go the route
we did with our recommenda-
tions, there'd be no stability,
and investors would be out,”
he said.

Criticism

Responding to_criticism
about the proposed “cap” on
tax-free payments to retire-
ment schemes, Katz said the
country’s focus should be on
helping those who were forced
to live on a day-to-day basis.

“There is an island in ouwr
society which has been.singled
out for hugely beneficial treat-
ment in a country with such
hugve needs.

“The -pension industry
makes an important contribu-
tion to South Africa, but there
is a huge amount of generosity
of treatment,” Katz said. —
Sapa.

Public hearings on proposals to be held

Cape Town — The parliamen-
tary select committee on fi-
nance will hold public hearings
on the Katz Commission’s tax
proposals from February 2 to
4

The hearings could still in-
fiuence the Budget, chairmen
Gill Marcus said yesterday.

Marcus said she had been
given an assurance by the Fi-
nance Ministry that her com-

mittee's recommendations
would be taken into account
when finalising the March 15
Budget.

“They have asked us to
comment on the proposals and
that is exactly why there is
such a hurry on this,” she
said.

Marcus on Monday called
for written submissions to be

sent by January 28 on the Katz
Commission's interim report,
which was released late last
year.

She said oral evidence,
which could include alternative
ideas on meeting the state’s
fiscal requirements, would be
heard in the course of the pub-
lic hearings.

“If we were to propose

something that would affect
the bottom line, it would not
be able to go into this year's
Budget.

“But if we can come up with
some other ways to raise the
same amount, they will listen
tous.- -

“They are ready to hear-
from people on this critical
question,” she said. — Reuter.




Certain tax recommendations found wanting

Sacob picks holes
in Katz proposals

W BUSINESS STAFF

The SA Chamber of Business
(Sacob) has slammed the Katz
Commission Report's top mar-
ginal tax rate and retirement
fund deductibility proposals.
While lending its qualified
support to the Katz recommen-
dations, Sacob, in a meeting
with Finance Minister Chris
Liebenberg in Johannesburg
yesterday, said of the report's
proposed tax rate structure:
B The proposed top marginal
rate of 45 percent is high when
compared to top marginal
rates in comparative jurisdic-
tions.

Bt ignores the need to align
the top marginal rate with the
corporate rate, so that the tax
system does not overly favour
incorporated businesses over
unincorporated one.

@It would appear, in fact, to
place a greater burden on tax-
payers in the R10000 to
R20 000 income range.

Contributions

On the commission’s recom-
mendations regarding the de-
ductibility of contributions to
retirement funds, Sacob could
find no basis for supporting
them.

Sacob regarded the existing
limitations as adequate protec-
tion for the Fiscus against any
abuse which could possibly
arise.

“The proposed cap on the
deductibility of contributions to
pension and retirement annui-
ty funds would adversely affect
a significant number of taxpay-
ers and greatly increase their
already heavy tax burden.

“Introducing measures of
this nature will unavoidably
prejudice the long-term ability
of citizens to make adequate
provision for retirement.

“This will result in an in-
creased burden on society and
the government to provide for
pensioner care.

“Tt will also impair the abili-
ty of the economy to encourage
and generate domestic sav-

Further, the tax treatment
of benefits derived on with-
drawal or retirement in the
light of the proposals had been
ignored.

“This is a serious oversight
and the resultant uncertainty
is causing wariness to take de-
cisions about retirement be-
cause of insufficient knowledge
about possible tax changes in
this respect.”

Sacob noted that the com-
mission’s recommendations
would have the effect of widen-
ing the gap between the tax
treatment of pension and prov-
ident funds.

“The report is silent as to
the reasons for this step.”

These and other objections
to the commission's recom-
mendations highlighted the
danger inherent in the ad hoe
treatment of an issue which
was highly emotive and which
had important implications for
the economy in the long term.

Sacob was scathing over the
current culture of non-pay-
ment, which posed a very seri-
ous threat to society in general
and specifically the “promotion
of economic growth” prineiple.

Accordingly, the commis-
sion's recommendations on im-

proved tax collection and ad-
ministration had to be given
serious attention.

At the same time, Sacob ex-
pressed two caveats:

B Enhanced tax collection and
administration must be imple-
mented and would only suc-
ceed if the guideline principle
of “the rule of law" was fully
complied with.

HE Failure to reverse the cul-
ture of non-payment which ex-
isted not only in the area of
taxation and non-respect for
the overall rule of law, would
result in an increasing tax bur-
den being carried by the law-
abiding section of the business
community.

Detriment

“A decline in tax morality
would inevitably result and be
to the economic detriment of
the country.”

Sacob stressed that mean-
ingful tax reform had to result
in an overall reduction in the
tax burden, rather than the
shifting of emphasis from one
tax to another.

“Sacob is of the view that
meaningful tax reform can
only occur with smaller, more
efficient government.”

It accepted that corrective
action by the government
through the Reconstruction
and Development Programme
was of great importance.

“However, Sacob believes
that the large pressures for in-
creased tax spending, together
with the relatively narrow tax
base, has the potential to cre-
ate significant distortions in
our tax system. and indeed our
economy.”




Nothing to fear from

tax changes, says Katz

WEALTHY South Africans should not fear recom-
mended changes to the tax regime, according to Katz
commission chairmar Michael Katz.

Speaking at accountants KPMG’s annual tax semi-
nar yesterday, Katz said SA’s wealthier taxpayers
were generally better off than their counterparts in
many developed countries, and would remain that
way despite major tax-restructuring later this year.

“Ireally don’t believe that there is a burden, where
the wealthy of this country should fegl-their ingen-
tives have been destroyed,” he said. ?)ZO“:?

The recommended higher tax rate Yor those efrn-
ing more than R150 000 a year would be offset by the
ahsence of a transitional levy, no_capital gains, tax

.and low rates of donations tax. 5 ﬁ CZS

Between R10bn and R15bn would be generatéd by
revamping the Revenue and Customs and Excise
departments, The commission was shocked by the
chaos in the tax administration. At Beit Bridge border
post there was a “complete breakdown”,

“Unless the issue of tax administration is compre-
hensively addressed, none of the commission’s recom-
mendations can be taken further,” he said.

However, the country could not rely on the yield
from tax administration alone to finance various
“imperative reforms”. - N

These included tax relief for poverty-stricken com-
munities, reducing the tax burden on the R20000-
R80000 tax bracket and the scrapping of all tax
distinctions based on sex or marital status.

As a result, tax rate increases for top-income earn-
ers were unavoidable.

Elaborating on reports of overseas enterprises tak-
ing fright at the gountry’s tax rates, he said commis-
sion surveys showed that potential investors were
more-concerned ahout political stability and tax con-
sistency than with actual rates. “I-haven’t found a

i single case where tax was a factor that put off a
foreign investor,” Katz said. — Sapa.




WEALTHY South Africans should not
fear recommended changes to the coun-
try’s tax regime, according to chairman
of the Katz Commission Michael Katz.
Speaking atan accountants’ tax seminar
this week Katz said wealthier taxpayers
in South Africa were generally better off
than their counterparts in many devel-
oped countries and would remain that
way despite major tax restructiring later

this year. WM/
“Ireally don’t believe that there is a

burden, where the wealthy of this coun-
try should feel their incentives have
been destroyed,” he said.

According to the Katz Commission’s

recommendations, released late last
year, the recommended higher tax rate
for those earning over R150 000 a year
would be offset by the absence of a
transitional levy, no capital gains tax
and low rates of donations tax, he said.

An estimated total of between R10
billion and R15 billion would be gener-
ated by implementing efficient tax col-
lection, which would involve revamp-
ing the Departments of Revenue and
Customs and Excise. Zb f | 7

Katz said the commission was
shocked by the chaos endemic to the
country’s tax administration, particu-
larly at the Beit Bridge border post

atzE®

“where there has been a complete break-
down”, “Unless the issue of tax admin-
istration is comprehensively addressed,
none of the commission’s recommenda-
tions can be taken further,” he said.

However, the country could not rely
on the yield from tax administration
alone to finance various “imperative
reforms”. These included tax relief for
poverty-stricken communities, reduc-
ing the tax burden in the R20 000 to
R80 000tax bracket and scrapping of all
tax distinctions based on gender or mari-
tal status. As a result, tax rate increases
for top-income eamners were unavoid-
able. — Sapa.
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INCOME TAX F/I/’27/I l%’
Commissioner clarifies

The Commissioner for Inland Revenue has
over the past few months issued qfﬁcnal
practice notes on a wide range of issues.
They confirm practice relating to: _
Q Excessive remuneration to company di-
rectors, including executive members of
CCs, and other employees. Before 1990, it
was standing practice to disallow as a
deductible expense some or all of the
remuneration paid to a director or employee
who holds shares where the pay was
considered excessive for services rendered.
As a concession, the amount disallowed
was treated as a dividend. When dividends
were exempted from tax, the practice was

ECONOMY & FINANCE

stopped. Since March 1 1990, the excessive
pay has been taxed as earnings. This also
applies to interest and rental charges, ad-
ministrative and other fees.

The simation should be avoided as the
expense will be disallowed to the company
and the shareholder will have to pay tax on
everything received at the full rate for
earned income. '

Whether remuneration can be considered
excessive depends largely on the nature of
the business and of the services rendered as
well as the employer-employee relation-
ship, says Ernst & Young tax partner Ian
MacKenzie. Companies should be able to
justify the pay levels and should not just
accept Revenue saying they are excessive;
O Self-employed taxpayers must base their
claims for vehicle expenses on actual costs
incurred over business distances travelled.

If a proper log of distances has not been

kept, Revenue accepts the addition, as a
taxable fringe benefit, of 1,2% a month of
the cost of the vehicle (excluding Vat);
W Employers’ contributions to employees’
pension, provident and medical aid funds
will be not be deemed dividends declared
by the company. So such payments do not
create a liability for secondary tax.

The interpretation was needed because
Section 64C(3) of the Income Tax Act is
loosely worded and could have been con-
strued as imposing liability.

The Commissioner has now allowed the
word “remuneration” in that section to be
read in broader terms than generally in the
Act. And various types of payments are
covered,

MacKenzie says treating the contribu-

tions in any other way would have been
inequitable and beyond the scope of sec-
ondary tax;
U For interest paid on borrowed money to
qualify as a deduction, the expenditure must
be incurred in the carrying on of a trade.
Intention is important here,

A taxpayer who borrows money to relend
at higher interest has always been deemed
to have engaged in a money-making ven-
ture, even if his ordinary business is not
money lending. So he may deduct the full
amount of interest paid.

But what if someone who is not a money
lender earns interest on capital or surplus
funds invested? Though there is no basis in
strict tax law, the Commissioner has con-
firmed the long-standing practice of al-
lowing a deduction for expenditure incurred
in the production of the interest — up to the
amount of the income earned on the funds.
This includes interest paid if the funds are
borrowed.
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It should have been guided by economic needs rather than political correctness

Limiting the tax relief enjoyed by those
who are saving towards their pensions is
both an economically perverse and in-
effectual way of squeezing out more tax
revenues. Yet that is what the Katz Com-
mission is planning to do by capping the tax
deductibility of contributions to pension,
retirement annuity and related funds.

The reason SA is in such critical need of
foreign capital is that it does not save
enough to finance the exploitation of its
resources and thus provide consistently
rising prosperity for its people.

That situation will certainly be aggra-
vated by the capping proposals, which
amount to a sustained and ill-considered
onslaught on those sufficiently prudent to
husband their resources and save them. If
they are adopted, the consequences for
personal savings and thus for investment
will be serious.

Ultimately they will hit the savings not
only of the rich, but of fund members and
even pensioners. Far from being an in-
nocuous sop to radical egalitarianism, they
would be a fundamental and destructive
interference with a system of retirement
benefit structures and incentives that has

worked well for a long time.

Those hardest hit would be executives
and self-employed professionals whose
skills are critically needed in a modern
economy and who will leave if they are
unable to provide reasonably for their old
age and protect themselves from gov-
ernment-induced inflation.

But the detrimental consequences do not
end there. The gains in revenue — or for
that matter, the sop to radical sentiment —
seem hardly worth the candle.

The proposals, however advantageous
they seem politically, suggest that the
commission was far more concerned with
the political implications of taxation rather
than with the economic ones.

To the extent that there is a clash —
either real or imaginary — between social
and economic objectives, this should be
resolved by parliament.

Momentum Life’s Martin Khourie adds
that the proposals will upset the workings
of defined benefit (“final salary”) pension
schemes — which rely on periodical cash
injections by the employer to ensure that
the fund can meet the promised benefits in
the form of a percentage of projected salary

at retirement. These are contractual obli-
gations by the fund.

Defined benefit provident funds are a rare
arrangement designed mostly to serve high
earners.

The real casualties if the recommen-
dations go through would be members of
detined-benefit funds across the entire earn-
ings spectrum, including retired members.

The reason is that the incentive to save,
from both employee and employers, will be
substantially reduced, especially during pe-
riods of rising inflationary pressures, and
the pool of investment funds whose returns
are used to increase pensions annually will
be substantially reduced.

As things stand, the Income Tax Act
provides an elaborate structure of deduc-
tions on contributions to pension funds and
related forms of contractual savings. An
employer may claim a tax deduction for
contributions to approved pension, prov-
ident and benefit funds (including medical
aid schemes).

The employer’s deductible contributions
are added together and subject to a min-
imum deduction of the lesser of 10% of
each employee’s remuneration and actual

34 « FINANCIAL MAIL * JANUARY » 27 » 1995
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ident funds, no change in concessions is
proposed. Investment income would remain
tax-free and employers’ contributions con-
tinue to be deductible. The commission
views these funds as “fiscally privileged
savings accounts”.

However, the commission ignores the
current practice of aggregating for tax
purposes employers’ contributions to ap-
proved funds, so its intention in relation to
contributions to provident funds and benefit
funds is obscure.

Khourie argues this oversight will upset
the delicate balance of taxation between
pension, provident and RA funds. Still
worse, there is no clear indication of how, if
at all, benefit fund contributions would be
capped within the aggregate rules.

Perversely, if government accepts the
recommendations, there will be less tax
neutrality between pension and provident
funds. For higher paid executives, it would
be beneficial to contribute more to a
provident fund after the capped limit has
been reached for a pension fund.

The switch-over point would be on pen-
sionable salary in excess of R120 000 per
year, where the maximum deduction of
R9 000 per year is reached at the allowed
7,5% of pensionable income.

Retirement annuity (RA) funds have their
own structure for deductions, with some

e TOBHIG ITUUURUTT

mniianon. Any tax rule expressed in

Pension fund lump sum R426 683 R328 218

money terms will be eroded by
inflation.

Provident fund lump sum 525 148

0 The commission is silent about

951 831 328 218

the need to index the level of the

Tax on lump sums 141411 71211 propo§ed caps, to preserve their
Aftertax balance ~ R810 420 Rag7 og7  Vvlue inreal terms.

GEETID The commission has also urged

IfKatz  that the tax-free status of pension

] proposals funds be re-examined. If the income

Income during Current are  of pension and RA funds is itself to

retirement tax regime introduced be taxed, this would be a double
Pension RES 269 R52 515 blow against contractual savings.

At a 10% return

The capping that was implement-
ed abroad, notably in Britain in the

on investments 81042 25701  Eigpiieq, had some justification be-
Total income before tax 149311 78216  cause it applied mostly to sup-
Tax on income 52279 21725 plementary pension schemes and

Net income after tax

Assumptions: *Age 40 eSalary of R180 000 per annum

sMember contributions to pension fund=7,5% sCompany’s

contributions to pension fund=12% and to provident fund=8%
Source: FINCORP

At present, there is no percentage limit to
deductible contributions on behalf of State
employees, nor is there a limit on the
amount of their tax-free lump-sum benefits
— in contrast on both issues to private
sector funds. Egalitarianism doesn’t appear
to apply between the sectors.

What happens if the commission’s pro-

R97032 56 491

was done at a time of moderating
inflation.

Neither phenomenon is evident
here and, indeed, as inflation rises,
so will the impact of fiscal drag on
pensioners’ incomes as a result of
the Katz proposals. .

Gill Marcus told Reuters this week that
the parliamentary select committee on fi-
nance will hold public hearings on the Katz
proposals next month.

Be warned: a failure to point out their
weaknesses could lose the argument by
default, with costly consequences to the
entire economy.
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contributions. The onus is on the Com-
missioner to disallow the tax deduction on
contributions he deems excessive.

The Commissioner normally allows de-
ductible employer contributions of up to
20% of employees’ remuneration. He is
often more lenient with medical aid con-
tributions, as these are normally expressed
as a rand amount. For lower paid employees
with dependants, medical aid contributions
are often in excess of 20% of remu-
neration.

The commission has proposed important
restrictions grouped by type of fund. In the
case of pension funds, employees’ de-
ductible contributions are now 7,5% of
pensionable income, without any ceiling.
The commission proposes a cap of R9 000
in deductions in each tax year. Higher
contributions would still be allowed, but not
be deductible.

Employers® deductions for contributions
to pension funds would be restricted to
twice the aggregate of employees’ capped
contributions. Higher contributions would
still be allowed. The commission proposes
a period of grace for non-contributory
pension funds to adapt to the new dis-
pensation, presumably because employers’
deductions would be determined in relation
to employees’ contributions.

The commission proposes that all tax
deductions for employers’ contributions to
defined benefit provident funds be dis-
allowed, except that investment income of
these funds would remain untaxed, and
concessions on disability, withdrawal, death
or retirement would continue.

In the case of defined contribution prov-
ident funds, no change in concessions is
proposed. Investment income would remain
tax-free and employers’ contributions con-
tinue to be deductible. The commission
views these funds as “fiscally privileged
savings accounts”.

However, the commission ignores the
current practice of aggregating for tax
purposes employers’ contributions to ap-
proved funds, so its intention in relation to
contributions to provident funds and benefit
funds is obscure.

Khourie argues this oversight will upset
the delicate balance of taxation between
pension, provident and RA funds. Still
worse, there is no clear indication of how, if
at all, benefit fund contributions would be
capped within the aggregate rules.

Perversely, if government accepts the
recommendations, there will be less tax
neutrality between pension and provident
funds. For higher paid executives, it would
be beneficial to contribute more to a
provident fund after the capped limit has
been reached for a pension fund.

The switch-over point would be on pen-
sionable salary in excess of R120 000 per
year, where the maximum deduction of
R9 000 per year is reached at the allowed
7,5% of pensionable income.

Retirement annuity (RA) funds have their
own structure for deductions, with some

special rules for married women subject to
separate tax.

At present, the tax-deductible contri-
bution is the greatest of: 15% of non-
pensionable net income; R3 500 per year
less pension fund contributions; or R1 750.
The commission proposes increasing the
15% to 22,5%, subject to an annual cap of
R27 000. Also, gender discrimination
should be removed, so the formula would
apply to all taxpayers.

There is no recognition that the per-
centage basis for RA contributions was
designed to allow for wide variation in the
annual income of members of the free
professions. An architect or consultant en-
gineer should be able to provide tax-free for
retirement during the fat years, which may
be infrequent. To cite annual incomes based
on those years is to overlook other periods,
during which a practice may even make a
loss.

Khourie draws attention to yet another
inconsistency — the recommendation that
State institutions should be exempt from the
cap on employers’ contributions,

EFFECT ON INCOME
I RETIREMENT
for someone earning

a salary of R180 000
a year

...If contributions continue

N

posals are applied to representative ex-
amples of executive remuneration?

The chart takes a 40-year old executive
with a total package of R180 000 per year.
The effect on his capital accumulated by
age 60 is catastrophic — shrinking to less
than one third of what it would be without
caps. On top of that, his retirement income
would almost halve.

What would be the reward to the fisc for
this assault on contractual savings?

The commission estimates that the cap on
employees’ pension fund contributions
would increase the tax yield by some
R200m. The cap on employers’ contri~
butions would show up in a gain in
company tax paid, but the commission did
not attempt to quantify this.

If the gain here is comparable to the gain
through capping employees’ contributions,
we are discussing a total gain in tax of less
than R500m — less than 0,5% of total tax
revenues.

And what is the price that will be paid for
this modest contribution to the fisc?

First, the proposals detract from
taxpayers’ current rights under ex-
isting schemes. This is tantamount
to retroactive tax Jegislation —
which all fiscal systems condemn
and recognise to be more under-
mining of taxpayer confidence than
anything else.

Thus, RA members’ financial
planning is often based on a target

at the tax effective limit If Katz ofla par?icular percentage of an-
proposals ticipated income at retirement.
Capital available Current are There is also the problem of

on retirement

tax regime introduced

inflation. Any tax rule expressed in

Pension fund lump sum R426 €83 R328 218

Provident fund lump sum 525 148

money terms will be eroded by
inflation.

o The commission is silent about

951 831 328 218

the need to index the level of the

Tax on lump sums 141 411

71 211

proposed caps, to preserve their

After-tax balance

If Katz
proposals
are  of pension and RA funds is itself to

tax regime introduced

Income during Current

retirement

R810 420 R257 007

value in real terms.

The commission has also urged
that the tax-free status of pension
funds be re-examined. If the income

be taxed, this would be a double

Pension

R68 269 R52 515

blow against contractual savings.

At a 10% return

The capping that was implement-
ed abroad, notably in Britain in the

on investments 81042 25704 Eighties, had some justification be-
Total income before tax 149314 78216  cause it applied mostly to sup-
Tax on income 52279 21725  plementary pension schemes and

Net income after tax

Assumptions: eAge 40 sSalary of R180 000 per annum

eMember contributions to pension fund=7,5% eCompany's

contributions to pension fund=12% and to provident fund=8%
Source: FINCORP

At present, there is no percentage limit to
deductible contributions on behalf of State
employees, nor is there a limit on the
amount of their tax-free lump-sum benefits
— in contrast on both issues to private
sector funds. Egalitarianism doesn’t appear
to apply between the sectors.

What happens if the commission’s pro-

R97 032 R56 491

was done at a time of moderating
inflation.

Neither phenomenon is evident
here and, indeed, as inflation rises,
so will the impact of fiscal drag on
pensioners’ incomes as a result of
the Katz proposals.

Gill Marcus told Reuters this week that
the parliamentary select committee on fi-
nance will hold public hearings on the Katz
proposals next month.

Be warned: a failure to point out their
weaknesses could lose the argument by
default, with costly consequences to the
entire economy.
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Tax gain
married

Business Editor

MARRIED women will no
longer have to pay more tax
than their spouses — a move
that will cost R2,1 billion in
lost revenue.

After years of debate, the
hand of the Receiver of Reve-
nue has finally been forced by
the interim constitution which
prohibits discrimination by
gender.

Commissioner for Inland
Revenue Trevor van Heerden
has announced that from
March 1, a temporary blanket
taxation table which taxes all
employees as married people
without dependents, will be ap-
plied until the new budget is
passed by parliament.

For the first three months of
the budget year — March,
April, May — married women
and single people will pay less,
while most married people
with dependents will pay
slightly more.

However, the additional
amounts paid by people with
dependents will become recov-
erable over the full year of the
tax when parliament approves

ED),
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whatever new tax rates are
proposed by the Minister of Fi-
nance when he presents his
budget in March.

Pay packets of married peo-
ple with dependents will be re-
duced by 27 cents a day for
each child over the three
months,

An employee over the age of
65 will be taxed at the rate ap-
plicable to married people
over 65 with no dependents.

The transitional tax of five
percent, which has been col-
lected over a shortened period
since September, will contin-
mue to be collected at the
same rate of 6,6 percent of tag-
able income.

Depending on what Finance
Minister Chris Liebenberg does
in the budget, taxpayers could
see their monthly pay packets
swell from June as the transi-
tion tax drops away.

Deputy Director in the Com-
missioner’s office Aiden Keanly
said today it had been decided
to apply the new tax table to
Paye taxpayers from March 1
for efficiency and easier collec-
tion.




Same rate for all from March 1
&0 27)1[4S

Sweepin;

introduce

TAX discrimination on the basis of sex
or marital status will be removed at a
stroke on March 1 when all earners
will start paying income tax at the
same rate, says Inland Revenue.

Commissioner for Inland Revenue Tre-
vor van Heerden said yesterday that while
the Katz commission’s recommendations
for a unitary tax system had not yet been
accepted by government, “what is already
beyond doubt is that the discriminatory
rates applied on the basis of marital status
cannot continue”.

Employees would, therefore, be taxed
according to the rates paid last year by
married people with no dependent child-
ren, despite their sex, marital status or
actual number of children, he said.

Van Heerden said the “interim arrange-
ment” would probably apply until the end
of May when new deduction tables, based
on the tax rates announced in the 1995/96
Budget in March, would come into force.

The use of this year’s tax tables for the
first three months of the 1996 tax year
would ensure an accelerated collection of
the 1,67% transition levy. In terms of last
year’s Budget, the 1996 transition levy was
o have been collected over the first six

tronths of the year. B

Inland Revenue warned against viewing
the single tax rate for all as a move to
anticipate tax changes in the March Bud-
get. It said the move was “merely a tempo-
rary méasure to remove discrimination in
the collection of employees’ tax”.

‘But tax experts said the interim rate
was compatible with the Katz recommen-

{ SAMANTHA SHARPE |

dation for a unitary personal income tax
system. “It will lighten the load of unmar-
ried people and married women,” said one.

The temporary rate was clearly a pre-
emptive recognition of the commission’s
recommendations.

“Revenue’s arrangement goes beyond
the simple desire to remove the unconsti-
tutionality of the current tax system,” an-
other expert said. “There is an implicit
assumption that the Katz commission’s
recommendations to abolish child rebates
will be carried through at Budget time.”

Experts said even though a basic princi-
ple of the Katz commission’s report had
been accepted, it was most unlikely that
the whole package would make its way
into the Budget.

The SA Chamber of Business (Sacob)
said it was concerned ahout the time lag
between the commission’s major thrust to
tighten up revenue collection and the rev-
enue shortfall from the personal income
tax relief recommended.

The commission argued that massively
improved tax collection and administra-
tion could raise biliions of randsin revenue
to offset the cost of tax relief.

Sacow said implementing the-Katz pro-
posals would see “significant net revenue
shortfalls” until the gap between tax levied
and tax raised had been sufficiently nar-
rowed. “We are concerned that such a
situation could-lead to increased deficits
before borrowing during this period, and
urge the government to guard against this

eventuality.” :
—

tax
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.SINGLE and married
‘women employees can
.rejoice — they’ll be giv-
-ing less to the taxman
from March 1.

“*But married taxpayers with de-
»pendent children will be paying
-.slightly more.

.+ The Department of Inland Rev-
-'enue announced this week that
. a new table for PAYE (pay as you
earn) — used to calculate an em-

ployee’s monthly tax deduction
— will be effective from March 1.

The new PAYE table is an in-
terim measure reflecting the
. n:m:g of Inland Revenue.
- On the one hand, taxing em-
Ec%mmm in the Hew tax year with

the existing PAYE tables would
be unconstitutional because they
are discriminatory on the basis
of gender and marital status.

On the other hand, the propos-
als of the Katz Commission —
it recommended a single, non-
discriminatory table for all tax-
payers — have not yet been
passed by Parliament and an an-
nouncement from the minister of
finance on the proposals is ex-
pected in his 1995 Budget speech

in mid-March.

The new PAYE table issued by
Inland Revenue is a mix of old
and new: there is one tax table
applied to all employees but set
at the tax rates of the existing
PAYE table applicable to a mar-
ried taxpayer with no dependent

Taxman will settle for less from beginning of March

THE :miﬂ issued interim tax table for PAYE

reflects t

e quandary currently being experienced

at a Department of Inland Revenue in a state of
transition. The new table is a mixture of both old
and new, reports LEIGH ROBERTS.

children.

As the figures in the accom-
panying table show, single and
married women taxpayers will
pay much less PAYE.

The reason married persons
will pay more is due to the ex-
pected abolition of the existing
child rebate of R100 per child.

The new table will not apply to
the remuneration of pari-time
employees. It will apply to em-
ployees over 65 but the old age

rebate will still be included in the

calculation.

Employees, however, should
not get too used to paying less
PAYE each month.

If the tax rates recommended
by the Katz Commission are ac-
cepted by Parliament and enact-
ed as they stand, taxpayers will
generally end up paying more
tax than under the new PAYE
table.

In addition, the harsh clamp-

ing down on travel m:%ﬁm—nmm
and retirement contributions re-
commended by the Katz Conmis-
sion will further increase one's
tax bill.

Syd Pope, public relations offi-
cer of Inland Revenue, says any
under or overprovision for tax
occurring under the new PAYE
table will be corrected in the next
PAYE table — to be issued to
take effect from June 1 and in-
corporate the changes made in
the March Budget.

An interesting — and perhaps
unfair — aspect of the new PAYE
table is that it incorporates a too-
high portion of the transition
levy. The rates of the new table
have been taken from the old
PAYE table (for a married person

with no children).

These rates were loaded to
collect the first part of the transi-
tion levy (at 3,33 percent of tax-
able income in excess of R50 000)
over the six-month collection
period.

The second part of the transi-
tion levy (at 1,67 percent) was to
be collected in the first six
months of the tax year starting
March 1.

In effect, the new PAYE table
forces wEEo%omm to pay off the
second half of the levy in three
meonths instead of six.

Also, most married women,
@.oSamn they earn more than
R50 000) will be paying the tran-
sition levy for the first time under
the new PAYE table.

Respite for women taxpayer

m&b e 22(114




Katz on tax gets

Business Staff

THE SA Chamber of Business
(Sacob) has slammed the Katz
Commission Report’s top mar-
ginal tax rate and retirement
fund deductibility proposals.

While lending its qualified
support to the Katz recommen-
dations, in a meeting with Fi-
nance Minister Chris Lieben-
berg in Johannesburg this
week, Sacob said of the report’s
proposed tax rate structure:

& The proposed top marginal
rate of 45 percent is high when
compared torates in compara-
tive jurisdictions.

M It ignores the need to align
the top marginal rate with the
corporate rate, so that the tax
system does not overly favour
incorporated businesses over
unincorporated ones.

B It would appear, in fact, to
place a greater burden on tax-
payers in the R10 000 to
R20 000 income range.

On the commission’s recom-
mendations regarding the de-
ductibility of contributions to
retirement funds, Sacob could
find no basis for supporting
them.

Sacob regarded the existing
limitations as adequate protec-
tion for the Fiscus against any
abuse which could possibly
arise.

“The proposed cap on the de-
ductibility of contributions to
pension and retirement annuity
funds would adversely affect a
significant number of taxpay-
ers and greatly increase their
already heavy tax burden.

“Introducing measures of
this nature will unavoidably
prejudice the long-term ability
of citizens to make adequate
provision for retirement.

“This will result in an in-
creased burden on society and
the government to provide for
pensioner care.

Sac

“It wxllgo 1m air the abl 1-
ty of the economy to encourage
and generate domestic
savings.”

Further, the tax treatment of
benefits derived on withdrawal
or retirement in the light of the
proposals had been ignored.

"“The report is silent as to the
reasons for this step.”

These and other objections to
the commission’s recommenda-
tions highlighted the danger in-
herent in the ad hoc treatment
of an issue which was highly
emotive and which had impor-
tant implications for the econo-
my in the long term.

Sacob was scathing over the
current culture of non-pay-
ment, which posed a very seri-
ous threat to society in general.

Accordingly, the commis-
sion's recommendations on im-
proved tax collection had to be
given serious attention.

i the same time, Sacob ex-

pressed two caveats;

B Enhanced tax collection
and administration must be
implemented and would only
succeed if the guideline princi-
ple of “the rule of law” was
fully complied with.

Failure to reverse the cul-
ture of non-payment which ex-
isted not only in the area of
taxation and non-respect for
the overall rule of law, would
result in an increasing tax bur-
den being carried by the law-
abiding section of the business
community.

Sacob said meaningful tax
reform had to result in an
overall reduction in the tax
burden, rather than the shifting
of emphasis from one tax to
another.

“Sacob is of the view that
meaningful tax reform can
only occur with smaller, more
efficient government.”

e — |
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Married woman - current tax payable
compared to-tax payable from _,\_m.un:.d 1995
Monthly N .

taxable
income

Current
tax
payable

New
tax
payable

Rebates curmently available to married women (R900) and married
persons (R2 225) have been used in the above calculations.

Graphic: FIONA KRISCH Source: ERNST & YOUNG
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Katz defiant over tax proposals

THE recommendations of the Katz
commission into taxation are com-
a1

By SVEN LUNSCHE

ing under fire from key fi
and industrial sectors.

The criticism is likely to spill
over into Parliament this week
when Professor Michael Katz,
chairman of the commission, will
be questioned by the standing com-
mittee on finance.

After the hearing Finance Minis-
ter Chris Liebenberg will have to
decide whether to include the.rec-
:omimendations, which range froma
unitary -personal -fax-rate-fo-eap-

From March 1 all taxpayers
will pay the same rate of
income tax irrespective of sex
or marital status. The table
includes the transition levy of
1,67% to be paid on all
income above R50 000.

ping pension fund contributions, in
the 1995/6 Budget:

Questioned on Friday Professor
Katz said he was confident the gov-
ernment was committed to tax re-
form although it might differ with
the commission on details.

The government has been lob-
bied by numerouns business inter-

- ests to change key aspect’of the-~

Katz recomniendations. 0w
The life insurance industry has’
been the most vociferous. It
charges that the recommendations
on capping employer and employee
contributions to pension funds
would seriously limit the ability of
individuals to plan for retirement.
The Katz proposals recommend
that employees’ deduction limit of
7,5% of pensionable income he
capped at R9 000 a year, increasing
the tax yield by R200-miilion. Em-

ployers contributions should be
capped at R18 000.

Professor Katz defended the
recommendation at a Sacob semi-
nar on Friday, arguing that he had
to recommend priorities in line
with the government’s overall eco-
nomic development programme.

“The reality is that 80% of South
Africans are not loocking at retire-
ment planning as their basic need.
Housing, health and other basic
amenities come. first,” he said.

At Friday’s-seminar Professor--
Katz also came under fire for not
addressing the high overall corpor-
ate tax rates, which were deterring
foreign investors.

Standard Bank economist Nico
Czypionka said the Katz recom-
mendations would not solve struc=—
tural obstacles to economic growth.

“The tax burden has progressive-
ly increased over the past 20 years
to a level where we are considered
a high-tax country,” he said.

Contrary to the assumptions of
thd Katz report, a corporate tax
rate in excess of 35% coupled with
the secondary tax on companies
would frighten off potential foreign
investors, he added.

In his address Professor Katz
said World Bank studies showed
that foreign investors were prima-
rily concerned with political stabil-
ity and exchange controls and only
to a lesser extent with tax rates.
«, In its response to the recommen-
dations Sacob alsq warned that the
25% STC rate was acting as a deter-
rent to foreign investment.

Meanwhile, the Receiver of Rev-
enue has taken up one of the main
themes of the Katz recommenda-
tions and announced non-discrimi-
natory tax rates with effect from
March 1 (see table).

These rates look set to be re-
placed with new personal tax rates,
recommended by the Katz commis-
sion, by June.




By BARRY STREEK
Political Staff

PUBLIC hearings on the Katz
Commission’s proposed tax
reforms are to begin this week,
the chairperson of Parliament’s
Joint Committee on Finance, Ms
Gill Marcus, disclosed yesterday.
She said the committee hoped to
‘complete its investigations into
the tax proposals by the opening
of Parliament on February 17,

This means the tax reforms
could be included in the budget
for the 1995/6 financial year to be
tabled before Parliament on
March 15.

Ms Marcus also said a working
group of her committee was
examining ways to make the bud-
get process more open and to
allow participation.

Written representations on
the Katz Commission’s proposals
closed on Saturday. Ms Marcus
said her committee’s oral hear-
ings would begin on Thursday
February 2, and continue
through Friday and Saturday.

The first of the proposed
reforms - the scrapping of dis-
criminatory tax on married
women - will be introduced on
March 1 when all earners will
start paying income tax at the
same rate.

The Commissioner of Inland
Revenue, Mr Trevor van
Heerden, said that while the
commission’s recommendations
for a unitary tax system had not
yet been accepted by the govern-
ment, “what is already beyond
doubt is that the discriminatory
rates applied on the basis of mar-

ital status cannot continue”.

Since the new constitution
was implemented, with its prohi-
bition of diserimination on the
basis of gender, women'’s groups
have demanded the abolition of
diseriminatory taxes. The Black
Sash threatened to take the gov-
ernment to court.

Ms Marcus said she was not
aware of any move to repay mar-
ried women for tax illegally col-
lected during the past year.

She said her committee would
examine whether taxation could
be used to meet the govern
ment’s objectives. “I don’t mind
being taxed as long as it is a fair
tax because then you are getting
something back for it. If tax is
utilised to build society, I am
more than willing to make a con-
tribution to that.”
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Katz cool

on VAT hike

20

Business Staff 3

A VAT increase is out of the question at present,
says Katz Commission chairman Michael Katz.

Addressing a SA Chamber of Business (Sacob)
tax seminar over the weekend, he said such an in-
crease would be morally unacceptable, given the
unequal distribution of wealth,

Defending his proposals, which many see as
soaking the rich, Mr Katz said a tax system with-
out the right degree of progressivity would be per-
ceived to be inequitable and without credibility.

“There are suggestions that it was a populist re-
port, but one of the most important issues for the
commission was the huge poverty in South Africa.”

Although everyoné believed in lower corporate
and personal tax rates, something had to take
place at the upper end, he said.

But the transition levy and the increase in the
top marginal rate from 43 percent to 45 percent
should he seen in the context of a very low capital
transfer tax, no capital gains tax, ne tax on divi-
dends and a low rate of indirect {ax.

“This is what international investors look at.”

Mr Katz defended the capping of pension fund
contributions, saying there was a lot of abuse in
the retirement industry. “There are juge take-outs
tax-free at the end” ARy B0 [T ]

He said it was a question of priorifies and of
how rauch the State should contribute to any one
industry.

About 80 percent of the population was not wor-
ried about retirement, but rather where they were
going to live and find food for their families.

“The pensions industry should be making a con-
tribution to the larger well-being and needs.”

Mr Katz said bad tax administration was re-
sponsible for losses in revenue of R10billion to
R15 billion a year.

Standard Bank group economist Nico Czypionka
said the commission tad failed to address the need
to promote vigorous growth.

“Instead of tinkering and trying to adjust the tax
system for social needs, the commission should
have been bold enough to tackle the real
problems.”

Mr Czypionka said it was obvious the commision
had faced upfront political constraints and had
been forced to fit in with the fiscus’ needs, “just
like the Margo Commission”.

But the sequencing of priorities was question-
able, he said.

“The poor might Have been better served by an
increase in public-sector efficiency and a reduction
in waste.”

Cuts in personal and corporate taxes migh
t h
generated f;ster growth and provided mo%e joﬁ:.e
South Africa’s tax burden had increased over the
past 20 years to levels where the country was now
1abelled a high-tax country, in spite of a decline in
the economic growth rate from six percent in the
1960s to its current one percent.
Mr Cyzpionka said that had the commissi
. { 1 ssion
really beheyed it possible to increase efficiency in
taxtctlilllsctt:gn in the near term, it would have
matche is by tax cuts t
el y 0 serve growth
He warned against the proliferation
1 of small
taxes, which were increasi
taxes, sing the overall tax
Cross-subsidisation of user char; i
ges to benefit the
poor at the expense of the rich had
oy 2t the e ad not been taken
"’I’hesg things count as part of tax collection.”
onH? fg}d thedluxléry of a tax system which kept
yielding reduced the pressure on the
to cut its size and its loIs)ses. goverment
. “We have to decide what comes first — the abil- |
ity of the economy to deliver the funds in the short
:gm,"or the sustainabilty of growth in the long
m.




Morally unacceptable, tax commission chairman tells Sacob

Increase in VAT out S
of question, says Katz

£ BY CLAIRE GEBHARDT

A VAT increase is out of the
question at present, says Katz
Commission chairman Michael

Katz.

Addressing a South African
Chamber of Business (Sacob)
tax seminar over the weekend,
he said such an increase
would he morally unaccept-
able, given the unequal distri-
bution of wealth.

Defending his proposals,
which many see as soaking the
rich, Katz said a tax system
without the right degree of
progressivity would be per-
ceived to be inequitable and
without credibility.

“There are suggestions that
it was a populist report, but
one of the most important
issues for the commission was
the huge poverty in SA.”

Although everyone believed
in lower corporate and person-
al tax rates, something had to
take place at the upper end, he
said.

But the transition levy and
the increase in the top margin-
al rate from 43 percent to
45 percent should be seen in

the context of a very low capi-’

tal transfer tax, no capital
gains tax, no tax on dividends

Michael Katz . . . lot of abuse
in retirement industry.

and a low rate of indirect tax,

“This is what international
investors look at.”

Katz defended the capping
of pension fund contributions,
saying there was a lot of abuse
in the retirement industry.
“There are huge take-outs tax-
free at the end.”

Katz said it was a question
of priorities and of how much
the state should contribute to
any one industry.

About 80 percent of the pop-
ulation was not worried about
retirement, but rather where
they were going to live and
find food for their families.

“The pensions industry
should be making & contribu-
tion to the larger well-being
and needs.”

Katz said bad tax adminis-
tration was responsible for
losses in revenue of R10 billion
to R15 billion a year.

Nico Czypionka, group econ-
omist of Standard Bank, said
the commission had failed to
address the need to promote
vigorous growth.

“Instead of tinkering and

trying to adjust the tax system
for social needs, the commis-
sion should have been bold
enough to tackle the real prob-
lems.”
Czypionka said it was obvi-
ous the commision had faced
upfront political constraints
and had been forced to fit in
with the Fiscus' needs, “just
like the Margo Commission”.

But the sequencing of priori-
ties was questionable, he said.

“The poor might have been
better served by an increase in
public-sector efficiency and a
reduction in waste.”

Cuts in personal and corpo-
rate taxes might have generat-

ed faster growth and provided
more jobs.

SA’s tax burden had in-
creased over the past 20 years
to levels where the country
was now labelled a high-tax
country, despite a decline in
the economic growth rate from
6 percent in the 1960s to its
current one percent.

Cyzpionka said that had the
commission really believed it
possible to increase efficiency
in tax colletion in the near
term, it would have matched
this by tax cuts to serve
growth objectives.

He warned against the pro-
liferation of small taxes, which
were increasing the overall tax
burden.

Cross-subsidisation of user
charges to benefit the poor at
the expense of the rich had
not been taken into account.

“These things count as part
of tax collection,”

Czypionka said the luxury of
a tax system which kept on
yielding reduced the pressure
on the goverment to cut its size
and its losses.

“We have to decide what
comes first — the ability of the
economy to deliver the funds
in the short term, or the sus-
tainabilty of growth in the long
term.”




Warning on shortfall in revenue

INLAND Revenue’s sweeping tax reforms,
which would see thé implementation of a
single, tay rate for all South Africans on
Mareh. 1, could lead to a R2,5bn hole in
govemment s 1995/96 Budget, Inland Rev-
enue sources warned at the weekend.
But they said the introduction of the
single tax rate at the same rates paid last
year by married people with no children
was only an interim measure.
Commissioner’s office deputy director
Aidan Keanly said a new set of rates Would
probably be in place in May. “The R2,5on
shortfal] would be applicable only if the
rate was imposed for a full tax year.
“Any marginal loss from the interim
measure would be outweighed by the chaos
of retaining an essentially diserj m ator
system,” he said. é

ugzo)snm;\um SHARRE . ]

There were several optionsishould there
be a shortfall. Two of those— {0 increase
the hudget deficit before horrowing or
raise tax rates — were beyond consider-
ation, he said. The only way to stop the gap
would be to increase the efficiency of the
tax administration system.

The Katz commission said in its interim
report that introducing a new schedule of
rates and reform of the SITE system would
result in a R3bn revenue shortfall, which
would have o be sought outside the per-
sonal income tax systern.

The major thrust of the report was on
enhancing current tax administration,
which would Jead to af least an additional
R35bn in revenue.




Reintroduce fuel
levy, says 5%%33
—_—————— “This Incidentally

W OWN CORRESPONDENT

Durban - Transport
Minister Mac Maharaj
has proposed that a dedi-
cated fuel levy be reintro-
duced to provide for the
management, mainte-
nance and improvement
of the national road net-
work.

Addressing delegates
at a transportation sum-
mit in Durban, Maharaj
said the fuel levy was in
line with similar actions
taken other countries.

He also said toll roads
would probably be a fea-
ture of South Africa’s pri-
mary road network in the
future. These toll roads
could be set up on prima-
ry roads with a high tref-

fic volume. ;/;‘ ; Zi

opens the doors for the
build, operate and trans-
fer concept involving the
private sector, and which
is extensively used over-
seas, to be brought into
play,” he said.

There were up to
100 000 km of secondary
and tertiary roads, in-
cluding many tens of
thousands of kilometres
of roads in rural and
urban townships, which
urgently need repair.

“This will be the major,
if not primary, duty — as
we approach the 21st
century — of road engi-
neers in the provinces
and metropolitan areas.
These roads will have to' -
be funded from general

// ia%;af'_on," he said.

.




Consumers told to

e th s

)NSUMERS should prepare for a VAT
increase — one of the only viable options
left to government if it wanted to fill the
potential R25bn hole in the 1995/96 Bud-
get, tax sources warned yesterday.

They said the shortfall, which would
arise if the recently announced unified tax
rate structure was implemented for the
whole tax year, could be met by a one
percentage point hike in the VAT rate to
15%. Inland Revenue said last week the
new tax rate would be an interim measure
until rates: were finalised in May.

While an increase in VAT could prove
politically unpopular among unions, it was
the only “quick cash” bridging mechanism
left to a government anxious to keep a lid
on its deficit before borrowing.

' Experts said, however, that the call for a
VAT increase would have to come from the
Finance Department, with the Katz com-
mission on taxation against it. Commission
chairman Michael Katz said at the week-
end an increase was-out of the question,

Ernst & Young tax partner David Clegg
said a VAT rate increase was unlikely to
prove disastrous for inflation. It was an
“unattractive solution” but probably the
only short-term one. More efficient tax
administration was the long-term solution
to shortfalls resulting from tax reform.

Coopers & Lybrand senior tax partner
Danie Uys said it would have to be a
politically brave man who called for a
VAT increase. Marginally higher tax rates
were the more likely short-term solution.
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Business Editor

MOTORISTS could soon find
themselves paying at least 10
cents a litre extra on fuel with
a possible maximum of 25
cents if the government goes
ahead with the re-introduction
of a roads tax.

A roads levy is still included
in the existing fuel price but
the money goes into the central
government coffers and is not

e fuel levy mooted

dedé@ﬂot[}%’ujéep of

roads.

Proposals for the reintroduc-

tion of a road levy to be added
to the fuel price were mooted
by Transport Minister Mac
Maharaj at a transport summit
in Durban.
The levy would pay for the
m nent, maint; and
improvement of the national
road network.

When the levy was initially
introduced in the 1970s, it was

dedicated to the upkeep and
development of the national
road network.

In 1988, when motorists were
paying eight cents a litre to-
wards the road fund, the gov-
ernment decided to do away
with the dedicated fund and the
levy was consolidated with oth-
er fuel taxes.

At present, motorists are
paying almost 70 cents in taxes
and levies for every litre of
fuel they buy.

1 1




Changes

By CLAIRE mmm:>mcma.v
JOHANNESBURG. — The Katz Com 'S propos-

als, already labelled “Katz’s Folly”, are likely to be
accepted by the government without too many alter-
ations.

Commission member Pierre du Toit told delegates
to a tax seminar hosted by African Life yesterday that
the commission was probably not far out in terms of
the major thrust of its proposals.

“The government is unlikely to raise VAT or at-
tempt a long list of zero ratings in the face of the
recommendations.”

However, the standing committee on finance, due to
start hearing evidence on the proposals in Cape Town

today under the o_::n:_mﬂm-:u of Gill Marcus, is
likely to give er.Emm_eb chai, 35—5& Katz and
others a grilling. o .~w

Experts said %om.m—dww that little nrn-_ma was likely
to he made te VAT and personal income tax proposals,
but the pension-fund capping propoesals, which limit
tax relief, were likely io be the focus of vociferous
debate.

Both Katz and Du Toit argue that the pension fund
industry must contribute to the well-being of the
larger community — many of whom prefer a roof over
their heads to retirement options.

Fisher Hoffman Stride’s senior tax partner Antho-
ny Chait said the VAT proposals were likely to be

accepted holus-bolus, as well as an increase in the top
marginal rate of personal tax — though possibly not
to 45%.

The focus on the marginal rate would be deter-
mined by budgetary rquirements, to help balance the
books, he said.

“But ebviously the single tax table means a loss of
revenue that has to be made up somewhere else.”

Stiff —:..mcu sentences were likely 8 be Eeanon for
tax pled with the

Chait mw-a the 9percent flat rate of m:—u—oudmm tax
“% 1o R30 000 would probably be rejected as unworka-

e.

“The pensions issue could be resolved by going for
a percentage rather than a monetary limitation.”

‘unlikely’ to Katz proposals®
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Dedlcated fuel
levy wel o%gc

TRANSPORT Minister Mac Ma-
haraj's call this week for a dedi-
cated fuel levy to be reintroduced
has been welcomed by business
and interest groups if it is imple-
mented in a way fair to motor-
ists, taxpayers and business.

Maharaj said inflation, the 1973 oil
crisis and the end to the national
road fund in 1988 had resuited in a
significant decline in funds allocated
to intercity roads to a level half of
that 20 years ago.

A dedicated fuel levy would be
used by central government to up-
grade and maintain pational roads,
while other roads would be the re-
sponsibility of provincial and local
struetures,

SA Chamber of Business (Sacob)
director of economic policy Ben van
Rensburg said it was essential to
have a dedicated fund for road up-
grades and maintenance.

Currently, the road fund was one
element of the consolidated fuel
levy, which meant the levy was part
of central government’s revenues,
and was not a dedicated fund to be
used solely for improving the
national roads.

Sacob recommended that govern-
ment estimate what percentage of
the fuel levy the road fund repre-
sented. This could be taken out of the
consolidated levy and be established
as a dedicated fund.

Government would also have to
estimate what the funding require-

AMANDA VERMEULEN

ments for upgrading would be and
adjust the road levy accordingly.

While Van Rensburg said this did
not necessarily mean consumers
would have to pay more for petrol,
he acknowledged that it was possi-
ble the road levy would have to be
adjusted upwards, causing an in-
crease in petrol costs.

He emphasised that the proposed
levy would have to be fair to motor-
ists and to taxpayers, as welt as to
those commercial and industrial
sectors that relied on road transport.

“This method of funding upgrades |
and maintenance will minimise the
impact on the economy.”

An Automobile Association
spokesman said it welcomed a dedi-_
cated road fund, adding that it had”
opposed the 1988 withdrawal of the
dedicated levy.

“Roads are the lifeblood of the
economy and if they deteriorate, it
would have a serious effect on the
economy as weil as becoming a road
safety problem.”

Burean of Economic Research
economist Pieter Laubscher said the
proposed levy was sound in principle
but it had to be implemented in a
fair and reasonable way to avoid
spiralling inflation.

He said one positive effect would
be job creation possibilities and the
stimulation of the heavy engineering
and construction sectors.
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B BY CLAIRE GEBHARDT

The Katz Commission’s pro-
posals, already labelled
“Katz's Folly”, are likely to be
accepted by the government
without too many alterations.
Commission member Pierre
du Toit told delegates to a tax
seminar hosted by African Life
yesterday that the commission
was probably not far out in

proposals.

“The government is unlikely
to raise VAT or attempt a long
list of zero ratings in the face
of the recommendations.”

However, the standing com-
miftee on finance, due to start
hearing evidence on the pro-
posals in Cape Town today
under the chairmanship of Gill
Marcus, is likely to give com-
mission chairman Michael
Katz and others a grilling.

Experts said yesterday that
little change was likely to be
made to VAT and personal in-
come tax proposals, but the
pension-fund capping propos-
als, which limit tax relief, were
likely to be the focus of vogifep-
ous debate.%// 2 Zf ‘]é

Both KatzZahd Du Toit argue
that the pension fund industry
must contribute to the well-
being of the larger community
— many of whom prefer a roof
over their heads to retirement
options. . .

Fisher Hoffman Stride’s se-
nior tax partner Anthony Chait
said the VAT proposals were
likely to be accepted holus-
bolus, as well as an increase in
the top marginal rate of per-
sonal tax — though possibly
not to 45 percent.

The focus on the marginal
rate would be determined by
budgetary rquirements, to help
balance the books, he said.

“But obviously the single tax
table means a loss of revenue
that has to be made up some-
where else.”

Stiff prison sentences were
likely to be mooted for tax eva-
sion, coupled with the amnesty
proposal.

Chait said the 9 percent flat
rate of employees’ tax up to
R30 000 would probably be re-
jected as unworkable.

“The pensions issue could
be resolved by going for a per-
centage rather than a mone-
tary limitation.”

terms of the major thrust of its |




‘SA’s tax
system In a

SOrYy
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CLIVE SAWYER 3]21 S
Political Correspondent

TAX administration in South Africa
is in a sorry state, the parliamentary
committee on finance has been told.

Katz commission chairman Mi-
chael Katz, giving evidence on the
commission’s report on a new tax
system, said reform of tax adminis-
tration was a precondition to all oth-
er reforms in the report.

The commission reported last year
after hearing oral evidence on a new
‘| tax system, examining more than 300
submissions, and visiting some reve-
nue offices.

Increasing the amount spent on
revenue collection could bring in bil-
lions of rands, the commission said.

A loss to national coffers was not
the only consequence of poor tax
administration.

Urcertainty hampered business
planning and ordinary taxpayers felt
they could get away with evasion.

Tax morality in South Africa was
at a low level, Professor Katz said.

Competition among businesses was
“distorted” by inconsistent treatment
by the inland revenue department.

Professor Katz said his report was
not a criticism of any individual or
department.

He called for the development of
autonomy and professionalism within
the inland revenue and customs and
excise departments.

Commissioner Pierre du Toit said
the country should not go on trying
“half-measure” responses to the prob-
lem of poor administration. Bad ad-
}ninistration bred disrespect for the
aw,

Replying to a question by Willem
Botha (FF) about whether the

225)

Receiver of Revenue had emough
staff suitably qualified to improve
administration, Professor Katz said
there should be no lack of suitable
applicants to serve in a restructured
department.

Bright people would be attracted
to the department, as they were in
other countries, to use it as a step-

ping stone in their careers as accoun-
tants.

But improvements to pay, condi-
tions of employment and status were
necessary. '

Professor Katz said accommoda-
tion in some revenue offices was “not
attractive”.

Mr Du Toit said that proposing to
spend more money on tax adminis-
tration was not simply throwing
money at the problem.

Bureaucratic rules meant staff
were not managed and deployed as
they would be in private enterprise.

Professor Katz said public educa-
tion about income tax and putting
revenue offices where people lived
were also part of the solution.

Fundamental principles which
should guide the government in its
approach to the report were:

® The need to end discrimination
in tax tables on the grounds of gen-
der and marital status.

® The need to eliminate bracket
creep.

® Provision for poverty relief.

® An appropriate value-added tax
system.

@ Efficient tax administration.

@ Tax collection that was fair and
constitutionally defensible.

® Tax that was friendly to foreign
participation in the economy.




Car allowagg)es Mpald

Palitical Correspondent

SOME employees are paid car allow-
ances as their “salary”, the Katz Com-
_mission on tax has told parliament.

Commission member Jan Graaff
said car allowances were “exceptional-
ly generously dealt with” by current
income tax legislation.

@ If a tax amnesty was given, it
should be done swiftly and simulta-
neously with a clear message from the
governmeni that it was tight

§s salary’

oSpem ta; rates for small busi-
nesses should be avoided because of
the potential for abuse, thé commis-
sion said.

© The personal liability employers
faced if miscalculating contributions
of standard income tax on employees
(SITE) “would not be accepted by any
assessor working for inland revenue”,
Mr Graaif said.

@ Foreign investors put tax systems
“way down” on the list when deciding
whether to come into a country, said

g up
tax administration. Failure to do this
could put tax morality at risk, the

_ commission told the committee.

Pierre du Toit.

But while tax systems did not bring
in serious investors, they had the po-
tential to scare them off.

comn




CLIVE SAWYER
Political Correspondent

AN income tax shock could be in
store for thousands of low-income,
one-breadwinner families.

This has emerged from evidence
given by the Katz Commission on
Taxation to the parliamentary
committee on finance.

And recommendations by the commis-
sion to cap retirement funding have been
slammed as likely to hit personal savings
and domestic investment. ~

A proposal for a presumptive tax on
gross assets of companies is likely to
hamper small businesses, it has been said.

Poor 1

(1 Commission urges the axing of child rebates

The proposal has drawn warnings that
it is the “thin edge of‘/the wedge” of a
wealth tax.

Households with one breadwinner may
be hard-hit if proposals o abolish prima-
ry and child rebates and to impose a slid-
ing scale of personal tax on earnings of
more than R10 000 a year are implement-
ed.

The proposed rate is up to nine percent
for those earning R20 000.

Katz comimnissioner Jan Graaff admit-
ted that people in this category would pay
“slightly” more tax than they paid now.

Committee.member Max Sisulu (ANC)
said he was concerned at the impact on
individuals at the lower end of the scale.

Axing the child rebate was “taking food
out of children’s mouths”.

To someone earning R800 a month, los-
ing a R100 tax rebate was losing a lot of
money, he said.

He rejected the argument that scrap-
ping child rebates would help the cam-
paign against population growth.

“People do not look at tax tables before
making children.”

Dr Graaff said the question of child re-

bates was sensitive and inflation had
eroded the value of the rebate.

A better solution to reintroducing the
rebate could be to raise the threshoid of
eligibility for tax, he said.

Giving evidence to the committee,
Chamber of Mines vice-president Nick
Siegel said it was not clear what the com-
mission’s objective was in capping
contributions to retirement funds.

The proposal would mean employers
and employees would have to renegotiate
contracts.

He said the proposals favoured provi-

G20 2jzlas ARG

- dent funds and state over private sector
funds.

The retirement fund industry was “the
nation’s savings industry” and affected
South Africa’s capacity to invest.

Discouraging contributions to pension
funds would be a disincentive to put aside
money for retirement.

Chamber legal adviser Peter Anscombe
said the concept of a presumptive tax
was “the thin edge of the wedge” of some-
thing the chamber did not want to see put
into the tax system.

Committee member Org Marais (NP)
said accepting presumptive taxes, used in
South America and spreading to other
countries, meant accepting the principle
of minimum or wealth taxes.

@ More reports page 5.
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to all taxpayers, regardless of gender or
marital status.

He has issued a merged interim table.

This decision, however, says Inland Rev-
enue spokesman Sydney Pope, can’t be
interpreted as pre-empt-
ing crucial policy de- !
cisions which will have
to be taken at Budget 5§’
time. )

To avoid the admin-
istrative complexity of
designing a new table, a
decision was taken to
use the existing table
for married persons

What

* paye currently deducted
in terms of Paye tables (R)

companies or the higher income group of
individuals.

If exchange control is to be eventually
eliminated, argues Sacob director-general
Raymond Parsons, the policy mix must

What you :
will pay :

(Zzo)
e o azlas
Equal rates

The Commissioner for Inland Revenue has
put the Paye system on the right side of the
constitution — by applying the same rates

with no children (see Monthly
chart). Annulal Married Paye Il;
. : ..  taxable  person terms o
e dTl:\lsow?llfir?Sm;?oﬁe income with two Unmarried Maried the media
transition levy — ie a R000s _ childron b ! (R)
loading of the Paye pay- 50 814 1050 1111 831
ments by 3.33% over a
six-month period, 75 1815 2075 1945 1832
equivalent to an annu- 100 2854 3118 2779 2871
alie o o7
alised rate of 6,67 g/” . 50 4920 5184 4446 4936
third of the levy was to 200 6989 7253 6252 7006
have been collected in 250 9058 9322 8195 9075
the 1996 financial year, :
at 1.67% over six 300 11127 11391 10140 11144
months. . 400 15265 15529 14028 15282
Therefore the appli- — “goq 19404 19668 17017 19421

cation of the previous
year's table implies the
remainder of the levy
will be collected over
three months, at a no-
tional annualised rate of
6,67%.

The interim table
leaves unresolved the
issue of correcting for fiscal drag in the
middle income group (say R20 000-
R80 000 annual income), and a marginally
increased income tax burden at the bottom
of the Paye scale.

Even without the great surrender of
revenue that concessions for fiscal drag
would generate, the merged table would
cause a loss of revenue of around R2,5bn in
a full fiscal year.

So the issue of the merged table should
not be perceived as implementation of the
Katz interim recommendations. This only
government can do.

And the post-Budget Paye table could
deviate substantially from the interim table.

This is the political hot potato which has
been tossed back to the Government of
National Unity.

At a recent Sacob tax seminar, Katz
comrnission chairman Michael Katz re-
iterated his stand against an increase in the
Vat standard rate, currently 14%. The
reimposition of the standard rate on basic
foodstuffs was not mentioned. Nor was an
increased tax on petrol.

Nevertheless the lost revenue should be
~ made up from indirect taxes, rather than by
| loading the income tax rates either for

This table reflects the monthly PAYE which would be deducted by
employers in respect of employees under the age of 85 years
with an annual taxable income indicated in the left hand column.
Note: The Paye tables take into account the primary rebates
currently available to taxpayers and the transition levy which is
currently levied on taxpayers.

Souree: ERNST & YOUNG

include internationally competitive tax lev-
els for the private sector. This is the only
way to ensure capital inflows.




NP takes Katz Commission

E3 BY CLAIRE GEBHARDY

The National Party (NP) has
slammed the Katz Commis-
sion's proposal to hike the top
EEmw.EE tax rate to 45 per-
cen

It calls for the total corpo-
rate tax rate to be cut to
43 percent to attract foreign
investment.

In its submission to a parlia-
mentary standing committee
on finance yesterday, the NP
said the proposed increase in
the top marginal rate, together

with the recommended cap-
ping of contributions to ..@E.m

The NP said the RDP provid-

ment funds and the adj

gna.mnaumoon
the disadvantaged

to ear allowances, would in-
crease the ﬁgmu.mmm?mnwmm of
the tax system for high
earners.

It said the fax system and
budgets already provided for
the transfer of financial re-
sources from higher- to lower-
income households.

“There remains littte further
scope to resolve socio-econom-
ic problems via the tax sys-
tem.”

The superficial way in which
the commission had dealt with
retirement provision came in
for a drubbing.

The NP said the proposed
capping of contributions would
lead to a decline in contractual
savings and it was question-
able whether diseretionary
saving would compensate for
this, particularly given that no
additional tax incentives for in-
terest income had been recom-

ﬁgw&m&m to 0 wmmw

mended.

The tax changes would stim-
ulate private consumption ex-
penditure, reduce the flow of
savings io contractual savings
institutions and change the
pattern of personal savings.

It opposed the introduction
of a presumptive tax on cor-
porations, close corporations
and inter-vivos irusts.

It felt the secondary tax on
comp (STC) should not
exceed 15 percent in the short
term and should eventually be
phased out.

Foreigners who had a mini-

E:E of 25 percent control of a
domestic company should be
granted exemption from non-
resident shareholder's tax
(NRST). .
The NP said the total maxi-
mum tax rate on corporations
should be lowered to 43 per-
cent and the maximum mar-
ginal tax rate payable by indi-
viduals should not exceed this
The NP said indications that
lower-income taxpayers might
have to pay more, given the
loss of the primary and child
rebates, was itable.




Nat defendStwaX failure but
says ti ripeﬁéfégx; lgggwm

CLIVE SAWYER

Political Correspondent

THE National Party has defended its
failure while in power to improve tax
collection, saying this would have
been politically inappropriate.

Former deputy Minister of Finance
Theo Alant said the NP government
had not been regarded as legitimate
and any attempt to reform tax admin-
istration would have been seen as uni-
lateral restructuring.

He said yesterday the NP had
wanted to improve tax administration
for many years.

The 1987 Margo commission had
recommended a series of reforms, but
Dr Alant said he had advised former
finance minister Derek Keys and the
rest of the cabinet not to go ahead
with them. Now, though, the time for
tax reform was ripe.

He warned that, while it had been
predicted South Africa could net an
extra R5 billion a year from more ef-’
ficient tax collection, it would take at
least five years to reach this point.

Extra revenue gained in this way
should be used for tax reforms and
not for further spending.

Dr Alant said the party supported
the creation of a single unified tax
scale, ending discrimination on the:
grounds of gender and marital status.

But the proposal by the Katz com-
mission on tax to adjust tax rates to-
compensate for the effect of inflation
on bracket creep, while welcomed,
could prove difficult to implement in
the short term.

Dr Alant said the top marginal per-
sonal tax rate of 45 percent, starting
at R150 000 annual income, was too-
high.




Political Correspondent

THE National Party yes-
terday slammed the Katz
Tax Comimission’s pro-
posals, saying they dis-
criminated against both
the rich and the poor.
The NP’s spokesper-
son on Finance, Dr Theo
Alant, said the Commis-

sion was unfairly in-
creasing the tax burden
on both companies and
individual taxpayers.
“The proposed in-
crease in the top margin-
al tax rate applicable to
taxable incomes exceed-
ing R150 000, together
with the recommended
capping of contributions

to retirement funds and
the adjusted system of
car allowances, will
markedly increase the
progressiveness of the
income tax system for
high earners,” he said.
Br Alant said the
Katz proposals were also
likely to result in some
lower income taxpayers

paying more tax - “some-
thing which is totally
unacceptable to the NP”.

While the NP wel-
comed the introduction
of a unified tax seale for
single and married per-
sons which eliminated
discrimination on the
hasis of sex and marital
status, it said the recom-

mended adjustments to
compensate for fiscal
drag in the middle in-
come groups was “total-
1y unacceptable.”

Dr Alant also said the
mooted R5 billion sav-
ings to the fiscus by
tightening up on tax eva-
sion would take years to
implement.




Taxman @?&@
out, the kids

Weekend Argus Political Correspondent

IF you are a taxpayer from next month you will
be classified as a married person with no children.

And it will be no use waving your beloved infant
at the Receiver of Revenue, because he will turn a
blind eye to the wailing little rebate.

The inland revenue department has turned us all
into married people without children as part of
moves to eradicate discrimination in taxation.

Discrimination on the grounds of marital status
and gender is unconstitutional, so the country’s
three tax tables are to be turned into one.

And rebates for children have been targeted for
abolition by the Katz Commission on taxation.

Giving evidence this week to the parliamentary
committee on finance, inland revenue official Ian
Meiklejohn. emphasised the choice of this specific
tax scale was not an attempt to pre-empt tax ta-
bles to be announced in this year’s Budget.

Mr Meiklejohn said it was possible that the loss
of R2,5 million from evening out the tables would
have to be recovered by increasing the marginal
rate of tax on incomes above R50 000.
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Gut feeling of tax collectlﬁgégy crisis

CAPE TOWN — Tex collection in South Africa had
reached crisis point and the system could collapse
soon, Inland Revenue legel drafting director lan Meik-
lejohn said this week.

He had no proof this was happening but it was a
“gut feel I get from talking to people”, he told the
parliamentary finance committee,

“I get the impression that resistance is building up
to a point where it is suddenly going to break (the
system),” Meiklejohn said.

v
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Asked whether this cot linked'to the political
transition over the past year, he said: “Yes”.

The South African Chamber of Business recently ex-
pressed concern over the persistence of what it called
a culture of non-payment of tax, which analysts see as
a hangover from rental and rate boycotts

Earlier, Meiklejohn said the growing incidence of
non-payment of tax was also partly due to severe
shortages of skilled staff at Inland Revenue, which
affected enforcement. — Reuter.




officials leave

“The department is being carried by old-
timers who grew in the department and
who know the ropes. These are precisely
the people who will leave.”

Mr Meiklejohn outlined factors hamper-
ing efficiency as including:

All assessment and collection of reve-
nue was computerised, but the computer
was not under the control of the inland rev-
enue department;

B The department did not control its
own office administration and stationery
requirements; and

B As with all government departments,
appointments and promotions of senior

top ¢

CLIVE SAWYER
Weekend Argus Political Correspondent

A MASS exodus of senior income-tax offi-
cials, expected within two months, threat-
ens to collapse tax collection — and could
place the entire state administration in
jeopardy.

And, plunging tax morality threatens to
shrink the ever-diminishing band of honest
taxpayers to nothing.

These dire warnings were issued by the
inland revenue department to parliament’s
joint committee on finance. Severe losses
of middle and top-management income-tax
staff are to follow the government’s offer
of early retirement to public servants over
50 or with more than 30 years’ employ-

taff
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ment.

mittee a crisis was not far away.

crisis is gone.

younger staff for some years.

Inland revenue department director of
legal drafting Ian Meiklejohn told the com-

“The time for messing around with this

“We are very close to crisis point.”

If tax administration broke down, the en-
tire state administration would follow.

In evidence this week, Michael Katz, who
headed a government commission into new
tax systems, described tax collection in
South Africa as being in a sorry state.

Replying to a question by African Na-
tional Congress senator Henry Makgothi,
Mr Meikeljohn said the inland revenue de-
partment had had a rapid turnover of

ere not controlled by%'?je d %argt

Commenting on this bureaucratic night-
mare, Mr Meiklejohn said: “If we have to
continue to collect revenue, something
needs to be done”.

The Katz commission has said millions
of rands were lost because of poor tax ad-
ministration,

And, théte are mounting fears that a pro-
posed tax amnesty, if mishandled, could
worsen resentment among law-abiding tax-
payers and spread tax rebellion.

The amnesty was proposed by the com-
mission to bring those who avoided paying
taxes for political reasons during the
apartheid era into the fold.

But, companies with sophisticated re-
sources also could evade penalties, the

@ To page 3

From page 1

commission was told. {(}R(T ﬁ ﬂ 7 y qs8

Mr Meiklejohn also cast doubt on wheth-
er the amnesty, as proposed, would work.

While he supported the concept, he said
the scheme — which will still require tax-
payers to pay three years’ back-taxes —
would not encourage widespread compli-
ance.

The scheme would mean back-taxes and
penalties dating back more than three
years would be written off.

But, this meant a taxpayer would have
to pay, in effect, four years’ tax.

Mr Meiklejohn said this would be equiva-
lent to about a year's income in many
cases.

Asked by Inkatha Freedom Party MP
Gavin Woods whether he could confirm
Katz Commission estimates that taxes lost
at present to inefficiency totalled a R9 mil-
lion backlog and represented RS billion a

s if tax officials leave

year, Mr Meiklejohn said he had no reason
fo disagree with the figures.

Mr Meiklejohn warned that Katz Com-
mission proposals to drop eligibility for
Stangard Income Tax on Employees from
a ceiling of R50000 to R30 000 would re-
quire a million more taxpayers to fill in
forms.

This flood of new administration would
exacerbate problems in the inland revenue
department.

Mr Meikeljohn said inland revenue com-
missioner Theo van Heerden had taken
personal charge of a probe into hiring addi-
tional expertise for the department. But,
even if the department was given the mon-
ey to carry this out, it was unclear just
how much expertise was available,

Mr Meiklejohn said he knew of private
firms of accountants which had been trying
similar recruitments and which had had
trouble finding candidates.

e ————




Foreigners
taxed too
heavily,

s otz

MICHAEL Katz, head of the
commission of inquiry into
a new tax structure, wants
to see the non-residents
shareholder tax abolished
immediately and the secon-
dary tax on companies low-
ered as soon as possible,
writes JEREMY WCODS.
“We are extremely con-
cerned about the high tax

_ credits athome by paying it.

burden placed on foreigners
wanting to invest here. Cur-
rently they are heing penal-
ised and we are looking at
ways to redress this,” said
Professor Katz.

“Foreign investors are
subject to a non-residents
shareholder tax of 15%, a
secondary tax on comparies
of 95% and a 5% transition
levy — in addition to basic
corporate tax of 35%.

“Ihis means foreign in-
vestors can have tax rates
of over 60% and places the
foreign investor on a com-
pletely different footing to
local investors.”

Professor Katz disclosed
his committee’s views to
Business Times after the is-
sue was raised in a parlia-
mentary select hearing on
Friday in Cape Town.

In the hearing, the tax
burden on foreign investors
was raised by Danie Eras-
mus, representing the Asso-
ciation of Law Societies of
South Africa.

Outside the hearing, Mr
Erasmus said: “Companies
come over here and ask us
what the tax situation is and
it is hard to tell them exact-
ly. The way STC and NRST
currently work is a major
disincentive to foreign in-
vestment in this country’s
economy.”

Pierre du Toit, the mem-
ber of the tax commission
concerned with reforming
STC, said the tax needs to be
Jowered and changed so that
foreign companies can gain

“We would like to get rid
of STC; but don’t want to go
back to the old system of
taxing dividends. STC can-
not be abolished completely
becayse it brings in too
much money, but it needs to
be made user-friendly.”

v
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CAPE TOWN — Finance standing com-
mittee chairman Gill Marcus has de-
scribed the Katz Commission’s proposed
new rate structure which will result in
substantial tax increases to the very poor
as a “very critical” issue.

Speaking after three days of hearings on
the commission’s interim report, Marcus
said it had become clear that aside from
personal income tax, the major concerns
were tightening up the administration of
the tax system, limiting tax benefits for
pension contributions, VAT and the Secon-
dary Tax on Companies.

Earlier, Inland Revenue legal drafting
director Ian Meiklejohn presented the
committee with stastics which show that a
person earning R13000 a year will pay
R540 rather than R95 in tax if the commis-
sion’s proposal was implemented.

The statistics show that people earning
below R22 000 will all pay more in terms of
the proposals than they would in terms of
the current “married no-children” rate, All
other taxpayers would pay less if Katz's
proposals were accepted, except those
earning above R270 000 per annum.

Inland Revenue has announced that all
personal income taxpayers would pay the
“married no-children” rate as an interim
measure until-a final decision on the way
to eliminate sex discrimination.

Concern qver tax
fgb 9<

I poor

[ TIM COHEN |

Cosatu said Katz's personal income pro-
posals would be compounded by the elimi-
nation of rebates for children.

Cosatu argued that relatively few fam-
ilies would benefit.

The wives of most men in the lower
income group earned too little to pay
income tax.

In its submission, Sacob also criticsed
the income tax recommendations because
of the increases at the extremes,

The proposed top marginal rate of 45%
was comparatively high and was not
aligned with the corporate rate, while Sa-
cob supported Cosatu’s objection to the
suggested increased burden on taxpayers
in the R10 000 to R20 000 range.

Along with the Chamber of Mines, Sacob
flatly rejected the proposed presumptive
tax on companies which it said would be
viewed as an attempt to introduce a wealth
tax and a minimum tax on companies.

Although the tax was being levied at a
low rate, past experience showed that the
temptation to increase rates was very hard
to resist, Sacob said.

Cosatu concurred with the commission,
Sacob and Inland Revenue office that tax
collection and administration needed ur-
gent attention.
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By ANTHONY JOHNSON
Political Correspondent

PLANS by the taxman to net an
extra R5 billion a year through
more efficient collection meth-
ods are facing formidable obsta-
cles. The Katz Commission on
Taxation estimates that R10bn to
R15bn in tax revenue is not col-
lected each year because of poor
administration.

But experts believe there is a
danger the collection system
could collapse rather than show
a marked improvement.

The Department of Finance’s
director of legal drafting, Mr Ian
Meikeljohn, told the parliamen-
tary standing committee the
pressure on Inland Revenue staff
had become so intense the sys-
tem of tax collection was
approaching breakdown point.

The staff shortage and lack of
resources had reached crisis pro-

Collection of
tax_‘may
break down’

portions and the country was

close to where tax compliance
broke down.

The department was unable to
hire qualified staff and often did
not have essential equipment
like computers. The situation
was likely to deteriorate signifi-
cantly because of the early
retirement offer to civil servants.

“The department is being car-
ried by a small core of old-timers
at the precise level the offer of
early retirement is aimed at.”

Mr Meikeljohn said the heavy
tax burden was eroding tax
morality and the department did
no have sufficient inspectors to
enforce compliance.

It would take a long time to
remedy the inefficient struecture
and shortage of skilled staff.

Professor Michael Katz, the
commission chairperson, told the
parliamentary committee the
single largest problem was the
lack of skilled staff.

In contrast with standard
international practice, South
Africa spent less on tax collec-
tion and thus allowed increasing
tax avoidance and distortion to
occur.

Earlier, the National Party’s
spokesperson on Finance, Dr
Theo Alant, said he believed it
would take at least five years to
improve the system of tax collec-
tion to where extra revenue
reached the R5bn mark.
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Tax may make areas available’

Land reform vital

to peace — mini

B BY MICHAEL SPARKS

Land reform was not a fanciful

whim, but was absolutely essen-

tial if the country wes to enjoy
peace and stability, Land Affairs
_ Minister Derek Hannekom told a

conference on land rights in Mid-
rand yesterday.

It would not be easy and
would require & “monumental
national effort” to succeed, but
the success of land reform was
“an absolute necessity if we are
truly going to enjoy peace, stabil-
ity, reconciliation and develop-
ment”, he said.

“Landless people are impa-
tiently waiting for a workable
model; investors need stability
and opportunity; developers are

eager to get going; and homeless
people are getting increasingly
desperate,” Hannekom said.

In order for land reform to
succeed it was necessary to get
greater private sector involve-
ment while also looking at incen-
tives to increese the amount of
land available to new entrants to
the market, he said.

Restitution

Hannekom described the res-
titution of land to people who
had been forcibly removed as
just one part of land reform.

Another aspect was redistri-
bution, which involved providing
land for people to live on and
also to farm on, with various
communities having different

(20)
needs. S{’M’ 7

He added that the Govern-
ment’s role was to facilitate and
support changes which people in
the community had called for.

Hannekom said that 2 special
sub-commission of the Katz
Commission into the taxation
system would this year explore
the idea of a tax on agricultural
land that had been mooted last
year.

This aimed at reducing specu-
lation in land, encouraging more
efficient land use, leading to
more land coming on to the mar-
ket.

Hannekom emphasised that
the legislation would provide
protection to both the landless
and the landowners.




Agricultural land
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tive. For this reason a commission was set up to investi-
gate rural financial services
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By Glenn McKenzie

NEW TAXES on fresh milk, vegetables
and fruit could be used to pay foraR1,5
billion nutrition programme, a Ministry
of Health committee has recommended.

Inareportpublished late last year, the
Nutrition Committee to the Minister of
Health proposed removing the current
value-added tax (VAT) exemption on
food items not “targeted at poor house-
holds”.

Under the Nutrition Committee plan,
fresh milk, vegetables, fruit, tinned pil-
chards, and vegetable oil would all be
subject to the 14 percent VAT.

Basic food items like bread, maize
meal, rice, beans, and milk power would
remain tax-free.

The new taxes would be used to fund
the current primary school feeding
scheme, in addition to other nutrition
projects.

Yesterday, Nutrition Committee
chairperson Professor Pauline Kuzwayo
said the new taxes would not affect very
poor and unemployed people who can-
not afford these foods anyway,

“We had to decide whether VAT pri-
orities should be to help poor people or
promote nutrition. We decided to help
poor people,” said Kuzwayo.
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Lower-paid workers
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DURBAN. - Employers should warn married staff |
members with children that their tax will go up from :
March when the new single PAYE tax table takes ef-
fect and child rebates are scrapped.

Deloitte and Touche Durban tax partner Mr
Nithia Nallia advised employers to fake action now to
avoid labour disruption when the increase comes
into effect in March.

Parliamentary Finance Standing Committee
chairwoman Ms Gill Mareus described as “very crit-
ical” the substantial increases in tax for lower-paid
workers.

Opponents are likely to insist that the interim
table in place from March to the end of May be over-
hauled to avoid burdening those at the lower end of
the income scale.

Special Correspondent
I



Katz Commission to look
at feasibility

B BY ESTHER WAUGH
POLITICAL CORRESPONDENT

Cape Town — The Katz
Commission’s investiga-
tion into tax reform is to
be expanded to include
the feasibility of a land

tax,

Land Affairs Minister
Derek Hanekom yester-
day told a symposium on
surveying at the Univer-
sity of Cape Town that
he and Finance Minister
Chris Liebenberg had
agreed that a subcom-
mission of the Katz Com-

« mission should investi-
Lgate land taxes “later
b -

In addition to\egal and
institutional land reform
measures, accompanying
poliey instruments would
be explored, he said.

Hanekom said a policy
instrument such as a
land tax would discour-
age speculation in agri-
cultural land, resulting in
more land coming on to
the market and encou-

ing more efficient use
of land.

Turning to pilot land
reform programmes, he
said pilot districts in each
province would be an-
nounced within weeks,

land ta
this year”, n@ 32%hese iﬁ%ﬂ‘lﬂg

were aimed at creating
mechanisms for State-
assisted entry into the
land market for the most
disadvantaged sectors of
rurel eommunities, par-
ticularly women.

The pilot land reform
programme would in-
clude a planning grant to
allow beneficiary groups
to appoint planners to as-
sist them with the de-
velopment of an infra-
structure,

Another aspect of the
programme would be a
land acquisition grant,
he said.




;e,—v;(;ula Ha(fe beenreduced

wtrad
registration of the requisite

ital reduction and consolidate
hare capital on the basis of
ry ten ordinary shares held
4 thereafter increase its

dd-lot scheme to holders of
the consolidation to either:

gs; or

‘for cash at the equnvalent of
the consolidation; or

for cash at the equivalent of
¢ consolidation, to round up
'e nearest 100 shares; and

trad will be reconstituted to
f.

2e published in due course.

inting work associated with
ertaken at a time which
ding period, its year end wilt
ers’ year end will aiso be

Il of the JSE and the SRP,
ove and incorporating the
fer and notices of general
gers, will be posted to
‘his announcement, or by
d to by the SRP.

ring brokers

i i dRBATM SBL

ual MEMDErs Wil UISCIOSE WiEW Uy IUYUIvELc .

Agricultural land
X being cons1éde3

TiM COHEN and EDWARD WE:!

'E TOWN ~ The Land Ministry bad considered
implementing a land tax on agricuitural land of between
1% and 2% of its value, 2 Ministry source said.

The proposal formed part of discussions between the
Land and Finance Ministries announced yesterday by
Land Affairs Muuster Derek Hanekom.

Hanekom d at an international
on engineering surveying that a special subcommission
of the Katz commission would investigate the tax.

The Ministry had not adopted a view on whether the
tax should be calculated on the basxs f the Z:l

e3 were

value or some other measure,

No land tax is levied in SA although smul
imposed in Europe, in most of North America and many
countries in South America.

It is thought the tax ought to be deductible from
income tax and should be levied by local authorities and
used to develop local farming facilities.

Hanekom said in spite of criticism from some quar-
ters, he was “fairly convinced” the tax could be useful.

By increasing the supply of land the tax could exert
downward pressure on land prices, the tax would dis-
courage land speculation, encourage productivity, enable
farmers to pay for services such as roads and encourage
the leasing of vacant farming properties, he said.

Hanekom said the institutional framework for land
finaneing in rural areas was hopelessly inadequate to
assist the poor and landless.

While various financial institutions eperated in rural
areas, including the Land Bank, the Agricultural Credit
Board, the DBSA and others, lending criteria was restric-
tive. For this reason a commission was set up to investi-
gate rural financial services provision.

He said a number of areas in regard to land tenyre
reform were identified at a recent workshop, and legisia-
tion was being drafted to enable communities to hold
land in communal ownership. The establishment of a
national inquiry on tenure reform was being investigat-
ed, he said.

Commissioners had been appointed to the Commission
on Restitution of Land Rights, with the commission due
to start functioning on March 1995. A campaign would be
launched next week to inform claimants on procedures
for making claims, Hanekom said.
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By PETER DENNEHY

A SPECIAL sub-group of the
Katz Commission on tax “should
include an investigation into
land taxes in its work later this
year”, Land Affairs Minister Mr
Derek Hanekom said yesterday.

Addressing nearly 200 dele-
gates at an international sympo-
sium on engineering surveying at
UCT yesterday, he said he had
had discussions with the minis-
ter of finance, who had agreed
with him about the need for the
inquiry.

The farming community shiv-
ered every time he mentioned
land tax, but he remained con-
vinced it could become a useful
source of local government fi-
nance. It would also tend to en-
courage more efficient use of
land, and could even exert down-
ward pressure on land prices.

The SA Agricultural Union
has told Mr Hanekom’s depart-
ment that a tax on the country’s
agricultural land — which was
valued at R36,5 billion in 1993 —

Cost will
ruin us —
farmers

had the potential to bring finan-
cial ruin to a large part of the
farming sector.

The actual yield on capital on
farms amounted, on average, to
about five percent, the SAAU
said. A land tax at a rate of two
percent would wipe out 40% of
this yield, it said.

But Mr Hanekom said he saw
no reason why farmers should
not pay rates, which would con-
tribute towards the upkeep of
roads which they used. “At the
moment, if land is zoned agricul-
tural, no rates are payable.”

Elsewhere in his speech, Mr
Hanekom said the recently-ap-

pointed Commission on the
Restitution of Land Rights would
start to function from March 1.

This is the group that will
help people who want to claim
back land taken away from them
under apartheid legislation.

“A campaign will be launched
next week to inform prospective
claimants on the procedures and
requirements for the lodging of
claims,” he said. Claims will
have to be lodged within three
years, or else they fall away.

Eventually the claims will be
adjudicated on by the Land
Claims Court. It will deal with
claims to both state and private
land. “Restitution is but a small
part of our land reform pro-
gramme,” Mr Hanekom said.

“It barely touches on the eriti-
cal issues of landlessness, rural
poverty and underdevelopment.”

Another part of his depart-
ment’s programme deals with re-
distribution of land, boeth
through state-assisted schemes
and through the ordinary market
mechanism.




By Mzimkulu Malunga

THE most effective relief for the poor is to
extend VAT exemptions to all basic neces-
sities, says the Congress of South African
Trade Unions.

In its submission to the Select Commit-
tee on Finance on the Katz Tax Commis-
sion’s report, Cosatu argues that the pro-
posed social security system for the poor
does not solve the problem.

“The commission argues against an ex-
tension of VAT zero-rating. The loss in
revenue to the state proves far greater than
the gain to the poor,” says Cosatu.

The federation says it doubts whether

‘Take VAT off basic

S b
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e safety net proposed by tz Com-
mission will reach the poorest of the poor.
For instance, says Cosatu, only a few pov-
erty relief programmes reach the poor.
“African households receive, on average
R12 a month in government grants, com-
pared to over R50 a month for coloureds
and Asian households, whose average
earnings are two to four times higher,”
argues the federation.

Cosatu also notes with concern the Katz
Commission’s proposal to remove the en-
titlement of people to tax rebates on the
basis of number of children.

“For a father earning under R1500 a
month with five children, under the Katz
proposals, SITE willincrease by up toR70
a month,” says the union.




Strong resistance to
land tax prop
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CAPE TOWN — The DP yesterday slated the proposed
land tax, saying it could spell the death-] of commer-
cial agriculture, D QI

The tax, suggested as a 1% or 2% annual tax on land
value, was mooted on Tuesday by Land Minister Derek
Hanekom who said the issue would be investigated by the
Katz commission. He said by increasing the supply of
land, the tax could exert downward pressure on land
prices and would encourage productivity and the leasing
of vacant land.

DP agriculture spokesman Errol Moorcroft said to
claim farmers do not pay rates is to demonstrate ignor-
ance as they had always paid rates for such services as
they received. The abuse of a land tax to “drive down
land prices” was akin to imposing a turnover tax to
collapse the stock exchange.

GAVIN STAFFORD reports SA agricultural union
deputy director Kobus Kleynhans said the proposed tax
would place additional strain on farmers already facing
rising costs, which were forcing farmers to make opti-
mal use of their land.

He questioned whether the tax would be applicable to
all agricultural land, warning of the possible effects on
the small emerging farmer.

Reacting to the Minister'’s comments that the tax
would encourage the leasing of unused land, Transvaal
Agricultural Union president Dries Bruwer said land was
unused because it was impossible to farm.

He said the tax would not reduce land prices and high
production agricultural land would remain expensive.

Our Port Elizabeth correspondent reports that East
Cape Agricultural Union president Pieter Erasmus
warned farmers would resist“This would be flagrant
discrimination against landowners.” He questioned the
need to put more land on the market when there was
between 500 000-600 000ha of state-owned land.




DP: Land tax
‘death-knell’
@oliﬁcal Stal

THE land tax being pro-
moted by Land Affairs
Minister Mr Derek;
Hanekom could spell
the death-knell of com-
mercial agriculture in
South Africa, the Demo-
cratlc Party [ ester»

“The abuse of and
tax to ‘drive down land
prices’ is akin to impos-
ing a turnover tax to col-
lapse the stock exchange,”
it said in a statement is-
sued by its spokesman on
agriculture, Senator E
K Moorcroft.

“Given the highly
volatile nature of our
agricultural industry, a
land tax would wun-
doubtedly force many
farmers off the land ”

.




Report ready on
tax prop(éﬁzlg)

CLIVE SAWYER

Political cHrrE;po%e“]lZ/ ‘75
PARLIAMENT'S comimittee on
finance has closed the doors on
its debate on controversial pro-
posals by the Katz Commission
on income tax.

Committee chairwoman Gill
Marcus said the committee’s
report on the proposals would
be ready in the second half of
next week.

The Katz Commission, in an
interim report handed to the
minister of finance in Novem-
ber, recommended that the
government refuse to widen
categories of goods zero-rated
for value-added tax.

A storm ensued when it tran-
spired that personal tax re-
forms recommended by the
commission would hit low-in-
come single-breadwinner fam-
ilies the hardest.

The commission has also run
into flak for recommending
“capping” of pension contribu-
tions.
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JOHANNESBURG. — A land tax
would help finance rural local gov-
ernment, Land Affairs Minister Mr
Derek Hanekom told delegates to a
summit meeting here yesterday on
rural local government.

“Land tax could be one of the most
important sources of local govern-
ment revenue,” he said, adding it was
widely used around the world.

Earlier in the day, Deputy Consti-
tutional Affairs Minister Mr Valli
Moosa said sxe financial viability of

rural local government bodies was
crucial to their efficiency.

Mr Hanekom said rural local gov-
ernment bodies were important for
the government’s land reform plans.

The government would set up a
policy framework which could re-
spond to different local needs for
land reform, but it also required
local “input”.

Land reform decisions, planning
and implementation would take
place at ﬂlﬁ local level, he said.




Tax ‘could force
farmers off ’

LOUISE COOK Q
A LAND tax on agricultoral land to
investigatedhy the Katz Commission could
force unproductive farmers off the land,
Land Affairs Minister Derek Hanekom said.

Addressing a Rural Local Government
conference in Kempton Park yesterday,
Hanekom said the land tax of 1% to 2% on
all agricultural land could encourage ineffi-
cient farmers, who failed to use their farms
to full capacity, to leave, making more lapd

ilable for more ic use.

“Farmers who doubled their production
would pay, relatively speaking, less tax
than these who underproduced,” he said.

The introduction of a land tax was an
important source of income for local gov-
ernment, an aid for government to carry
out its land reform programme and a way
to facilitate social development.

He dismissed the argument that the tax
be introduced only on land not fully utilised,
saying it would defeat the purpose of such a
tax. The National African Farmers’ Union,
representing black farmers, had said a land
tax should apply only to underutilised land.
The SA Agricultural Union, which opposed
the introduction of a land tax, said earlier it
would harm small-scale black farmers,

Finance Minister Chris Lichenberg re-
cently aglreed a snbcon;l;ﬂs:lon of mlfi Kar;
commission woald pro fi of
introducing a land tax. éﬁ f8 zziqg

Sapa reports CP leader Ferdi en-
berg said the proposed land tax was a
“transparent” attempt by government to
force farmers off their property with a
view to redistribution,

“Thousands of farmers could lose their
land as a result, to be replaced by non-

commercial farmers,” he said.
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THE Katz Commission has
replied to critics om. the re-

By TERRY BETTY

port on a new tax disp
tion, saying a few conten-
tious points are being used
to discredit a document con-
sisting of more than 200 rec-
ommendations.

Michael Katz, chairman

administration and collec-
tion. However, some of
these reforms will cost R3-

Katz stands by his plan

relatively low Vat rate and
no tax on income not of an
SA source.

He says even though the
retirement industry plays a
valuable role in providing
“we looked at it as

billion, sor had to be
found elsewhere.
“We dismissed early on

of the commi says:
“We were not going to Mars
for the first time and de-
signing from scratch the
ideal tax system — we had
to work with the existing
system’s imperfections.”
He says the commission
hieved its i diate ob-

ani in the VAT rate,
which is not a choice until
the reconstruction and de-
velopment programme
staris delivering.

“We then looked to broad-
en the personal tax base,
such as through pension

jectives of removing dis-
crimination on the grounds
of sex or marital status, al-
leviating the tax burden on
lower and middle income
categories arising through
bracket creep, addressing
future bracket creep, assist-
ing small business, main-
taining an internationally
competitive corporate tax
rate and enhancing tax

g and altering the car
all and here
such as through a presump-
tive tax.”

Professor Katz says even
though the personal income
tax rate is slightly higher
than in many overseas
countries, it is applied to a
lenient base where there is
no capital gains tax, divi-
dends tax, a mild estate

an industry that could be
expected to make a further
contribution”.

Capping of pension con-
tributions is expecied to
yield R200-million for the
fiscus on the personal in-
come side and more on the
corporate income side.

Pierre du Toit, a member
of the commission and a
partner at accounting firm
Arthur Andersen, says the
pensions could be taxed
through the contributions to
a fund, the build-up of the
fund or withdrawals from it.

He says it was decided
not to tax the latter two as
that would be complex and
involve meddling with vest-
ed rights. It would also not

duty and donations a ield  immediate
320
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for the fiscus whereas cap-
ping would yield immediate
revenue. {

He says this will not
cause people to rely on the
state for a pension.“These|
are not the sort of earners;
who will end up dependent|
on the state.”

1t will not discourage sav-!
ing as “only people earning
above R120000 a-year are:
affected, and these people
are discretionary savers”.

He says tax incentives
nejther increase mor de-
crease savings levels, but
rather influence their direc-
tion.

Professor Katz says
many tax issues have still to|
be considered by his com-
mission, such as tax abuse,
on the withdrawal of pen-
sion benefits at retirement.
“Our terms of reference
were to deal with issues for
the 1995 Budget. We are go-
ing to continue with the rest
of our evaluation.”

2
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for tax proposals

B BY CLAIRE GEBHARDT

Shelve the Katz Commission’s
proposals on pension funding,
urges Old Mutual Employee
Benefits assistant GM Chris
Neweli.

He says pensioners, those
still at work and ultimaiely the
state will pay the price of the
proposals if they are accepted,

Newell, who is vice-president
of the Institute of Retirement
‘Funds, says that although the
recommendations are intended
to limit retirement provision
tax relief for the wealthy, they
will discriminate against ordi-
nary South Africans.

“And ultimately the state
will have to pick up the tab for
those who have not adequately
provided for their retirement.”

Aceusing the commission of
political expediency, Newell
says there will inevitably be a
move, in the commission’s
words, to “fiscally privileged”
defined contribution provident
funds as a result of the cap on
pension fund contributions.

Where funds de not convert,
employers will be forced to fi-
nance pension fund deficits
with after-tax money.

This is likely to result in
scaled-down benefits as em-
ployers try for some tax relief.

Newell says a rise in salary :
will impact on individual provi- 1
sion because 1t is likely to go-
on consumptior expenditure. -

Capping pemion fund con--
tributions wil! also limit the
scope for benefit improvements :
and pensioners will also get:
the short end of the stick. ,

“Hf the pension fund is main-;
tained, there will be no incen-
tive for employers to grant cost |
of living inereases to pension-
ers being paid from the fund.

“If the fund converts to a de-,
fined contribution provident:
scheme, pensioners will have.
to buy a pension from an as-:
surer and the employer will*
have washed its hands of its!
pensioners.

“There would therefore be‘
no possibility of future employ-,
er money 'bemg made available |
for pensioners.’

Newell also criticises the‘
commission for perpetuating!
the discrimination between pri- -
vate sector employees and civil;
servants.

“While shackling private:
sector retirement provision,,
nothing has been done to cap’
civil servants’ contributions —
their lump sum benefits are,
completely tax-free, as op-:
posed o bemg capped in the.
private sector.”




- workers hostage. It was not a ra- ]

cial issue.

- Schoeman farm strike 7

- of Farmworkers were on strike at
:* Schoeman Boerdery, Delmas, yes-

MEMBERS of the National Union

terday, a day after farm owner
and former NP Cabmet minister

rganiser
dise said the workers began the
strike after a colleague was un-
{airly dismissed last wozd

; burg Regional Court yesterday,
! where he faced charges on 45
i counts of fraud involving the cash-
; ing of falsified cheques.

‘Boare’ fail to appear

ALLEGED Boere Mafia leader °
Jobnny Weichselbaumer, 34,
failed to appear in the Johannes-

His alleged deputy, Jan Daniel
Pretorius of Sasolburg, also failed &
to appear in court. Warrants were
issued for the arrest of both men.

Police said it was feared Weich-
selbaumer had fled the country.
He had also failed to appear in a
Cape Town court in January.

His Kensington home was
empty yesterday. ;

Business Day Faporters, Seps. |

a larger percentage of whites than
previous surveys expected an im-
provement in the economy.
Forty-eight percent of respondents
expected an improvement in their
financial position over the next 12
months, while 18% expected a dete-
rioration, the survey showed.

eargers TUJUDVERE warwaa
downwards. Their confidence re-
mains, however, at a high level.”
Sixty-six percent of respondents
expected the economy to improve
over the next 12 months, compared
with only 32% expecting a deteriora-
tion, the survey showed.

Nafcoc left out of new forum

A ROW has broken out between the
National Federated Chamber of
..«mmerce (Nafcoc) and Pr . §A
(BSA) over Nafcoc’s ese™ irom
the business component of the
National Economic, Development
and Labour Council (Nedlac).

The list of representatives submit-
ted by BSA last week to Nedlac —
wluch will be launched officially on
Saturday to replace the National
Economic Forum and the National
Manpower Commissio) d no
names from Nafcoc.

BSA president Dave Brink said
yesterday Nafcoc bad been excluded
because the organisation withdrew
its BSA membership last year.

However, the two organisations
were discussing Nafcoc's rejoining,
he said.

Nafcoc president Joe Hlongwane
said the parties met on Friday to
work on bringing the organisation

[ THEO RAWANA |

“on board” the BSA's fNeclac teams
The meeting ended with Brink saying
Nafcoc would be given a 50% vote.

“Today’s meeting was to diseuss
what it means,” Hlongwane said. In-
stead Brink said it could not be done
as it would considerably increase the
number of officials.

“We don't want to be left out of
Nedlac, but we don’t want to be bun-
dled with people who still want to
maintain the status quo. BSA’s condi-
tions are unfavourable,” he said.

“People who struggled all the way

t out of

Cr T EA L

would meet today and take its com-
plaint to President Nelson Mandela.

Brink said: “We have put our teams
together. Right now we are not in-
cluding non-members.”

Concerr(}h}ovelr K

CAPE TOWN — The

atz’s capplng proposal

crimination which already existed
bet) rivate

sion’s proposal of a cap on employ
and employee contributlons would
eventually result in a loss in expected

_tax revenues to the fiscus, Old Mutu-

tal employee benefits GM Chris New-
ell said yesterday.

He said the R200m tax-take im-
provement expected through the cap
was likely to have the reverse affect
over the medium to long term.

The cap would result in a move
towards “fiscally privileged” defined
contribution provident funds, which
would result in a loss in expected tax
revenues, he said.

If the funds did not convert em-
ployers would have to finance pen-

sion fund deficits with after-tax mon-
ey, which was likely to result in
scaled-down benefits as employers
attempted to capture some tax relief.
“Why should they utilise after-tax
money when they can simply reduce
benefits and pay employees more?”

Newell said this would significant-
1y affect individual provision because
any increase in salary was likely to
go towards consumption expenditure.
Capping pension fund contributions
would also limit the scope for any
future benefit improvements.

The commission had perpetuated,
even worsened, the extent of dis-

P!
and public servants. ("2, 20

Public servant lump sum benefits
were entirely tax free, as opposed to
being capped in the private sector.

“If the proposals are legislated as
they stand, they will result in mas-
sive upheaval as funds scurry to
avoid the additional tax burden.”

Newell said a new body should be
constituted — to include retirement
industry experts — and be mandated
to develop holistic propesals with the
long-term interests of retirement
fund members, pensioners and state
in mind.
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Fiscal policy

st
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be tigiitened up*

SA NEEDED much stricter fiscal and
monetary tﬁolicy to nurture sustain-
able growth, Finance Minister Chris
Liebenberg said yesterday.

“f we want sustainable economic
growth we need stricter fiscal and mone-
tary discipline.” Attitudes regarding SA’s
competive situation also had to change, he
told the Frankel Pollak Vinderine invest-
ment conference.

Although government was likely to
conit “within spitting distance” of reach-
ing its targets in the Budget, “we still have
a long way to go”.

SA’s lack of competitiveness and its low
savings rate were the main obstacles to
sustainable economic growth. The easiest
way to improve SA’s savings rate was to
stop government dissaving, which had
dragged SA's savings as a percentage of
GDE down to 17,5% last year. Households
hadraccounted for 6,2% of the savings rate
and the corporate sector 15,6%, while gov-
ernment had dissaved 44%.

'ax incentives were not a particularly.

good way of cutting consumption and en-
couraging saving. “They don't increase the

| MUNGO 80GGOT |
pool of savings.”
The Mexican financial crisis had taught

the dangers of having a low domestic sav-
ings rate and relying on foreign capital.
He said inflation was the main factor
stifling saving 20 SA needed stricter mone-
tary policy to mop up local liquidity.
SA’s poor competitiveness hinged not
only on having too high a minimum wage
and too low productivity, but also on
“wider issues such as ... uncompetitive
bureaucracy, education, tax and attitude”.
The National Economic Development
and Labour Council's (Nedlac’s) plan to
develop an export strategy for SA was one
of the ways to start fixing these structural
problems. . :
He said the lowering of protective trade
tariffs would improve SA’s competitive-
ness. Surveys of SA’ competitiveness,
which invariably put SA close to the bot-
tom of the list, showed that the one com-
petitive sector was the financial services
sector. “Why? Because it has no import
tariffs or export promotion.”
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|




. — BUSINESS

WEEKLY MAIL & GUARDIAN
February 1710 23 1995

What the Katz Hﬂumﬁ actually did say_ -

Lot 1723

here I recorded,  certatn lower income Is . it consid-
growth.” The commission also seeks with the emphatic concusrence of ered that the tax deduction on contri-
each one of the other commissioners  butions to pension funds and certain
present. that under no circum- provident funds should be subjected
stances would the commission sup-  to a maximum.

port an increased burden on thepoor  Not only would this provide addi-

on its interim recommendations.
Against this background. one

would expect that the social dimen-

ston of such a report would be in tune

Katz commission member on the path of high and

Pierre du Toit argues that
critics haven't read the report

o support the RDP's social objectives
as regards poverty and fnequality.

In its recommendation on personal
tax the commission proposed a uni-
tary rate that would remove gender
discrimination and smooth the dis-
proportionate burden on the tax-

OUTH AFRICA is finding
that tax reform within a

ment programmme, would be respon-

sive to the need for soctal justice, and to subsidise the wealthy or even the

Those who reported, like a large
Cape daily. that the “poor face(d) a
tax blow", neither read the report
properiy, nor listened to the evidence

ferent from the old days.

Regardless of the Katz
Commission’s specific terms, sub-
missions came from a much wider
representation of society and were
much more fundamental than those
received by probably any tax com-
mission before it. The people were
simply claiming the tax reform

with constructive emnpathy.
Yet. if one read certain sections of

the financtal press in the past weeks,
one would think that the Katz Com-
mission went out of its way to burden
the poor to tite bentefit of the wealthy.
‘What then is the real social dimen-
sion of this interim report by the

R80 000 a year. The RDP White
Paper highlighted the need for both.

t the time of printing the
report, however, the new rate
structure still contained one
anomaly — in the category of single-

br
between R10 000 and R20
new dispensation would actually

In another example, the proposal to
scrap the child rebate (a credit agamst
tax of R100 or R150 per chiid) is
reported as another attack on the
poor. despite the clear mottvation in
the report that these rebates “gave

In the breadth of its own consulta-

tion and the openness of its delibera- dations that tax reform should

tional funds to a fisc under pressure,
but it would correct a sacially unde-
sirable position where savings — in
some cases well beyond any retire-
ment needs — are effectively sub-
sidised by the poor in the form of this
Ioss of revenue.

Unfortunately there were some
people who launched a vigorous
defence of vested pension rights and
the accrued savings of pensioners —
neither of which is remotely under
attack now, nor will come under

some R500-million of relief wheré it attack by this commisston. The
was needed least — to families result was the same as shouting “fire”
wealthy enough to pay income tax™.» in an old-age home and did little to
Would it not be far better to spend thaf. enhance the debate of soctally

result in some increased tax burden.
The commission pointed this out,
the cost of removing it
{some R500-million), and suggested

tions, the cominisston took this
democratic process further. In its evi-

enhance growth in the economy. In
that fundamental it is directly

y
‘Standing Committee on Finance it
subjected its interim proposals to

tive. The gavernment's Whif

respansible tax reform.

strenuous debate in public, and with ment to addressing poverty and funds elsewhere in the budget.

If there were any doubts as to the ~ When the commission looked at

Together with the Standing Commit- can only be possible if the South

ive sources of funding for items under VAT. Removing VAT on
removed in the hearing before the gender equalisation and relief at the. various goods and services will in

tee, it then recejved further evidence African economy can be firmly placed

rmance

This ourstandingly successful Fund
is made up of eight share classes
which between them  cover
investment markers around the
world. The Managers will select
from the eight share classes which -

Invest in

T'sB's two Managed Portfolios
have shown excellent consistent
growth over the last four yearsand 8
are a very simple way for you to
spread your risk and cover world

Top Perfo

Your choice of Managed Growth &
or Balanced Portfolio depends on
your personal needs. They are the
most convenient way for you to

best suits your needs and will
then monitor your investment and

#  swirch it between share classes
y seeking as much return as possible

Investment Fund Limited, a

+184.62%* #+141.79%*

most cases result in more benefit to
the wealthy than to the poor.

ow does one GBFE to some-
one dying of hunger that you

if alternafive poverty relief does not
effectively reach the very poor. But
it is reasonable to give this democra-
tc government, far more in touch
with the streets and the shanties, the
chance to show that they can do
better with direct relief than Rina
Venter {n the days of Barend du
Plessts. The commission warned in
its report that if alternattve relief is
not effective, it would revisit the issue
of zero ratings.

The commission’s commitment to
social justice, compatible with the
ultimate RDP objective of lifting peo-

Other examples of this are found in
the proposals to extend tax deduc-
tions for NGOs. to assist small busi-
ness, or to enhance foreign invest-
ment towards growth and job cre-
ation.

In its continuing deliberations the
commission will continue its quest to
enharce social justice. This includes,
in the ultimate sense, an economy
that adds economic iiberation to the
miracle of political liberation.
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TAX

Shielding government

As the Budget approaches, taxes on capital
are in the news again. Katz Commission
chairman Michael Katz was recently quoted
as saying that a capital gains tax could be
imposed to bring equity into the system and
create certainty.

Katz suggests investors are being in-
hibited by not knowing whether this tax
will be imposed. If im- :
plemented, the tax will
apply to assets ac-
quired after a certain
date.

Meanwhile, the tax
advisory committee, al-
so chaired by Katz, is
investigating a capital
transfer tax to replace
the existing estate duty
and donations tax.

This idea, recom- & [
mended in the Margo ,q“ : l
Report, still makes i
sense as a rationali- "l
sation, as the two taxes y
are complementary.

The donations tax
sections were included
in the Income Tax Act
to help prevent estate
duty avoidance, so it
makes sense to have
one tax on capital tranfers — subject to the
caveat that a capital transfer tax is not at so
high a rate as to become a disincentive.

The qualification also applies to any
move — for capital transfer tax purposes —
10 tax assets in a trust at lengthy intervals as
if they had been realised. A period of 15
years would be more severe, for example,
than the frequently proposed 25 years
because the assets will be taxed more
often.

There is no economic logic for imposing
a capital gains tax now.

Firstly, as Katz himself has reportedly
conceded, a capital gains tax will impede
the accumulation of wealth by black en-
trepreneurs. Secondly, SA’s reputation un-
der its new government as a place where it
is safe to place capital is yet to be
established. This is no time to introduce a
new tax on capital.

Thirdly, there is the crucial question of
inflation adjustment. If the cost of assets is
not to be escalated to reflect inflation, a
capital gains tax would simply be con-
fiscatory. Tax consultant Willem Cronje
says one must choose between an inflation-
adjusted tax at a high rate and a non-
adjusted tax at a low rate. He prefers the
latter, for administrative reasons. An in-
flation-adjusted version, however, is prob-

I
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ably preferable because we might end up
with hyperinflation.

Lastly, the existing administrative ma-
chine for tax collection is in a state of
decay. The need to improve this was one of
the main points of the interim Katz Report.
It makes no sense to burden the collapsing
machine with a new and complex tax.

At least capital gains
tax is levied on a ma-
terialised sum — the
consequence of the re-
alisation of an asset.
This saving grace is ab-
sent from the proposed
tax on agricultural land,
which would be im-
posed on unrealised val-
ues. The difficulty of
establishing values in
current circumstances
boggles the imagina-
tion. Yet this, too, is to
be studied by the Katz
Commission.

Cronje says to impose
both a capital transfer
tax and a capital gains
tax is to impose too
heavy an aggregate bur-
den on a developing
country. “If a tax is
imposed on the transfer of assets at all, a
composite capital gains tax, like the Cana-
dian system which taxes both realisations
and transfers, would be preferable,” he
suggests. “The current UK system should
be avoided at all costs. It first exacts a
capital gains tax and then, in the case of
succession or donation, imposes a transfer
tax.”

Decisions to impose taxes primarily to
appease radical sentiment in the ANC,
should be made by government, which
should bear the political responsibility and
economic consequences. It seems wiser for
the ANC to keep to free market economic
policies and accept the inevitable reper-
cussion of loss of support on the left.

For a technical tax commission to remove
this political burden from government is to
do the country and particularly the econ-
omy a major disservice by stifling the
debate at the outset. n

been no disadvantage last year when nearly
R21bn was added to policyholders’ worth,

MD Desmond Smith defines value added
as the sum of net investment income,
realised and unrealised changes in the value
of assets, less administration expenditure,
sales remuneration and taxation.

Of the R20,8bn added value, R1,1bn was
used to strengthen Sanlam’s accumulated
surplus by 52% to R3,2bn.

Chairman Marinus Daling declared this
new policy at the mutual assurer's AGM
this week, showing how the operational
style of Sanlam has changed. Privacy once
surrounded many of its actions and results
were suitably applauded at a well-orches-
trated annual meeting.

“Corporate governance,” says Daling, “ is
enjoying increasing attention. After in-
depth discussions with international ex-
perts, the directors accepted a set of guide-
lines for their functioning in August 1994

The patriarchal board which controlled
every major management decision has been
revitalised with younger directors (average
age now is 58) and the appointment of Peter
Swartz, the first nonwhite.

Senior management is given greater free-
dom but is fully accountable for the results,
which the board will scrutinise from the
viewpoint of policyholders. [ ]

SANLAM %@/ﬁ(g‘

Managing managers

Sanlam manegers’ remuneration will in-
creasingly be tied to the value they add to
policyholders’ funds — which would have

)
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Practical men

Beneath the veneer of political correctness
lies pragmatism on the part of provincial
governments in awarding accounts to com-
mercial banks. Practical considerations
such as costs and a local infrastructure seem
to be the reasons for North-West’s joint
award of its estimated R7,5bn account to
Absa and First National Bank. Gauteng
awarded its R10bn account to Standard
Bank mostly on pricing.

While Finance MEC Martin Kuscus says
Nedbank came out well ahead in its com-
mitment to the RDP and affirmative action,
lack of infrastructure in the region counted
against it. In Absa’s favour was the strong
physical presence of its Volkskas branch
network developed through historical ties
with the Afrikaans farming community.

Absa has been awarded the revenue side
of the account and will deal with the
coliection of the R1,2bn out of the R7,5bn
revenue — principally casino levies and
related income.

The deciding factor in First National’s
favour was its pricing, a function of com-
petitive advantage in electronic processing
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Tax shock
in pros
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for retirees

HIGH-income earners
could pay as much as
50% more tax when
taking retirement if
certain Katz commis-
sion recommendations
are implemented in the
Budget.

An example from
Deloitte & Touche in the
table below uses the case of
an executive taking early
retirement four months into
the tax year.

After receiving R100 600
in salary, R150 000 in con-
sulting fees for the balance
of the year, and a R1-million
pension payout, he will pay

Proposed changes to the rules governing retire-

ment annuities could translate

into sharp tax

increases for people who retire early, writes TERRY

BETTY.

R158 691 more in tax under
the proposed rules.

Under the present dis-
pensation he will pay
R297 877, whereas the rec-
ommendations could raise
this to R456 568.

The difference is because
executives will no longer
use retirement annuities to
the same extent to reduce

KATZ'S IMPACT

o Actual example of married executive, no children,

PROPOSED

TAXATION TAXATION
Retirement annuity
fund deduction R(172 500) R(27 500)

xable income
Tax payable

R1 000

077500 |, R1223¢
R456 568

Effective rate .

27,64% 37,33%

“raphir- FIONA KRISCH

Soirear DFLOITTE & TOUCHE

taxable income in the year
they retire.

They used to be able to
pay up to 15%, with no rand
limit, of non-retirement-
funding income tax free into
a retirement annuity, but
this could be changed to
22,5% with a limit of
R27 000 under the Katz pro-
posals.

Limiting the tax-free de-
duction increases the tax-
able income of a top earner
in the year of retirement,
and so increases the aver-
age tax rate levied on lump
sums from a pension fund.

When people retire they
can take up to a third of
their pension as a cash lump
sum. The remainder is paid
as an annuity for the rest of
the person’s life.

The tax rate charged on
the lump sum withdrawn
from the pension fund is the
average rate of tax applied
to all other income, exclud-
ing the lump sum.

As people can reduce or
defer all other income so
that in the year of retire-
ment they are earning close
to zero, they are able to re-
duce the rate of tax from

2 l9g

around 40% to 17%.

For a person receiving a
pension payout in the mil-
lions, it translates into a lot
of money.

Ken Walton of Deloitte &
Touche says salary manipu-
lation takes place in several
ways. Firstly, the maxi-
mum allocation is made to
the retirement annuity.

The executive then re-
tires as early as possible in
the tax year, say March 1, so
he has reduced other tax-
able income 1o a minimum
in the year of assessrent.

Mr Walton says the re-
tiree is due to receive a
monthly pension from the
pension fund, which will bol-
ster taxable income, and he
gets the pension fund to pay
it annually in arrears in the

following tax year (if the
pension rules allow for this).

Executives also frequent-
ly get deferred compensa-
tion. Basically, the company
pays the employee less sala-
ry and puts that cash into an
insurance product that ma-
tures and pays out money to
the executive in the year
after retirement. But this is
also under attack by the Re-
ceiver.

Many executives have re-
tired in anticipation of the
loophole being closed. In
many cases they have con-
tinued working for the com-
pany at the same pay as
before, but as consultants.

David Clegg of Ernst &
Young says people are also
taking early retirement
from their employment and
pension funds as they are

says many tax-saving loopholes

concerned about further
changes to the retirement
lump sum rules. The pros-
pect of tax-capping future
contributions makes mem-
bership unexciting.

What about people who
have not already retired,
and may have only the end
of this month left to do so
under the current rules?

Mr Clegg looks at an ex-
ample of a top executive
earning R750 000 a year in
cash and taxable benefits.
He is being paid R1-million
by the pension fund, and will
receive a R16 000 monthly
pension after retirement,
asssuming that the Receiv-
er will disallow the defer-
ment of a pension.

Should he retire at the
end of this month, he will

pay R667 188 tax. If he re-
tires in March he will pay
R431 060.

This shows that people
should not panic into retir-
ing before the end of the tax
year just so that they can
get the benefit of the full
retirement annuity deduc-
tion.

Mr Clegg says people re-
tiring from a provident fund
face the same problem of a
higher tax bill on their with-
drawals.

The difference is the
member has the option to
withdraw the entire actuar-
ial value from the fund (as
opposed to the pension fund
allowing only a one-third
withdrawal), which makes
him far more vulnerable to
the tax rate changes.




Hatz's tax

| will de Cd gﬂ
car p@rk

Wil FIVE -paragraphs tucked
{i| away in the 286-page Katz
1§l Commission report could
1] cost executives driving
§| luxury cars an extra R900 a
#] month in tax, wi
#| ROBERTSON. 20
41 Recommended- chariges
to car tax caleulations could
add R600-million to Inland
Revenue coffers.

Asgessing the implica-
tions of the recommenda-
tions, Joe Lynch, tax consul-
tant to FSA-Contact’s
remuneration division, says
if the proposals are adopted
they could prompt a shift
away from car allowances
to the company car scheme.

But the commission has
even this loophole covered.

The report says “it is
recominended that Inland
Revenue monitor the situa-
tion closely and make such
adjustments . .. relating to
company car schemes,
should there be.any evi-
dence of such a switch start-
ing to take place”.

The commission recom-
mends that business mile-
age be based on actual dis-
tance travelled, less
18 000km for private use
compared with 12 000km at
present and that the upper
limit of 20000km be re-
tained.

The recommendations
also suggest that deemed
expenditure be capped at a
car price of R150000.

Expenditure is calculated
on a gazetted table.

Using the FSA findings,
Mr Lynch calculates that a
car costing R200000 and
travelling 32 000km a year
could cost the taxpayer an
additional R10842 a year.
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CLIVE SAWYER

Political Correspondent

A REPRIEVE could be in
store for low-income single-
breadwinner families facing
stiff tax hikes.

The parliamentary joint
committee on finance is poised
to call for a review of some of
the interim proposals by the
Katz Commission on taxation,

Also to be targeted for re-
view will be proposals to put a
ceiling on tax exemptions on
contributions to pension
schemes.

Items which found favour
among the multiparty commit-
tee, which has been meeting
behind closed doors for the
past week to review the Katz
report, included a plan to make
the Commissioner of Inland
Revenue's office an autono-
mous body along the lines of
that of the auditor-general.

Katz Commission interim
plans to restructure tax tables
were initially welcomed as
likely to ease the tax burden on
middle-income earners,

But a storm erupted during

finance committee hearings

when it emerged that the poor-
est of the poor would be hard
hit.

Part of the shock would be
caused by the removal of child
rebates.

Organised business groups
were among the lobby who pro-
tested against the move to put
a ceiling on pension benefits.

Apart from discouraging
personal savings, this would
have the further effect of ham-
pering capital investment by

&)

Tax review: Poor

pension funds, which would

have a domino effect in ham- |

pering economic growth,

The Katz Commission was
appointed by former Finance
Minister Derek Keys last year
to conduct an overall review of
the taxation system, including
value-added tax.

The commission recom-
mended that there be no widen-
ing of the categories of goods
zero-rated for VAT,

This ran counter to demands
by several organisations for
the VAT system to be eased to
aid the poor.




BY PATRICK BULGER
POLITICAL CORRESPONDENT

Cape Town — Parliament’s
joint standing committee on fi-
nance has rejected controver-
sial proposals by the Katz
commission on taxation to
lighten the tax load on middle-
income earners by collecting
more revenue from low and
high-income earners.

Both the Katz report and the
standing committee’s report
based on public hearings of in-
terested parties will be tabled
in Parliament this week.

‘More work’

Committee insiders said the
finance committee felt that a
proposal to cap the tax relief
granted to pension schemes
needed “more work” and could
not immediately be supported.
Similarly, the committee felt it

was “not a viable proposition”
to levy higher personal taxes
on lower-income earners earn-
ing between R10000 and
R20 000 a year.

But it endorsed adoption of
a single unified tax strueture
that would remove previous
distinctions between married
persons, married women and
single persons. Inland Revenue
officials are already levying
taxes as if a single structure
had already been introduced.

The Katz report has calcu-
lated that equal taxation
would leave the fiscus short of
an estimated R3 billion a year
-— revenue that would have to
be made up from other sources
that were limited, in the short
term, to personal and company
taxation and VAT. Increases in
these rates were not a widely
favoured option.

The proposal to cap pension
benefits would be of limited as-
sistance in the 1995/96 finan-

¥

cial year. The committee re-
port does not recommend how
to fill the R3 billion tax hole.

However, it sirongly recom-
mends beefing up the collec-
tion of taxes. There have been
estimates that some R10 billion
a year is lost through tax avoi-
dance and evasion,

Separated

The committee wants the
Department of Inland Revenue
to be separaied from the civil
service. South Africa needs a
more sophisticated and profes-
sional tax collection system
that operated quasi-indepen-
dently of the State, the com-
mitte says.

Aspects of the Katz report
are expected to find their way
into the 1995/96 Budget due to
be tabled in Parliament by Fi-
nance Minister Chris Lieben-
berg on Mareh 15.
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Finance committee rejects plan

CAPE TOWN — The parliamentary
finance committee is to refer all the
Katz commission’s recommendations
on personal tax back to the commis-
sion for further investigation, placing
a question mark over the ability of
government to implement gender tax
equality immediately.

The commission proposed a number of
controversial measures to compensate for
the annual R25bn cost of introducing
equality. These included the capping of the
tax deductibility of contributions to retires
ment funds. Sources in the parliamentary
finance committee said yesterday the
committee would submit a unanimous re-
port which firmly states that the commis-
sion’s proposal in this respect should be
considered in more detail.

The committee also found unacceptable
the unified tax tables proposed by the com-
mission in terms of which income earners
in top tax brackets and these in the R10 000
to R20 000 a year bracket would pay more.

The rejection of these two proposals will
place Finance Minister Chris Liebenberg
in an awkward position if he intends equa-
lising tax for men and women as consid-
ered necessary in terms of the constitution.
The equalisation of tax obligations for men

and women would require Liebenberg to

raise R2,5bn if the “married with no child-
ren” vate is imposed for the full financial
year."

The ‘committee’s report, due to be re-
leased today, strongly endorses the com-
mission’sjrecommendation for a more in-
dependent Inland Revenue service and
improved tax collection.

In a controversial move, the committee

[ TIM COHEN ]

has endorsed the proposed presumptive
tax on companies — a minimum tax levied
on on gross assets. The proposal was op-
posed by Sacob and other business groups
and was the one aspect of the finance
committe report opposed by the NP.

The report will also refer back recom-
mendations on motor car allowances.

The report strongly supports the com-
mission’s recommendations on improved
tax collection, which the commission sug-
gested could result in an additional income
of about R5bn. The committee also broadly
accepted the commission’s recommenda-
tion that no changes should be made to the
VAT rate or the current basket of goods
that are zero-rated.

Government’s intention to equalise in-
come immediately was signalled by the
decision by the Inland Revenue office to
impose the “married no children” rate at
of the beginning of next{ month.

Politicians said despite the problems it
was probable that gender equality would
be introduced in next month’s Budget in
any event because the political pressure to
do s0 was high, even though a phased intro-
duction may be legally acceptable.

The commission’s “capping” proposal,
which would limit the tax benefit to pen-

. sion funds, drew vociferous protest from

the Life Offices’ Association. At public
hearings to the finance committee earlier
this month, the association argued that the
implications of the measure were not fully
investigated by the commission. The asso-
ciation was supported by Sacob and the
Chamber of Mines.” :




Tax system ‘will m)t collapse’

CLIVE SAWYER

Political Correspondent

TAX administration is stretched but will
not be allowed to collapse, says Minister
of Finance Chris Liebenberg,

Inland Revenue officials earlier told
the parliamentary committee on finance
an exodus of top officials threatened to
collapse the already overstretched
department.

The cause of the exodus is a govern-
ment offer to public servants to take ear-
ly retirement if they are over 50 or have
more than 30 years’ service.

. Mr Liebenberg told a press briefing to-
day he did not know which officials had
opted for early retirement.

The government would not allow the
system to collapse.

Proposals by the Katz Commission on
Taxation to improve tax administration

o X

I C
wou. d be lmplemented 32'07

Proposals, according to an interim
report tabled in parliament, include steps
to improve tax morality.

Other proposals include requiring peo-
ple to quote tax registration numbers in
various dealings with the state, a move
aimed at getting more taxpayers on the
books.

Streamlined procedures and other
means of improving efficiency were
recommended.

Mr Liebenberg said the government
was unlikely to “throw the whole Katz
Commission out of the window”.

He was responding to criticism by the
parliamentary finance committee of
some of the commission’s proposals.

The committee referred back proposals

(To page 3, col 1)
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‘Tax administ

(From page 1) ;4 KL

which would have sent taxes on
low-income single-breadwinner
families soaring.

Proposals to cap contribu-
tions to pension benefits were
also criticised by the
committee.

Mr Liebenberg said the gov-
ernment had taken note of crit-
icism in the Press of some of
the Katz Commission

RO 83

But considering the expertise
of the commissioners ‘and the
effort they had put into the
report, the government was
unlikely to reject the whole
report.

Mr Liebenberg also disclosed
the government had not yet
decided whether to implement
single tax tables in one go, or
whether to phase them in.

't collapse’

He indicated the government
would obey a constitutional
ban on discrimination on gen-
der and marital grounds, which
would require the abolition of
separate tax tables.

The government had yet to
take legal opinion on whether
the constitution would allow
phasing in the change to a uni-
fied table.




Mutual &
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committee
decision

OLD MUTUAL welcomed

the decision by the par-

liamentary finance com-
mittee to refer the Katz
Commission’s recom-
mendation on the cap-
ping of pension funds
back to the commission.
Assistant GM in charge
of employee benefits
Chris Newell said he
agreed with the commit-
tee that the proposed cap-
ping was an ad hoc mea-
sure ‘“that does not
address the real issues.
“This is important be-
cause of the possible im-
pact on long-term savings
and the need for people to

| said.

finance thems?%ejlé’? Eg




“Tax system faces looming crisis’

Business Staff
SOUTH AFRICA’s tax collection
and administration system faced
a “looming crisis” and needed
immediate improvement, accord-
ing to the report of the Joint
Standing Committee on Finance
tabled in Parliament yesterday.
The report, based on a series of
public hearings on the interim
report of the Katz Commission of
Inquiry into Taxation, refers
most of the findings back to the
commission for further work.
However, the parliamentary
committee agreed with the Katz
recommendations regarding
company taxes saying it would
' not be in the interests of econo-
mic growth to increase company
taxes and ways should be exam-
ined to broaden this tax base.
It suggested that an imputation
tax could remove foreign inves-
tor problems with the secondary

tax on companies and said the
issue of group taxation should be
examined more closely.

It said an imputation tax would
draw a link between the corpo-
rate tax levied on its distribution
of profits and a tax credit for
dividend income of companies.

The committee agreed in prin-
ciple with the suggestion that
non-resident shareholders tax
should be abolished for foreign
investors who had a minimum
25% control of a company. It
pointed out, however, that exist-
ing obligations under double-tax
agreements would be affected by
such a decision.

The committee said that pro-
posals to introduce thin capitali-
sation rules for foreign com-
panies should be further
evaluated given the current ex-
emption from tax on interest for
non-residents.

Meanwhile the parliamentary
finance commitiee said it sup-
ported the proposed presumptive
tax on the gross assets of com-

panies reco: ded by the Katz
Commisssion.{f =22
It said it supported thiS means

of raising revenue despite strong
objections. This was the only
issue on which the committee
was not able to reach a unani-
mous opinion.

The initial Katz Commission
recommendations suggested a
presumptive tax on gross assets
at a rate of R1 500 per annum for
every R10m in assets held.

The finance committee said it
sympathised with the objections
raised about the presumptive
tax, which has been described as
a form of business licence.

But it was aware that the costs
of tax reform, especially the re-
moval of discriminations against

women, had to be financed from
other sources.

“The committee is therefore of
the opinion that the presumptive
tax is not an onerous one, nor is it
necessarily open to more abuse
than any other form of taxation,”
it said. &7 22§ 0\4% QWE

It did, however, sliggest that a
threshold of between R50 000 and
Rim be set to cater for trusts,
closed corporations and small to
medium enterprises.

The banking sector had argued
that because they were “asset in-
tensive”, they would carry a dis-
proportionate share of the tax. It
would also be a form of double
taxation as they paid a financial
services levy.

The committee said it did not
feel competent to comment on
the position of banks and re-
ferred it back to the commission
for further review.

Reforms on
personal
tax rejected

By BARRY STREEK
PROPOSED tax reforms
to remove sexual dis-
crimination — at a cost
of R2,5bn — are on the
line after Parliament’s
Joint Standing Commit-
tee on Finance rejected
the Katz Commission’s
proposals on personal
tax rates and brackets.

The committee said in
its report that proposals
on personal tax should
not be adopted.

However, the commit-
tee’s response presents
a major problem for the
government because it is
quite clear that tax dis-
crimination against
women, particularly
married women, contra-.
venes the Charter of
Fundamental Rights in
the constitution. \
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EBY PATRICK BULGER
POLITICAL CORRESPONDENT

Cape Town — South Africa’s
tax collection and administration
system faced a “looming crisis”
and needed immediate improve-
ment, according to the report of
the joint standing committee on
finance tabled in Parliament yes-
terday.

The report, based on a series
of public hearings on the interim
report of the Katz Commission of
Inquiry into taxation, refers
most of the findings back to the
commission for further work.

However, the report accepts
the need to equalise taxation be-
tween married women, married
persons and single persons, a
move the Katz Commission esti-
mates could cost the fiscus up to
R3 billion.

REPORT accepts the
need to equalise
taxation between
married women,
married persons and
single persons

The committee rejected pro-
posals to make up the short-
fall by collecting more taxes
from people earning less than
R20 000 a year and by penalis-
ing higher-income earners by
capping the amount of pension
fund contributions which are tax
deductible.

But the committee was ada-
mant that the tax collection sys-
tem needed to be improved.

Committee chairman Gill

Marcus said in the report that

the committee ‘‘cannot urge
strongly enough that the Depart-
ment of Finance respond imme-
diately to the situation with a
crisis management plan”.
Marcus said the Katz recom-
mendations “identify most of the
more necessary reforms and
begin to suggest the sort of
direction these should move in.
“In principle, the committee

would be possible.

“Tax reform in isolation from
expenditure considerations can
only have limited long-term ef-
fects. The committee is of the
opinion that equal attention
should be given to the expendi-
ture side of the Budget.”

The Department of Inland
Revenue should be made organi-
sationally autonomous and ac-
countable to Parliament through

supports the 3?_.5 es
highlighted by th ission
and appreciates Eﬁ the ecom-
mission required more time if a
more comprehensive and assert-
ive programme was to have been
part of their report.

“In almost every case where
ﬁmnou.n:m were mentioned, the
ded fur-
ther work as being necessary
before any implementation

o n T

the mi of fi
Among the ooEHEnmm s rec-
ommendations is a tax amnesty
in respect of the period before
February 1994, and not the three
%m&.m before an amnesty date as
ded by the cc is-

m_ou.

The commiitee noted that
there was overall support for the
elimination of gender disparity
in taxes.




Budget likely to o hit tc top earn(ers

CAPE TOWN — The Budget was like-
1y to herald lower personal tax for
low and average income earners, and

an increased marginal rate for the.

upper income bracket, Sanlam Said
in its latest economic survey.

Sanlam chief economist Johan
Louw said Finance Minister Chris
Liebenberg would probably look to
higher income earners to make up for
any decreases in revenue by increas-
ing their marginal tax rates.

1t was unlikely that the Katz Com-
mission’s proposals would be imple-
mented in full, as the proposals would

[ EDWARD WEST

result in a loss of about R3bn in gov-
ernment revenue. Only limited tax
relief was expected, though, as mod-
erate revenue increases in 1995-96
would prevent a reduction in the total
tax burden.

Louw hoped the marketable secu-
rities tax would be abolished. Privati-
sation was also likely to be consid-
ered as a source of income,

The capital account of the balance
of payments was expected to show
further improvement.

C(izvl'glg]lst

Pproposals to
result in a revenue increase of about
13,8%, with the net result a deficit
before borrowing of R27hn, or 5,4% of
GDP, compared with an estimated
6,2% for the 1994/95 financial year.

The: marked increase in demand
for credit, expected- growth in the
deficit of the current account of the
balance of payments — because of
higher imports — and thé rising trend
in international short-termy interest
rates were expected to contribute to
a bank rate increase of at least two
percentage points in 1995.

T



KATZ commission chairman Michael Katz
said yesterday he applauded the parlia-
mentary standing committee on finance
and government for the process they used
in evaluating the report on tax reform.

“We will certainly give very careful con-
sideration to the issues raised by the
finance committee as well as comment
and criticism received since the publica-
tion of the interim report. Our duty isto act
in the national interest and we will certain-
1y do our best to do so,” he said.

Tax experts welcomed the committee’s
decision to send the Katz commission’s
personal tax recommendations back to the
drawing board. The move called into ques-
tion the commission’s future, whose pro-
posals were expected to provide the basis
for tax recommengations in the 1995/96
Budget, they said.( " R2.0

Independent consul Willem
Cronje said the commission’s attempt to
close the gender tax gap overnight, which
would lead to about R3bn seeping out of the
tax pet, would compound the misery of
' low-income earners. Phasing in a unified

tax structure over three years would be a

far better route.

Ernst and Young senior partner David
Clegg said the threat of a higher tax bill for
the R10000 to R20000 a year income
bracket could easily be addressed by the
implementation of a tax rebate. He was
surprised the committee had chosen to

| endorse the commission’s proposed pre-
sumptive tax on companies, a2 minimum

| SAMANTHA SHARPE |

tax levied on companies’ gross assets.

The Institute of Retirement Funds,
which opposed the commission’s call for a
cap on pension fund contribution deduc-
tions, said the call for further investigation
was welcome, Vice-president Chris Newell
said the development and implementation
of “appropriate new measures or amend-
ments to the existing arrangements is now
of paramount importance”.

Life Offices’ Association chairman Jurie
Wessels said the association looked for-
ward to taking part in discussions that
would affect the pension fund industry.

Sanlam and Old Mutual welcomed the
announcement that proposals relating to
personal taxation would be referred back
to the commission.

Reuter reports that Old Mutual Assist-
ant general manager in charge of employ-
ee benefits Chriss Newell said he agreed
with the committee that the proposed cap-
ping was an ad hoc measure “that does not
address the real issues”.

The Afrikaanse Handelsinstituut said
support by the finance committee for a
presumptive tax on a company’s gross as-
sets was “unacceptable”, especially if
there was no corporate tax relief. Howev-
er, AHI welcomed the decision to refer the
recommendation on cappirig retirement
henefits back to the Katz'‘commission, as
well as its support for greater autonomy
for Inland Revenue.

[ T
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TIN COWERN 20
CAPE TOWN — Problems caused by the
secondary tax on companies (STC), includ-
ing criticism from foreign investors, would
be addressed in the Budget, Finance Minis- .
ter Chris Liebenberg said yesterday. ‘

The Finance Depanment was looking «

“yery critically” at the rate and structure..
of STC, a tax on distributed dividends.

The fact that STC was not recognised in
terms of some double tax arrangements
had resulted in taxation levels by some
foreign companies being rather high.

This had actually encouraged com-
panies to fund lecal corporations through
loans rather than through equity, he said.

The Katz commission had alluded to the
problems involved, ut would(:: ite

on wie-

the issue further. |

Liebenberg would not be dr.
ther he was considering changing the rate
or scrapping STC altogether, saying that it
would be addressed this year.

Liebenberg said there was concern that
the overall corporate tax rate was too high -
and that there was a lack of understanding i
about how the system worked

ting on the parli tary

fmance committee’s recommendation that
much of the Katz commission’s proposals
on personal tax needed more work, he said
it was highly unlikely that the commis-
sion’s proposals would be “thrown out the
window”. He indicated he was not bound by
the committee’s recommendations.

Asked about the deficit between govern-
ment’s revenue and expenditure, Lieben-
berg suggested a new analysis of the
underlying situation was likely in the Bud-~
get. International comparisons were likely
to show that SA’s underlying deficit was in
fact significantly lower than the current
budgeted rate of 6,6%.

Government’s. target was an average
economic growth rate of 3% growth over |
the next five years, Tax incentives to make
forsign investment more attractive were
“not on the table at the moment”,

[ P S _—
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Tax reform:

ecision
20) CT22)2 )95
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R and marita]
fax discrimination could
be phased out over a
number of years, or
abolished in ‘one step,
Finance Minister Mr
Chris Liebenberg said
yesterday.

However he had not
yet decided which ap-
proach he would follgw
in his March 15 Budget,
he told a Pparliamentary
briefing, .

On Monday the Jjoint
standing committee op fi-
nance recommended that
the Katz Commission’s
Proposal to scrap this dis.
crimination shoyld be de-
ferred.

The committee found
that such a move would
have an adverse effect
on low-income taxpay-
ers. — Sapa
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ealth tax shock as trusts

By MAGGIE ROWLEY
Property Editor
THE flurry of South Africans, who opted to “hide”
assets in inter vivos trusts and other vehicles in an
attempt to avoid expected wealth taxes, could be
facing a tax shock.

The pr ive tax on ies, close corpora-
tions and inter vivos trusts recommended by the Katz
Commission of Enquiry could increase annual costs
of home ownership, excluding bond repayments, via
one of these vehicles by more than 50%.

So warns Bernard Sacks, tax consultant at Baker
Musikanth, the Cape Town member of the Moores
Rowland international accounting group.

The Katz C ission has re ded that this

tax initially be set at R1 500 a year for every R10m of
gross assets.

“The effect could be to increase annual costs of
ownership by more than 50%. For example, if rates
and taxes on an average surburban three bedroomed
house amount to R2 500 a year, the tax at R1 500 a year
would represent an effective increase of 60% in own-
ership costs,” he said.

He points out that many private residences are held
through the medium of a company, close corporation
or inter vivos trust.

In fact, in the past 18 months, there has been a
flurry of people resorting to trusts to hide assets for
fear of the imposition of wealth taxes such as in-
creased estate duty and capital gains tax.

nay ¢

The proposed tax, says Sacks, app: to target
dormant entities as the recommendations are that the
tax be deductible for income tax purposes thus being
akin to a business licence.

“Many residential properties, however, are held
through dermant entities and as such no tax relief
will thus be possible for these entities.”

He said that the commission’s current recommen-
dation that the tax be imposed on the gross assets of
the entity concerned, implied that a company, close
corporation or inter vivos trust, whose sole asset was
wwwﬁq bonded property, would stiil be liable for this

“This type of tax is considered to be insidious and

T 222 |aS

penal and has the potentia

for significant abuse by

the fiscus. While the principle of the tax is not
supported, were the tax to be imposed, then serious
consideration needs to be given to introducing the tax
in a series of steps, for example on assets of RIm to
R5m, one would pay tax of R1 500, on assets of R5m to
R10m, one will pay R3 000 and so on.

“It is noted that the parliamentary finance commit-
tee has to some extent recognised the necessity of a
threshold. Its suggestion of a threshold between-
R50 000 and R1m may not go far enough. A further
alternative could be to base the tax on net assets
rather than on gross assets and also have it intro-
duced in a series of steps,” says Sacks.




'Praise for decision
on Katz tax reforms

SUGGESTIONS by the Joint Standing Committee on
Finance regarding the Katz Commission’s proposals
on retirement fund taxation were yesterday wel-
comed by consultants and actuaries Ginsberg Malan
& Carsons director Stanley Ginsburg ingthe com-
pany’s latest Client Communiqud] 2 g

Ginsburg Malan & Carsons suppdrted the sugges-
lion that a special task force be appointed to consult
broadly and adopt a more holistic approach to re-
tirement fund matters. ¢ | 23 7j a5

The JSC recently proposed that the Minister of
Finance, Chris Liebenberg; immediately refer the
matter back to the Katz Commission, which should
set up a special team to look into the specific
proposals for the retirement fund industry.

The JSC suggested that a workable solution
should be guided by prineiples including neutrality
of application, deductibility of contributions as an
incentive to encourage retirement saving, consis-
tency among all types of retirement funds and effec-
tive and consistent taxation of lump sum benefits.

T
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BUSINES® Flimination of marital

By #Mzimkuiu Malunga

NO substantial tax reductions can be
expected in the forthcoming Budget,
says Sanlam chief economist Johan
Louw.

Although middle- and low-iacome
eamers could see their tax burden mar-
ginally reduced, on the whole there will
be nothing to write home about.

Tax increase

Louw also expects Finance Minister
Chris Liebenberg to announce small tax
increases for the higher-income group.

Due to a nominal rise in revenue, it
will be difficult for the Government to
reduce taxes substantially.

However, he says the revenue levels
are higher than expected.

Thisunexpectedrise inrevenue could

major tax relief
he new Budget

reduce the difference between the
money the government has and the
amount it plans to spend -— commonly
known as the fiscal deficit.

He praises the Government for main-
taining a fairly strong discipline on
spending.

Growth footing

A factor which will come handy for
Liebenberg is that the 1995-26 Budget
comes at a time when the economy is
firmly on a growth footing, says Louw.

He predicis an economic growth of
three percent this ycar.

Louw is among those ecconomists
who forecast another interest raie hike
this year in addition to the one perceni-
age point increase announced by Re-
serve Bank governor Dr Chris Stals this
week.

di
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rimination in taxation accepted in principle

HAIRMAN QF THE KATZ TAX
Commission Professor
Michael Katz bas accused
the media of creating the
wrong impression concern-
ing the parliamentary finance commit-
tee’s decision to turn down some of the
commission’s recommendations.

The committee referred the recom-
mendations dealing with personal tax
back to the commission for further in-
vestigation. Katz says although his com-
mission’s proposals on persunal tax
have been referred back, in principle the

the proposals have been accepted :

comimittee agrees with a recommenda-
tion that all forms of discrimination
based on marital status or gender should
be eliminated. All the parliamentary
committee requires are details of how
the Government will replace ths cource
of revenue once the old system has been
phased out, says Katz.

Initially, the commission proposed
the taxation of pension contributions of

both employers and employees as anew
source of revenue.

This proposal sparked wrath among
captains of the insurance industry who
were supported by the likes of the South
African Chamber of Business.

Katz says the media has over-locked
the fact that most of the commission’s~
recommendations have been accepte
by the parliamentary comimittee.

TN
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Jitters gver new tax levy

Buginess Staff

JOHANNESBURG. — If tax discrimination

inst women js abolished what new burden lies
in store for taxpayers in the March 15 Budget —
will it be Son of Transitional Levy or higher per-
sonal income tax rates?

Tax experts are divided on just how Finance
Minister Chris Liebenberg could bridge the
R2,5 billion loss to the Fiscus.

This follows the referral back to the Katz
Committee this week by the standing committee
on finance of some of the proposals to fund a sin-
gle unified tax table.

The problem is the time gap between improv-
ing tax collection and administration — mooted
to raise at least R5 billion — and the introduction
by the Finance Department of a non-discrimina-
tory tax table from March 1.

Among the issues that Katz has been asked to
revisit are the capping of retirement contribu-
tions, the personal tax rates and brackets which
would impose a higher tax burden on people
earning between R10 000 and R20 000 a year and
a clamp down on travel allowances.

It appears that no deadline has been set for the
new recommendations,

Sentrachem group tax consultant Ernie Lai
King said government might be tempted to reim-
pose a transition levy as a stop gap tax.

However this would play havoe with govern-
ment’s credibility, given that former Finance
Minister Derek Keys had promised the transi-
tional levy would be a once-off tax, never to be
introduced again.

An alternative could be a phasing in of the uni-
fication table over 24 monthseven though this
might appear to be “unconstitutional”.

A “politically disastrous” option would be to
tinker around with the VAT rate.

Fisher Hoffman Stride’s Anthony Chait said
revenue collections were running ahead of esti-
mates by about R2 billion and this would go some
way to funding the shortfall as would a proposed
cutback on state expenditure.

A one-point hike in the VAT rate to 15 percent
would raise about R2 billion but would be politi-
cally explosive.

“If socio-economic reforms call for additional
revenue we could see some hikes in personal
taxes.”

This could be justified by linking the measure
to alleviating the plight of the poor and building
more houses, he said,

Kessel Feinstein’s tax partner Ernest Ma-
zansky said an urgent restructuring of the tax de-
partment might yield some immediate improve-
ments along with state expenditure cutbacks -
particularly as regards public servant numbers.

Further hikes in the top marginal income tax
rates would yield very little, given that the pro-
posed increase from 43 percent to 45 pei'cent',
would bring in less than R160 million.

“What we really need is a leap of faith that re-
duced taxes will stimulate economic growth and
bring in higher tax collections further down the
line.”

T
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@ BY CLAIRE GEBHARDT

If tax diserimination against
women is abolished what new
burden lies in store for taxpay-
ers in the March 15 Budget —
will it be Son of Transitional
Levy or higher personal income
tax rates?

Tax experts are divided on
just how Finance Minister Chris
Liebenberg could bridge the
R2,5 billion loss to the Fiscus.

This follows the referral back
to the Katz Commission this
week by the standing committee
on finance of some of the propos-
als to fund a single unified tax
table.

The problem is the time gap
between improving tax collection
and administration — mooted to
rajse at least RO billion — and
the introduction by the Finance
Department of a non-discrimina-
tory tax table from March 1.

Among the issues that Katz
has been asked to revisit are the
capping of retirement contribu-
tions, the personal tax rates and
brackets which would impose a
higher tax burden on people
earning between R10 000 and
R20 000 a year and a clampdown
on car allowances.

It appears that no deadline
has been set for the new recom-
mendations,

Sentrachem group tax consul-
tant Ernje Lai King said Govern-
ment might be tempted to re-
impose a transition levy as a
stop-gap tax.

An alternative could be a
phasing in of the unification
table over 24 months, even
though this might appear to be
“unconstitutional”,

A “politically disastrous” op-
tion would be to tinker around
with the VAT rate.

Fisher Hoffman Stride's Anth-
ony Chait said revenue collec-

tions were running ahead of esti-
mates by about R2billion and
this would go some way to fund-
ing the shortfall as would a pro-
posed cutback on State expendi
ture.

A 1percentage point hike in
the VAT rate to 15 pereent
would raise about R2 billion but
would be politically explosive.

“If socio-economic reforms call
for additional revenue we could
see some hikes in personal
taxes.”

This could be justified by link-
ing the measure to alleviating
the plight of the poor and build-
ing more houses, he added.

Kessel Feinstein's tax partner
Ernest Mazansky said an urgent
restructuring of the tax depart-
ment might yield some immedi-
ate improvements along with
State expenditure cutbacks —
particularly as regards civil ser-
vani numbers.

Further hikes in the top mar-

S 2
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ginal income tax rates would
vield very little, given that the
proposed increase from 43 per-
cent to 45 percent would bring in
less than R100 million.

“What we really need is a leap
of faith that reduced taxes will
stimulate economic growth and
bring in higher tax collections
further down the line.”

Lai King said the Budget pro-
cess was probably about 95 per-
cent complete and further rec-
ommendations from Katz were
unlikely to be incorporated.

He added that the Katz Com-
mission report was an admirable
achievement given a brief which
only allowed the commission to
look at one side of a two-sided
problem — the revenue and not
the expenditure side.

“Of more importance than try-
ing to raise revenue would be a
reform of Government econsump-
tion expenditure, inefficiency
and unproductive spending.”




Employers expec
outcry over 123:%’2

ERICA JANKOWITZ

E}MPDOYERS predict an outcry over re-
vised tax tables — to be implemented on
March 1 — as child rebates will fall away
under the new system and many workers
will be paying more tax.
One salary administrator said employ-
© ee representatives had indicated their dis-
satisfaction with revised tax rates.

"~ A married man with dependents, earn-

ing a salary of R1 000 a month, would have

to fork out about R40 extra a month to the

Rechxi':er of Revenue, slui said.

was causing among:wage

earners, . /) 2.17%17 £
- Workers'believed commission
recommendations, on which the end of
gender discrimination in tax calculations
was based, had been referred back to the
| commission for revision. Because of this
they believed tax tables would not changa;

However, the Receiver said this was'ibt
the case. It would be issuing revised tax
tables in time for the March 1 implemen-
tation dates.

Salary: administrators had already re-
ceived their new tax programmes for
loading by that date.

Workers bad noted the government
notice of February 10 announcing the in-
troduction of revised tax rates, but were
confused about messages from'the Parlia-
mentary finance committee, which was
not happy with all the Katz commission’s
recommendations,

“We believe there will be unrest and
appeal to unions to put out a message to
workers that this is not an employer plot,
but a government requirement,” one con-
cerned employer said.
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From JON BEVERLEY

DURBAN. — The taxman’s assault on the pension
industry is not over, even though the Standing Com-
mittee wants the Katz proposals on a deductions cap
reviewed.

Chris Newell, Old Mutual assistant general man-
ager, said at a Durban meeting of the Institute of
Life and Pension Advisers yesterday that the next
line of attack could be to change the definition of
the lump sums received on retirement from pension
and retirement annuity;funds and not to count them
as retirement funding income — which would dis-
qualify them as part of retirement tax planning.

At present, retired people can contribute up to 15
percent of their retirement lump sums to a retire-
ment annuity fund am ce the tax on the whole
sum. o T

The Katz proposals, besides limiting the amount
that can be contributed to retirement funding dur-
ing a working life, would also limit the amount that
can be claimed in this way. . .

Newell said the Katz proposals meant 1 S
would not be able to get tax benefits from contribut-
ing to pension fund deficits or increases of pen-
sions. .

They would opt for provident funds which had the
undesirable feature of paying out all contributions

-~. and growth and no pension.

Newell said the issue should be approached by
agreeing on certain principles: .. pemmess

One was that people needed to be-énehgrdged to
save for retirement and the best way was by giving
tax breaks. e, A [

Two was to level the playing fields Petween pri-
vate and-public service pension funds and their tax.

Three was to decide on the tax of an income
stream (the pension) and the lump sums on-retire-
ment. o

Four was tax neutrality in general. M™% *

Five was a need to accelerate the flow of tax to the
Treasury. At present the government only.got tax at
the end of the saving period when lump sums were
paid and pensions began.

It might be better to collect tax over the entire
period, either through taxing the savings compo-

nent or the contributions in a different way. §
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HBY JON BEVERLEY

THE taxman’s assault on
the pension industry is
not over, even though the
Standing Committee
~ants the Katz proposals

‘on 8 deductions cap re-

Chrls Newell, Old Mu,
tual assistant genemP
manager, said at a Dur-
ban meeting of the sti-
tute of Life and Pension
Advisers yesterday that
the next line of attack
could be to change the
definition of the lump

| received on retire-
ment from pension and
retivbineht annuity funds
and not'to count them as

‘retuemeut funding in-

come ~— which would
qualify them as part of
retirement tax planning.

At present, retired peo-
ple can contribute up to
15 pereent of their retire-
ment lump sums te . re-
tirement annuity fund
and reduce the tax on
the whole sum.

The Katz proposals,
besides limiting the
amount that can be con-
tributed to retirement
funding during a working
life, would also limit the
amount that can be
claimed in this way.

Newell said the Katz

proposals meant employ-
ers would not be able to
get tax benefits from con-

tributing to pensxon iund
deficits or increases of
pensions.

They would opt for
provident funds which
be? the rmgriiatn fea-
v s e ng cat all con-
truununs and growth
and no pensjon.

Newell said the issue
should be approached by
agreeing on certain prin-
ciples:

BOne was that people
needed to be encouraged
to save for retirement

- and the best way was by
breaks.

giving tax
H Two was to level the
playing flelds between

_ private and public service

pension funds and their

oposa
ropos

M Three was to decide on
the tax of an income
stream (the pension) and
the fump sums on retire-
ment.

ity in general.

WFive was a need to ac-
celerate the flow of tax
to the Treasury. At pres-
ent the government only
got tax at the end of the
saving period when lump
sums were paid and pen-
sions began.

It might be better to col-
lect tax over the entire
period, either through
taxing the savings com-
ponent or the contribu-
tions in a different way.

W Four was tax ittt |




From CLAIRE GEBHARDT .
JOHANNESBURG, — A mag-
ginal rate of 45% would have
t0-be. imposed on all income
above:R50 000 a year to make
ap-the R2,5bn revenue loss
from the new single tax table,
according to the Joint Stand-
ing Committee on Finance.

Releasing its report on the Katz
Commission proposals; the Com-

mittee notes that the M0 scale g

(married ‘persons with no ehil-
dren) due to be implemented on
March 1, will still leave faniilies
with large numbers of ehildren
worse off.

- Child rebates will fall away-up:
der the new system which means

that many workers will be paying-

more tax. ;
The.-Committee- says ‘another
R3,5bn would have to-be found to
place all workers in the R22700-
and-below range in a position ro
worse than the current M2 {mar-
tied person with two: children)

i payk more tax,

 Budget fully prepared- by the

“gender discrimira on and’ dis-

current M4 rate” o
The Committee says that nland . %A 1]
Revenue argued that reducing  burden on those |
the Site upperlimit from R50 000 R22700 income. rang
ta R30.000 would create an intol- . _creased, while those in_high
erable administrative burd come brackets experienced sigs
There was no way the depart:. Nificant relief. would be
ment conld cope. with an-addi-- unacceptable” i Ty
i I Where tax veli
ced at higher . inco
< rates should be adjfisted 50
the effect of endin ‘gender dis
t i east tax rie-

ional million registered taxpay-
at.pregent. o :
tead of reducing the Site
imit, they proy 05¢d Tais-
R8O000™ -

upper
ing

b argues that a Budget in
its members were asked 4

higher income brackets paid le

and in which there was n6 addi
tional VAT yero rating would be
highly inappropriate in the first

Government of National Unity.
The Committep coneurs: tha




Dangers @ﬁ Eﬁa&z tax proposals

HBY CLAIRE _GEBHARDT

A marginal rate of
45 percent would have to
be imposed on all income
above R50 000 a year to
make up the R2,5 billion
revenue loss from the
new single tax table, ac-
cording to the Joint
Standing Committee on
Finance.

Releasing its report on
the Katz Commission
proposals, the Committee
notes that the MO scale
(married persons with no
children) due to be imple-
mented on March 1, will
still leave families with
large numbers of chil-
dren worse off.

Child rebates will fall
away under the new sys-
tem which means that
many workers will be
paying more tax.

The commlttee says

another R3,5 billion
would have to be found to
Pace all workers in the
R22 700-and-below range
in a position no worse
than the current M2
(married person with two
children) rate. !
" “An  additional
R1 billion would be re-
quired to place all earn-
ing such incomes no
worse than the current
M4 rate.” )

‘The Committee says
that Inland Revenue ar
gued that reducing the
Site upper limit from
R50 000 to R30 000 would
create an intolerable ad-
ministrative burden.

There was no way the
department could cope
with an additional million
registered taxpayers at
present.

“Instead of reducing
the Site upper limit, they

proposed raising it to:

R80000.”

Cosatu argues that a
Budget in which its mem-
bers were asked to pay
more tex, while those in
higher income brackets
paid less, and in which
there was no additional
VAT zero rating, would
be highly inappropriate
in the first Budget fully
prepared by the Govern-
ment of National Unity.

The Committee con-
curs that gender discrim-
ination and discrimina-
tion on the basis of mari-
tal status should be
ended, but says the bur-
den of adjustment should
not fall on low-income
taxpayers,

“A schedule in which
the tax burden on those

in the R10 000 to R22 700
income range was in-
creased, while those in
‘highei~income brackets
experienced significant
‘relief would be unaccept-
1able.”

. Where tax relief was
experienced at higher in-
«come levels, rates should
be adjusted so that the
effect of ending gender
discrimination was at
least tax neutral at these
levels.

“Consideration could
also be given to increas-
ing the number of cate-
gories to which different
marginal rates apply.”

A range of options
need to be explored to
compensate for any
shortfall in revenue.

“It is not necessary for
all of this to be raised
from personal tax.” M




Cosatu slams PAYE revisions as discriminatory

@BY JUSTICE MALALA
LABOUR REPORTER

Cosatu has called on the Govern-
ment to revoke the new interim
table for PAYE (pay as you
earn) tax which came into effect
on Wednesday, saying it diseri-
minated against low wage
earners.

The union federation said it
would seek an urgent meeting

the issue and would call on busi-
ness to support its call.

The new table — which will
see single and married women
taxed less and married taxpay-
ers with dependent children pay-
ing a slightly higher tax — was
introduced because the Inland
Revenue does not reflect the new
Constitution’s non-diseriminato-
1y clause with regard to gender
and marital status.

Cosatu said while it supported

the need for discrimination to be

removed from taxation of

women, it was self-defeating to

replace it with “what effectively

amounts to diserimination
st low-paid workers.

“With the level of unemploy-
ment so high in the country,
many families with only one
male breadwinner will see &
large drop in their income. The
effect could be disastrous,” it
said,

209 Sy 33195



| Planned tax package
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SAMANTHA SHARPE

THE interim tax relief recently offered to low-in-
come workers until the Budget’s new tax rates came
into effect in June would cost the fiscus an annualised
Rlbn, Intand Revenue said last week.

This would bring to R3,5bn the cost of eliminating
gender digcrimination from the current tax system,
according to the interim tax tables announced by
Inland Revenue earlier this year.

Inland Revenue spokesman Ian Meiklejohn said the

- R3,5bn figure was not, however, the real cost of

. ending gender discrimination in personal tax,

“Our tax rates and rebates for low-income workers

. will only apply for three months, while the R3,5bn

figure is an annualised calculation,”

The loss to revenue brought about by 1995/6 tax -
rates could only be calculated after Finance Minister
Chris Liehenberg had announced the new tables in
this week’s Budget, he said.

Congress of SA Trade Unions spokesman Neil Cole-
man said the union had welcomed the tax relief,
which came after a meeting between labour, business
and government representatives with the National |
Economic, Development and Labour Council. The
unions had raised concerns about Inland Revenue’s
interim tax tables, which had abolished child rebates
without offering an alternative form of tax relief.

Coleman said the intervention by the Finance Min-
ister was a result of the union’s meeting with him
“when we indicated just how seriously we regarded

" the issue of tax relief to low-income workers”,
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LAND TAX QZD) @)

Kroat vs Berek
EYP 4§

Agmuliure Minister Kraai van Niekerk
strongly opposes proposals for an agri-
cultural land tax, as made by Derek
Hanekom. Van Niekerk says it is time to
remove the obfuscation created by state-
ments on land redistribution and the use of
land tax as a means to that end. Van
Niekerk says he is merely stating the case
for agriculture, as Hanekom has stated the
case for his own constituency, Land Affairs.

And he says he sees no reason to clear
his views with Hanekom as Hanekom did
not clear his policy statements regarding a
land tax with him.

“My aim is not to create a division in the
Cabinet. But it is unacceptable that agri-
culture be encouraged to deregulate the
socialist marketing schemes while the sec-
tor is threatened with socialist measures
such as a land tax, which is supposed to
force down the price of land and make more
available for redistribution. Only economic
growth will enable more people to reap the
fruits of the land of milk and honey.”

Van Niekerk says it would be “counter-
productive” to impose further tax on such a
vital economic sector, adding that his crit-
icism of the land tax proposal is based on
good economic grounds.

“It is detrimental to upset this sector,
which has a central role in rural de-
velopment, by means of ill-considered pro-
nouncements. The time has come for re-
alism regarding what is feasible and what is
not. The time for unilateral actions is past.”

Meanwhile, Hanekom should be breath-
ing a sigh of relief that his idée fixe has
been taken out of his hands by Finance
Minister Chris Liebenberg and given to the
Katz Commission to investigate and pro-
duce recommendations. The tax has
prompted anger from the SA Agricultural
Union (SAAU) and minimal support from
the National African Farmers’ Union.
Though Hanekom has always said he is
merely suggesting a land tax, handing it
over to the Katz Commission could save
him from getting more egg on his face.

Commission chairman Michael Katz says
he will soon form a subcommittee to deal
with land tax and invite representations
from interested parties.

That should take little time. The views of
the main players are already well known
and the issues clear cut. You don’t have to
be an expert in rural development to realise
the tax is a nonstarter and Hanekom’s
motivation for it badly thought out.

He believes it would help improve agri-
cultural productivity, bring more land on to
the market and increase the number of
black commercial farmers. It would also, he
adds, provide funds for local government to
improve services and facilities such as
roads and schools. He has no intention of
using money raised by the tax to buy land

for black farmers.

The first of his motives gets a tart retort
from the SAAU. Given the high costs
involved in farming, says president Boet
Fourie, “any farmer who is not already
using his largest single asset, his land,
optimally will lose it” Proof of the ef-
ficiency of local agriculture, he adds, is that
SA is one of few countries that is a net
exporter of agricultural products — as well
as “the agricultural giant in Africa”

The SAAU also says that even at 1%, let

Yan Hiekerk Hanekom

alone the 2% mentioned by Hanekom as
possible, it would render farming, where
the average return on owners’ equity is less
than 5%, just not worthwhile.

That is no doubt why the National
African Farmers” Union, formed in 1991
with a membership of 40000 undiffer-
entiated land occupiers, believes a land tax
should be considered only as an option for
unworked land — ‘o discourage land
speculation,” says GM Stephen Mokoene B
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own taxes.— rj'el
Political Correspondent C%_Zo %

THE Western Cape government must be allowed
to levy its own taxes, says Premier Hernus Kriel
It simply could not continue relying on Pretoria
to provide, he said at the close of debate on his
opening address in the Western Cape legislature.

A prominent feature of his opening speech —
and the debate — has been the threat to provincial
services as a result of budget cuts caused by re-
ductions in funds from the central government’s
coffers.

Mr Kriel said that while the Western Cape con-
sidered itself very much a part of South Africa,
“we want to remain a part of the whole on a feder-
al basis”. This was in line with a worldwide trend
towards federalism.

In a broad-ranging speech in response to the
three-day debate, Mr Kriel also:

@ Challenged the African National Congress to
work more closely with the NP within the govern-
ment of provincial unity rather than to pursue its
aims through the politics of protest “which are the
politics of desperation”.

® Appealed to the leaders of all parties to do all
they could to stop acts of terror against political
opponents, and emphasised-the need for restraint
and tolerance in curbing racism.

@ Ruled out the prospect of legislation to limit
the influx of newcomers into the Western Cape.

S ——
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PNOG.ZU 7% of people are self-supporting
age, yet the
noﬁ—n reduce this meagre

By qmz_: BETTY

215 yomn i e It ednployer. This
age 15 with their employer.
means they are receiving about 39% of
their last salary as 3 pension.

It must be noted that the salary on which
the pension is based may not be the same as
the value of the package — it will in all
likelihood exclude car, housing arnd enter-
tainment allowances, Bm&&._ aid and other
benefita.

Christo Theron, tax nns.uﬂ, at Erost &
Young,: says there are few means for a
pensioner to reduce the impact of tax.

He says the best way to reduce tax pay-
able after retirement is to structure invest-
ments before retirement. For example,

rebates — R2 500 for people over 65, R2 225
3_. Eb_.:mn people and R900 for married

.\-.wm mca_.nen of the primary and cld age
rebates discriminates against over-653”
says Tony Worsdale, who has been lobbying

PERSONAL equity
w.E.ﬂ better known as

'eps and a_resounding
sliceess in Britain and
France, are being

the year of retirement to the minimum
average tax rate, thereby limiting the im-
pact of tax an lump sums received, such a3

from a pension fond.

Although this loophole is to be
it is still available as a tax-planning option.

‘Bryan Hirsch of the Pride Group says the
only way for a pensioner to reduce tax
vuwmznﬁs_aﬂﬂ.snsg.ﬁ&.wwmﬁ
in. “But if you are only receiving income
from a vauu fond then there is nothing

you can do.”

Mr Hirsch says there are two types of
pension — a compulsery purchase pension
and a voluntary pension. He says the volun-
tary pension may be the wroog investment
vehicle from a tax point of view.

“You need to look at other assets that can
produce tax-free income. It is possible to

ﬁi& w

is taxable.”

ensi bmu.m

Mqrmhw

can reduce tazable income in

E.wuw ndE insurance com-
um!ﬂ where the monthly payment has a
capital and income portion, and only the
incemne portion, about 25% of the payment,

ment

ceded to the member at retirernent.

look at buyi.

hand or recyeled policies that can produce
tax-free payouts on an ongoing basis.

As there is little scope for tax planning at %
retirement, Mr Hirsch says planning should
take place five to 10 years before retire-

natual finds, and building tax shelters

also Iook

Easy to understand, tax friendly and inflation proof, personal equity
plans may be just the vehicle for retirement planning in South Africa,

writes TERRY BETTY.

‘Craphic: FIONA KRISCH

Humﬁm deserve a place
| in SA’s portfolios

against inflation. They are
also far more flexible when

recommendations have
been presented to the Katz
commission on tax reform.

Barry Spitz of the Inter-
national Law & Tax Insti-

Bmw can be applied in South

Vm«u are like wmit trusts
in that they give the simall-
time investor a portfolio of
shares. But that s where the
resemblance ends.

PEP MAN: Barry Spitz, reporting on Peps for Genbel

qualifying investments,
such as w..m:uryn_.._a.ma
shares, Evropean Union
shares and anit trusts.

Single company Peps al-

¢ low the investar to chouse

which company the funds
must be invested in, and can

At least 50% of the funds
must be in equities. The
manager may hald cash in &
sterling deposit accomnt
specifically designated for
the particolar plan.

ceive annual reports of the

(R34 85 into general equity
Peps and £3000 (R17 130)
into single company Peps.
Peps and similar vehicles
in other countries are pre-
dominantly seen as retire-
ment vehicies. The tax
benefits are only RnER_ i
the cash is

would not be popular be-
cause of the limited tax re-

- lief granted on amounts in-

vested. But the systewn just

took off — R108-billion s

already invested in Peps.”
Professor Spitz says Ea

with other retire-
ment vehicles — there is no
restriction on how long the

investment needs to be beld |

or the maturity dates.

A tax-effective early | ..

France drew around ES.
billion in the first year
alone, Peps-type invest.
'ments represent the largest
poal of private funds in the
US and Britsin

According to Professor
Spitz, Peps allow people in
even the lowest tax brack-
ets to invest in shares. Peps

property. Th
Dgsﬁsmwﬁn_.unm?
cryed.as a pensian.

From a government's
viewpeint, it reduces the
burden on the state to pro-
vide retirement benefits, it
provides a large pool of sav-

4ngg, is anti-inflationary and |

reduces the concentration
of share ownership.

S‘mvmnno..nv.

od on Pepsis
tax exempt as Jong as it is
reinvested in qualifying in-
vestments, capital gains are
not taxed and dividends are
tax free, even if they are
paid out.

The tax exemption on
dividends includes the right

Investors have a right to re-

ﬂgﬁgﬂuﬁ.gﬂ
uying a house.
While the taz benefits ap-
mmm.. to be peanuts, the Peps
ve proved to be a huge
drawcard for investors.
Says Professor Spitz:
“When the system was in-
troduced in Britain in 1987,

- it drew a round of criticista

from everyone.
"““Fax experts. pooh-
poohed it. They said Peps
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| Medics
320

ealth
tax plan

By CAS St LEGER
THE Medical Association
of SA and the Chamber of
Mines this week criticised
suggestions that a further
tax be levied on salaries
and wages- to pay for a
national health cover
scheme. *

The two bodies are
among 150 groups making
submissions to the ministe-
rial committee investigat-
ing the setting up of a
countrywide health insur-
ance plan ,

The Committee of Inqui-

. ry into a National- Health
Insirance System started
receiving oral and written
submissions'in Pretoria on
Monday It will report to
Health Minister Dr Nkosa~
zana’ Zuma after March 17.

The:association and the
chambér. said government
spending on health — about
8,5 percent of gross domes-
tie product — was already

too high:
|  The' medical  council’s
federdl council chairman,
Dr Bernard Mandell, told
the committee that health
care-should continue to be
funded through general tax
revenues and private
healthi insurance.

Dr Izak Fourie, medical
adviser to the Chamber of
Mines; told the committee
it was_ “nonsense” to have
| dedicated taxation for
health care:

He said reform could
take place under the exist-
ing tax  system.: What's
more, any further increase
in': goyerniment ~'spending
would divert:.scarce re-
sources from other critical
areas of need,

Dr Zuma is in the middle
of a*“roadshow” to.all the
- provinces to.gaugé public
and ;medical opinion on a
health cover scheme.

Her spokesman, Vincent
Hlongwane; said she had
i d overwhelmmg

xpressed was how
oing to the fi-
said.
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B CONSUMER REPORTER

A married woman is now
known as a married person
and will be taxed in the same
way as her spouse.

From March 1 diserimina-
tion regarding married

women's taxation fell away,

affording women the same
status as men. Men and
women who have tied the knot
" will now be regarded as “mar-
““ried persons” for taxation

tlon S gone

7.9)
This i§ terifh measure
which will be confirmed and
explained further in the

. March 15 budget. But, accord-

ing to a spokesman for the
Department of Finance, mar-
ried women with no children
will benefit more than those
with several dependants.
*Although married men and
women wiil be taxed the

" same, child rebates will no

longer be granted,” the
spokesman said. “This means
that couples with a number of

9 d§:n will actually end up
pnylng more tax.”

Kathleen van der Linde of
the Department of Mercantile
Law at Unisa said the new
law would increase the mar-
ried woman's primary rebate.

“In the past women were
limited to a primary rebate of
R900, and this is now slightly
more than R2 000,” she said.

-“The maximum marginal
rate, which used to be 40%,
will also go up. This will bene-
fit most women.”
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Changes expected in STC

FINANCE Minister Chris Liebenberg
and tax commission head Michael
Katz have met in an attempt to find a
way to wipe out gender discrimination
in personal income tax in next week’s
Budget.

Sources said the two had met in the hope
of finding alternatives after the parlia-
mentary standing committee on finance
had rejected ‘the commission’s original
proposals.

1t is widely expected that government
will not be able to meet the R2,5bn cost of
wiping out discrimination in one fiscal
year, but the sources said Liebenberg and
Katz wanted to find a way.

“It is not too difficult — it can be done,”
a source said. Another said consensus
about the need to bring gender discrimina-
tion to an end had been reached. “What is
required is simply a question of crunching
the numbers to produce a solution that
does not distort.”

Inland Revenue announced earlier that
all taxpayers would from this month pay
the same rate as married people with no
children. But this is an interim measure
until a final decision is outlined in the
Budget.

Liebenberg is also exp
in the Budget that the Seccadary Tax on
Companies will change, but sources said it
was unlikely that the final structure would
be ready by then. “They do.not want to rush
in where angels fear to tread,” a source
said. He was likely to give foreign inves-
tors, who usually do not get tax credits for
STC, an update about progress made to-
wards reforming the cornpany tax system.

The commission had not yet decided

tad-#

GRETA STEYN and
SAMANTHA SHARPE

whether to introduce a dividend tax sys-
tem based on the Australian model, or
whether to restructure STC. It was not,
however, likely that STC would be
scrapped in the short term because of the
loss in revenue. Katz and Liebenberg de-
clined to comment, saying they could not
discuss the Budget.

Tax experts said government had gone
too far down the road towards gender eq-
ualisation to backtrack. But they said it
was unlikely government would stick to
the structure announced as an interim
measure by Inland Revenue. Not only had
it created a potential R25bn revenue
shortfall, but it had also raised the unions’
jre. Cosatu had complained because the
ahbsence of child rebates would be a blow to
many members.

Ernst & Young senior partner David
Clegg said it would not be “too much of a
problem” to introduce a unitary tax sys-
tem. But rebates would have to be granted
for lower income earners, which would
aggravate the revenue problems.

Tax consultant Willem Cronje said it
was likely the revenue hole would be
plugged by, among others, a sizeable in-
crease in petrol levies. Experts also- be-
lieved the presumptive tax on companies
— a tax on gross assets suggested by Katz
and accepted by the committee — might |,
also be introduced to yield about R500m. |

Economists believed the top marginal
income tax rate could be raised to 45% to
help alleviate the problem. A VAT in-
crease was mooted by some experts, but
others felt it was a political hot potato.




Interim tax relief for low-income earners

B — Y —
cernsg abo;} th::l egect of abolishing ichild :1 final plan to1 wipe ::; gelf;ier discrimina-
rebates, Inland Revenue commissioner ion was implemented in June.
Trevor van Heerden said yesterday. \t Relief would he granted to lower-paid
The relief was decided on affer a Ph workers by asking employers to deduct tax
National Economic, Development qnd La-\ at the rate applicable to a married person
bour Council meeting. é 12 6‘1 earning less than R30 000 with four child-
Child rebates had been aboliShed in "9 ren, Van Heerden said. It would apply
terms of an announcement by Inland Rev- re%cardless of the gur?hber of children. "
enue that all taxpayers would pay the onomists said the measure would
same rate as marriedypeople with no child- \J worsen the revenue shortfall — estimated
ren for three months from this month, until  at R2,5bn — resulting from tax parity.




Tax relief

ALIDE DASNOIS
Deputy Business Editor

way after a reversal of an
earlier decision by the Re-
ceiver of Revenue to scrap
child rebates as an interim
measure.

1{In January Inland Revenue or-

1} dered that, pending new tax

'l tables due to come into ef-

I| fect in June, employers

'| should deduct PAYE at rates
applicable to married per-
sons with no children.

The decision, which came into
effect on March 1, was in
line with recommendations
of the Katz Commission on

|| tax that gender discrimina-

i| tion be eliminated from the
tax tables.

But the interim measure
caused an outery, with the

Trade Unions and other bod-
ies claiming it would pena-
lise low-income. earners.

the Commissioner for Inland
Revenue said that where an
employee earned R30 000 a
year or less/iemployers

person with four children.

clude bonuses. For examiple,
an employee earning R28 000
a year will qualify for-the
deductions even if he or she
receives an annual bonus of
R3 000.

The commissioner says em-
ployers should implement

the new measures “as soon|:

as is practically possible”.

Employers are also expected
to refund any relevant de-
ductions already made.

TAX relief for some is on the|,

Congress of South African’

In a statement issued today, |

should now deduct tax at EEE
rate applicable fo a married [»

The R30 000 ceiling does not in-‘

e ot
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‘on point

of collapse’
COLIN DOUGLAS @?:0>

Business Staff ﬁP\Cr @;MS

THE Inland Revenue department
is on the point of collapse, and the
government should not expect
more funds as a result of tax col-
lection reform in the short term.

This was the warning from Dennis
Davis, a member of Katz Commission
on taxation, in a breakfast speech to
the Life Underwriters’ Association of
South Africa today.

“If two or three people in Pretoria
were run over by a bus tomorrow, the
whole department would collapse.”

Inland Revenue’s company assess-
ments office in Sandton was barely op-
erational, Professor Davis said.

But tax avoidance was so rife in
South Africa that reformers of the tax
collection system would find it diffi-
cult to make any headway in the near
future.

Charles Stride, recently appointed as
special adviser to Finance Minister
Chris Liebenberg to oversee the
restructuring of the department, was

; approaching the “big six” accountancy
I firms to seek the secondment of tax

experts to his project.
The crisis in Inland Revenue had
limited the Commission’s options, fore-

ing it to.rule-out the introduction of a.

multi-tiered VAT system -to make up
for the revenue shortfall expected’to
arise from the scrapping of tax dis-
crimination against married women.
As tax collection reform would not
vield immediate results, the shortfall
would have to be made up by the
introduction of a “presumptive” tax on
trusts and changes to company tax.







Government
may resort to
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By CLAIRE GEBHARDT
ECONOMCS EDTOR

South African taxpayers are eavi-
ly burdened — about 20 percent
of the economically active popu-
lation pays 85 percent of personal
income tax.

Individual ~ income tax
receipts constitute about 40 per-
cent of total revenue, while com-
pany tax, including tax on gold
mines, represents about 13 per-
cent of revenue.

Higher direct taxes tend to
penalise productivity and dis-
courage savings.

Absa’s latest Economic Spot-
light says the government’s abili-
ty to raise its revenue/GDP ratio
significantly above the 25 percent
mark is extremely limited.

The normative economic
model released last year suggest-
ed 24,5 percent as the ideal ratio
of revenue to GDP.

After this milestone, the gov-
ernment would have to progres-
sively resort to “inflation tax” (fis-
cal drag) in order to finance
expenditure.

Given the high degree of pro-
gressiveness  in  individual
income tax rates and the compar-
atively high inflation rate, fiscal
drag plays an important role in
bolstering revenue collections.

As individual income tax
rates were not reduced and tax
brackets were not revised for the
1994/95 fiscal year, fiscal drag
should once more assert itself.

However, wage increases of
around 10 percent are anticipated
for 1995, and the ending of the
transition levy by September and
a possible adjustment in the tax
tables for medi-
um-income earn-
ers should coun-
teract the fiscal

Revenue

collections

change in the VAT rate and the
transition levy expires in August.

“Implementing the major tax-
cutting proposals would cost the
fiscus some R3,5 billion, which
will be difficult to raise despite
efforts to make tax collection
more effective,” the report said.

“The government is likely
therefore to pin its hopes on yet
higher economic growth and
leave some recommendations for
implementation at a later stage.”

Higher-income earners will,
however, probably be hit by high-
er taxes,

Absa says the deficit may
decline in fiscal 1995/96.

“However, with a potential
economic growth rate of only
about 2 percent per annum for
the remainder of this decade, a
Budget deficit of around 6 per-
cent of GDP is clearly unsustain-
able.

New funds raised in the
capital market came close to
R5billion in the 1993/94 fiscal
year.

“Upward  pressure  was
brought to bear on capital market
rates from December last year
onwards by unfavourable politi-
cal perceptions and concerns
about inflation.

“The sustained increases in
subsequent months caught many
market experts by surprise.”

New funds raised in the
1994/95 fiscal year are expected
to eventually amount to about
R4 billion — more or less in line
with the amount envisaged in the
Budget.

As a result of higher bond
yields, mainly in the wake of
speculation around the abolition
of the financial rand,
the government is
faced with a much
higher debt- financ-

drag during ing cost since new

1995/96. were aheafl of issues must bear a
Revenue col- | farget for first  market-related

lections were run- : ths of return,

ning ahead of tar- | MN€ MONINS OF  wj¢ j5r00  Budget

get for the first
nine months of the
1994/95 fiscal year, increasing by
16,2 percent compared with the
budgeted increase of 11,2 percent.

The main reason for the boun-
ty was the economic upturn,
which boosted VAT-collection
and company taxes.

Absa says the coming Budget
could see collections tightly con-
strained by a possible elimination
of tax discrimination and tax
relief to middle-income earners.

In addition, the Katz commis-
sion has recommended no

the year

deficits lead fo infla-

tionary pressures and
these have to be addressed by
higher real interest rates, there is
adanger that the real interest rate
may exceed the real potential
growth rate.

“If this happens, the govern-
ment will ultimately fall into a
debt trap,” the report warns.

Internationally, the generally
accepted rule is that the ratio of
public debt to GDP should be
below 60 percent. Currently,
South Africa’s public-debt-to-
GDP ratio is around 56 percent.




Tax break

for some

SPECIAL CORRESPONDENT

(320) (79[31%¢ qfelac
]OHANNESBUR People
earning less than R30 000 a
year will pay less tax for the
next three months.

The Commission for
Inland Revenue announ-
ced yesterday that this
group would be taxed at
the rate of a married person
with four children. This
means that people earning
R30 000 2 month and who
pay about R3 700 a year in
PAYE, will have R400
deducted from the tax
bringing it down to R3 300
a year. This is equal to d tax
of about R275 a month.

The decision to review
interim tax tables came
after concern was expressed
that lower income taxpay-
ers would be affected by the
removal of child rebates.




Good tax news for

low salary earners
(320) Q%y a/3Jak

B LABOUR REPORTER

People earning less than
R30000 a year will pay
less tax for the next
three months, the Com-
missioner for Inland Rev-
enue sald yesterday.

In effect, earners with-
in this tax bracket will be
taxed at the rate of a
married person with four
children.

This means peopie
earning R30 000 a year
and who pay about
R3700 a year in PAYE
tax will have R4G0 de-
ducted, bringing it down
to R3 300 a year.

The interim PAYE
table, effective from last
Wednesday, means single
and married women will

pay less tax and married
taxpayers with depen-
dent children will have to
pay slightly more in tax.

New tax tables will be
announced by Finance
Minister Chris Lieben-
berg in his Budget
speech next week, and
will come into effect from
June 1.

Inland Revenue says
the interim arrangement
will apply to any em-
ployee whose earnings,
excluding annual pay-
ments, do not exceed
R30 000.

Employers are also au-
thorised to make refunds
of any over-deductions
arising from the applica-
tion of the old table.




Govt like
fuel levy,

NEXT week’s Budget was likely to include
a fuel levy hike as government strove to
get maximum mileage from indirect tax-
s, economists forecast yesterday.

Transnet economist Mike Schiissler said
an increase was “quite possible”, especial-
ly considering Tramsport Minister Mac
Maharaj's recent comments that there
should be a levy increase, .

A new dedicated road fund would need
about R2bn a year, which would translate
into a 15c/1 hike if it was funded solely
from the fuel levy.

This was clearly unlikely and an in-
crease of about Sc/1 this year was a likely
first step.

There could be a second hike of S¢ to-
wards the end of the financial year. The
current levy was 65c, which was low by
international standards.

Independent tax consultant Willem
Cronje said there should be a fuel levy hike
exclusively for the road fund, The principle
of individual taxes for Ministers’ “pet
schemes” was a bad idea, but roads were
different, as delays in repairing them re-
sulted in deterioration.

Sacob economist Keith Lockwood said a
fuel levy increase was possible and that
such an increase would be more politically
saleabie if it was going to be channelled
into a dedicated road fund.

o e Yﬂgo
ay

A
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Although Sacob had repeatedly called
for a dedicated road fund — 30 that road
users paid for maintenance - it would not
necessarily welcome an increase in the
fuel levy because this would effectively
raise the overall tax burden.

Schussler said the introduction of un-
leaded petrol would probably lift the pet-
rol price 1c-2c initially.

EDWARD WEST reports that a Cabinet
decision within the next two weeks on the
introduction of unleaded fuel from July
could result in higher tax levies on leaded
fuel and a Se-6¢ discount on the unleaded
fuel price, sources said.

The sources said the Cabinet faced a
tough task in deciding whether the intro-

ding
‘gucﬁon of unleaded fuel should be funded

y tax levies on leaded fuel,
which could increase the leaded petrol
price by a few cents, or whether govern-
ment should instead fund the introduction
through lower tax revenues. et

It cost refiners 3c/! more to produce
unleaded petrol than leaded petrol. In ad-
dition, for oil refiners to achieve economic
throushg:u of unleaded fuel, there would
have to be an incentive to use it by making
it cheaper than leaded fuel. A discount to
leaded fuel of Sc-6c/1 had been mooted.




- NEWS IN BRIEF

Land taxes slg%zl?ljs

AGRICULTURE Minister Kraai
van Niekerk said in Bothaville
yesterday he was against any land
tax on farms and would fight “to
the death” any such proposal,
."It is a socialist concept and
will destroy agriculture,” he told
a.congress of the National Maize
Producers’ Organisation.

Land Affairs Minister Derek
Hanekom, an ANC member, said
last month that Finance Minister
Chris Liebenberg had agreed to
foim a special division to investi-

s ok 5 i




WHATEVER Finance Min-
ister Chris Liebenberg an-
nounces in his Budget this
week, you can be sure he
will do little or nothing
about the nastiest aspect of
our income tax system.

It’s called ‘“bracket
creep” or “fiscal drag”.

It’s the process, inherent
in the system, whereby in-
flation pushes taxpayers
into higher tax brackets so
they pay, not just more tax,
but more {ax than is justi-
fied by fall in the value of
money.

Politicians love it. It
means they can take more
and more money out of tax-
payers’ pockets and have
more and more money to
spend, year after year, with-

- out having to increase tax
rates.

It’s a silent thief that robs
citizens of a bigger share of
their income every year,
without causing a public up-
roar, because the visible
measure of income tax —
the tax rates — remain un-
changed.

Even worse, it affects
most harshly those with
small or modest incomes,
and least harshly the rich-
est.

Governments, whether
Nat or ANC-dominated, get
away with this form of rob-
bery every year because not
even financial commenta-
tors seem to understand
what is happening.

Here is an example based
on married men with two

| dependent children who re-
i ceived an inflation adjust-
- ment of 10% in pay last
year.

I have compared the tax
position in 1994/95 com-
pared with the previous

| year, ignoring the transition

come categories (see table).
As you can see, the person
earning a modest R2500 a

' month who received a 10%

increase enjoyed an after-
tax increase of only 8,1%,
whereas the really big earn-
er on R50000 a month saw
his real pay improve by
9,7%.

This gives a new and
wider meaning to the
phrase “gravy train” under
our new Government.

At this point I should ex-
plain that there is a slight
difference between “brack-
et creep” and “fiscal drag”
—although they are equally
painful.

Bracket creep is what
happens when inflation
pushes a taxpayer into a
higher tax bracket — that
is, he pays tax at a higher
rate on each additional rand
of taxable income he earns.

For example, a married
man with two dependent
children earning a taxable
R4 000 a month is taxed on
each extra rand earned at a
marginal rate of 36%, but a
10% pay increase pushes
him up into a bracket where
the marginal rate on addi-
tional rands is 41%.

Fiscal drag is what hap-
pens when inflation pushes
up the average rate of tax

come is taxed at a higher
rate,

For example, in the
above table the taxpayer on
R2500 a month who got a
10% rise saw his or her
average rate increased
from 11,3% to 12,8%.

A tax system which does
not neutralize bracket
creep/fiscal drag is con-
trary to the public interest.

The faster prices rise, the
more exaggerated the
bracket creep/fiscal drag
effect, and the more the
Government has to spend.

However, there is nothing
inevitable about this effect.

The schedule of income
tax rates conld simply be
adjusted each year to offset
the impact of the past year’s
inflation.

Better still, this could be
done automatically
through a provision in the
Income Tax Act that the
scale of rates be altered
every year in line with the
official consumer price in-
dex.

Best of all, we could in-
corporate such a compul-
sory adjustment in the new
constitution, so govern-
ments are forced to be fair
to taxpayers whether they
like it or not.

levy, iu several diffefent in-

whether or not marginal in-

Martin Spring is editor of
Personal Finance Newsletter.

Monthly | Annual Tax Tax Increase | Average Average
faxable faxable | previous tatest Tax afterdar | taxrate tax rate
Income income year year Increase pay  |previous year| latest year
(Rand} (Rand) {Rand) (Rand) %) (%) (%) (%)
2500 | 30000 3375| 4215| 249 8,1 113 12,8
5000 | 60000] 13875| 16395| 18,2 7.5 23,1 24,8

10000 [120000| 39475| 44635| 13,1 85 329 338

50 000 {600 000245 875|271675| 10,5 9,7 41,0 41,2
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CONSUMERS will pay
slightly more for certain
financial products after
April 1 as brokers and some
other financial intermediar-
ies charge Vat for their
services.

This is expected to net up
to R500-millien for the
fiscus.

Products affected by the
Taxation Laws Amendment
Bil], tabled in Parliament
last November, include unit
trusts, insurance packages,
and equities. Debt collectors
will also charge Vat.

The extent of the price
increase depends on individ-
ual products and the struc-
ture of insurance com-
panies.

For example, a product
paying a 3% commission to
brokers could see a 042%
price increase.

Jurie Wessels of the Life
Offices Association says the
added cost is so slight that a
number of insurers have in-
dicated they will not adjust
the costing of their pro-
ducts, but will take it into
account when redesigning
the products.

It will affect only pro-
ducts purchased after April

e This means commissions

By TERRY BETTY

that have been paid on an
endowment policy or life in-
surance purchased before
that date will not attract
Vat, even though the premi-
ums continue to be paid for
a number of years.

Maturing products that
are renewed after this date
will attract Vat on commis-
sions paid on the renewal.

Andrew Bradley of Inves-
tec says unit trust manage-
ment companies should ab-
sorb the added cost.

However, it is likely this
additional cost will add
strength to the lobby to have
annual charges on unit
trusts increased from 0,75%
to 1% (the charge has just
been raised from 0,5%).

Vat is levied on the com-
mission of brokers but not
those of agents. Brokers are
independent financial advis-
ers, while agents are em-
ployees of a company.

It was argued that this
would prejudice the busi-
ness of brokers.

Mr Wessels says some in-
surers have indicated they
will spread the cost over all

their policies. This means a
product will cost the same
whether purchased through
an agent or a hroker.

He says in some circum-
stances, such as with group
life cover, it may cost
slightly more to purchase
through a broker.

The insurance companies
will have a choice of whe-
ther to absorb the cost, al-
though the cost will ulti-
mately be passed on to the
consumer.

They can collect the extra
amount by increasing pre-
miums, which is unlikely. It
will be done in a more indi-
rect manner, by increasing
the costs associated with the
product and therefore de-
creasing the amount allo-
cated to the investment por-
tion, and so the final
benefits paid out on maturi-

Y.

Purchasers of shares
through stockbrokers will
also have to pay for this ser-
vice, as they will pay Vat on
their brokerage fees. This is
in addition to the 1% mar-
ketable securities {ax. :

In addition, Vat will be
levied on brokerage in-
curred in selling Kruger-
rands.

T~ Debt collectors teo will
charge Vat, including those
who perform the service of
collecting premiums on in-
surance products on behalf
of a company.

Peter Franck, Vat deputy
director in the Department
of Finance, says the tax-
ation of debt collectors is
expected to net up to R200-
million for the fiscus. Vat on
broker commissions is ex-
pected to yield up to R300-
million.

Not all brokers will be
affected. Only those doing a
turnover in excess of
R150 000 a year are obliged
to register for Vat.




A taxing matter for Revenye,
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t has been claimed in certain quarters that the
Estrain on Inland Revenue staff is close to a

stage where the system of tax collection is
likely to break down.

The Katz commission of inquiry into the tax
system, although less alarmist, similarly con-
cluded that the department was in dire need of
an overhaul. Since the report was issued in
December, staff problems have seemingly wors-
ened, partly because of early retirements. The
commission alleged that between R10 and
R15billion a year in revenue is not collected
because of poor administration.

An improved system of tax collection has
indeed become a focal point of attention. In this
regard the commission recommended that
urgent attention should be given to the enhance-
ment of the status of the commissioner for
Inland Revenue, while the training of revenue

INSIDE OUT

sent dispute over public sector pay
increases, and the reported proposals

Administration the government to freeze wages and
. salaries for public sector employees

of tax collection  earning more than Ré6 000 2 year
is in dive need Thirdly, the commission strongly
advocated a policy of affirmative
: ofa complete action in respect of Inland Revenue,
overhaul and reports indicate that this is being
applied. But the result is that highly

skilled people, who are leaving the
department for one reason or another,

would in effect encourage them to avoid tax.
What this country requires is an improved
tax collection system side by side with lower tax
rates, This is not what the Katz commission rec-
ommended.
The « ion also appeared to be some-

officials should be placed on a more systematic
footing. More particularly, the commission
stressed the importance of providing the rev-
enue authorities with greater autonomy.

Independent

Itargued that a separate administrative char-
ter was needed so that the department could pay
enough to attract more skilled personnel such as
accountants and lawyers. In other words, Inland
Revenue should be independent from the rest of
the public sector with respect to its internal
organisation and staffing.

The call for an improved tax collection sys-
tem s in effect a euphemism for an increased tax
burden, since the Katz commission made no rec-
ommendations for an overall reduction in the
burden of tax. For a country such as South
Africa, already perceived to be overtaxed, even
higher effective tax rates can only provide yet
more disincentives for savings and investment
and hence economic growth, while encouraging
more emigration. This is especially so when
other recommendations made by the commis-
sion are also taken in to account. An improved
tax collection system would most heavily affect
wealthy and employment-creating entities and

what disingenuous about the short-term
prospects for an improved tax collection system.
There are several reasons for suggesting that the
scope for imminent improvement s limited.

For one thing, chaos in the TBVC and former
homelands’ tax systems, which are being inte-
grated with the national system, is going to
make the Katz goal of enhanced tax administra-
tion more difficult. Harmonising the tax systems
of Transkei, Ciskei and Bophuthatswana with
South Africa is an urgent priority, but it could
take a few years to complete.

This will, in part, be made more difficult due
to the low tax rates which applied in these
states.The absorption of more than 1000 TBVC
and former homeland tax employees who are
allegedly undertrained, will further hamper
attempts to improve efficient administration.

Secondly, the creation of an autonomous unit
for inland revenue is rendered more difficult by
the opposition to this in other sections of the
public sector. Such autonomy, accompanied by
substantial increases in salaries for key people in
the department could prove to be a politically
explosive issue with other public sector workers
resenting such a dispensation. The sensitivity of
this issue, moreover, is exacerbated by the pre-

cannot always be replaced by “suit-

able” people. This adds to the skilled
manpower problems confronting the revenue
offices, and is again in conflict with the objective
of improved tax administration. In short, the
revenue authorities are operating under exceed-
ingly adverse circumstances which are rot of
their own making.

Revolt

Their task is also made more difficult by the
presence of a tax revolt in the country. Recently,
there have been reports of a steady increase in
the number of companies being taken to court
for failing to render VAT returns and company
tax returns. The commission conveniently failed
to address the issue of whether efficient tax
administration was being undermined by
reduced tax morality stemming from a tax bur-
den perceived to be unfair burden of tax.

The whole question of tax administration in
South Africa needs to be approached in a differ-
ent manner. The possibility of Inland Revenue
subcontracting certain work to suitably qualified
parties in the private sector is apparently under
investigation,

This would be a step in the right direction,
but it is not enough. Instead, consideration
should be given to the possibilities of privatising
the entire revenue service, since this is the most
obvious means of furnishing genuine autonomy
to Inland Revenue.

UThe writer is a senior government economist.




in tax reform

IN ALL the widespread coverage of
the parliamentary finance commit-
tee’s report rejecting the Katz com-
mission’s tax proposals, one argu-
ment has not been much aired, if at
all. This is the argument against the
finance committee’s right, as a gov-
ernment agency, to reject or approve
the Katz Commission’s tax proposals.

The proper institutional setting for
tag reform is a special commission of
inquiry similar to the Katz commis-
sion, This has been a long-standing
method of dealing with issues in
which ideological persuasion or nar-
row sectional interests are supposed
to be suppressed. It has a moderately
distinguished history in the tax re-
form context in particular. The Fran-
zen and Margo commissions in SA ,
the Asprey and Matthews commit-
tees in Australia, the Carter commis-
sion in Canada, the Meade commis-
sion in the UK are all examples of the
genre,

A small number of individuals —
preferably ones with some popular
authority, and with some expertise —
are gathered to deliberate on the
question of desirable “tax reform”,
and to do so under terms of reference
that attempt, as far as possible, to
suppress special interest interpreta-
tion. The responsibility is, or ought to
be, not merely to provide a package
of tax reform proposals, but to pro-
vide that package on a take-jt-or-
leave-it basis.

If the recommended package is to
be subject to any significant amend-
ment by a government committee,
the whole point of the exercise is
placed very much at risk: one might
as well have done the exercise of tax
reform by ordinary politics from the
outset. Analogously, making the re-
form package run the gamut of bu-
reaucratic approval after the com-
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mission has ceased to function is
effectively to assign the tax reform
exercise to the bureaucracy. The ap-
propriate point for bureaucratic in-
volvement would seem to be to pro-
vide advice, “expert testimony” and
feedback as part of the commission’s
deliberations.

Of course, it may be that a package
so recommended will not survive
political approval, in which case the
status quo will prevail. This may not
be the worst possible outcome by a
long chalk because the tax system is
inevitably rather like the amateur
golfer’s swing — a mess of compen-
sating errors. To correct a few of
those errors might do more harm
than good. Indeed, if the chances of
having a better tax system when
one’s wonderful proposals have final-
ly limped into law are only as good as
50-50, then it is better to do nothing.

Much could be said about the right
composition of the Katz commission
— whether it ought to be headed by a
judge, or an academic or some other.
‘While one might for various reasons
want the Katz commission to be
broadly “representative” in terms of
professional background, ideological
persuasion, social class, sex and so

_ on, and while it may be tempting —

as a way of suppressing future oppo-
sition — to seek to have representa-
tives from various broad interests,
particularly those with popular influ-
ence, it is almost certainly a mistake
to have those interests represented
formally. Any commission member
who sees himself as “wearing a hat”
— as having the role in decision-
making of representing some interest
-~ undermines the constitutional na-
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ture of the process.

The conceptual ideal is the Amen-
can or British ji jury system where spe-
cial interests in the outcome are rea-
son for disqualification, ratber than
the political arena or market ‘place
where special interests are intrinsic
to the process. The commission'mist,
above all else, be “independent”..

To be wise after the event, it seéms
clear to have a finance comimittee
made up of politicians under public
gaze for a brief period to consider
any substantive tax reform proposals
is to invite the death of those propos-
als. The only consensus that would
emerge from such a finance comuit-
tee s that the proposals under consid-
eration (including the status’ quo if
that had been on the agenda) were
inadequate. Everyone would want
change: it would simffiy be that-all
the desired changes would e inoppo-
site directions, Each politician is;.en-
tirely predictably, more interested in
being seen to defend the interests of
his group than in securing genuine
consensus.

In any event, consensus cannét-tisu-
ally be pre-packaged: it has to
emerge as a campromise fromi“often
painful negotiation. However, t6'see
tax reform as the final result S such
negotiation is to invite the polititisa-
tion of the tax reform exercise, which
should not be encouraged. : -

All this may to be quite disfant
from the issue of tax reform itstlf, It
is, however, quite fundamenta}. 1t is
not enough to know what you wéant —
it is also necessary to know how to
get it. Thinking about how tb get
genuine tax reform may also setve to
alert us to the prospect that we' may
well get something we don’'t waht.
Riothibedi is a tax oonsunnnl wnh
the Angloveal Group.
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CLIVE SAWYER

Political Correspondent

ALL eyes will be on the
methods Finance Minister
Chris Liebenberg uses this
week to finance his first
national budget.

While there will be few sur-
prises about spending, with
confident predictions of boosts
for the housing and water
affairs budgets, the real ques-
tion is how they will be fi-
nanced.

Education and health bud-
gets are likely to stay at 1994
levels, and defence has been
targeted for a cut.

A significant blow to the
treasury will be in store if the
government opts to implement
uniform tax tables in one go.

Ending discrimination based
on gender and marital status
could swipe between R25 bil-
lion to R4 billion from the trea-
sury.

A decision on this will de-
pend on legal advice about
whether the constitution re-
quires tax discrimination to be
removed at one go, or whether
a phased withdrawal would be
acceptable.

Revenue-raising options open
to Mr Liebenberg include ex-
tending the transition levy, in-
creasing value-added tax, a
new fuel levy and sundry tax
options.

But, while the government
will be under pressure to meet
populist demands, it is equally
conscious of the need to be
seen to be sticking to its stated
commitment to fiscal disci-
pline.

While international observ-

Chris Liebenberg

ers may have accepted last
year’s transition levy, imposed
to fund the election, another of
its kind would not be accepted.

The transition levy hit com-
panies as well as individuals,
and an extension would serve
as a disincentive to investment.

This, along with the pressure
on the budget caused by the
need to spend 20 percent on it
servicing debt, could prompt
the government to opt instead
for phasing in the end of dis-
criminatory tax tables.

While this approach could in-
furiate the lobby which wants a
swift end to discrimination, it
could find wide acceptance if it
is presented as a palatable al-
ternative to an increase in val-
ue-added tax.

Options left open to Mr Lie-
benberg then would be a pre-
sumptive tax on companies,
based on payroll, an increase in
“sin” taxes on liquor and tobac-
co which would net no more
than a few million rands, and
an increase in the top rate of

)
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personal income tax.

This last would produce a fa-
miliar dilemma, that raising a
few million in this way would
alienate successful entrepre-
neurs.

A subtler technique for the
government to raise funds
would be to allow the continua-
tion of fiscal drag, also known
as bracket creep, in income tax
scales.

Options far less likely, if not
impossible for the moment, are
the imposition of a capital
gains tax or an increase in fuel
levies.

A significant factor militat-
ing against increased fuel lev-
ies is the volatile minibus taxi
industry.

On the expenditure side, leg-
islators of each province will
keep a keen eye out on
Wednesday on just how much
of the pie they will be given.

The new budget format pro-
vides for statements on spend-
ing on each department at na-
tional level, and statements of
how much each province will
get.

Wednesday’s budget speech
will be Mr Liebenberg's first,
and what he says from the po-
dium of the national assembly
will have a profound bearing
both on investor confidence
and for the hopes and needs of
South Africa’s poorest.

Democratic Party spokes-
man on finance Ken Andrew
said the critical issues of the
budget included whether the
government would demon-
strate real commitment to fis-
cal discipline by controlling ex-
penditure and reducing the
deficit.
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Irhttmg taxpayers

By Sowetan Correspondent
TH;Bax?pi;r forked out mwmﬂhoniﬁ/di? 9?4/%;

financial year to pay for the defence of policemen charged
with crimes allegedly committed in the name of the South
African Police.

And, as long as the figure falls within the police budget,
there is virtually no limit to the amount that will be spent in
a similar manner this year.

This includes funds allocated for the lengthy trial of
former Vlakplaas commander Colonel Eugene de Kock —
in the Pretoria Supreme Court — although the State may
still be refunded this money if it is found that De Kock
committed crimes while not acting in the belief that he was
performing his duties, or if he exceeded his powers by
doing so.

Responding to questions yesterday, a spokesman for
SAPS public relations in Pretoria, Colonel Ray Harrald,
said De Kock had not struck a secret deal with the SAPS to
ensure his legal costs would be paid in the event of a trial.

This money came out of the SAPS’s budget and was part
af the obligation the SAPS had for its members.

JOPO
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Meyer rules out le
to fund local polls €,

MBY ESTHER WAUGH
POLITICAL CORRESPONDENT

Cape Town — No second
transition fevy will be imposed
on {axpayers to cover the cost
of this year's local govern-
ment elections, Constitutional
Development Minister Roelf
Meyer said yesterday.

And despite fears raised by
the slow rate of registration
of voters, the poll, scheduled

. for October will not be post-

poned, he said.

Speaking on the eve of a
national summit on local gov-
ernment beginning in Kemp-
ton Park today, Meyer said
the Government would follow
& strict budgetary process to
prevent a transition levy simi-
lar to the one imposed after
the April general election.
Central, regional and local
governments would bear the
costs of the October elections,
which would net be post-

poned.

He told a briefing thai cen-
tral Governiment had allocat-
ed Ril-million in the 1994/95
Budget which had been spent
on a media campaign for the

elections, RWY ?q 2),

ther R50-million w
made in the Budget to be pre-
sented tomorrow.

Today's summit, aimed at
boosting the process towards
local government elections, is
to be addressed by President
Mandela, Deputy President
FW de Klerk and Home Af-

+ fairs Minister Mangosuthu

Buthelezi.

Meyer said the registration
of voters would bave to be
speeded up in order to allow
for “sufficlent” registration by
the deadline at the end of
pext month.

Figures of the number of
voters who heve already re-
gistered were not & true re-
flection of the situation as sig-
nificant returns of registration
forms to local government
authorities were expected.

One of the Government's
concerns, however, was to fa-
cilitate the registration of
voters in remote areas.

It was important o note -

that all provincial and local
government authorities, in-
cluding traditional leaders,
supported the registration

P s, he said.
lid
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CLIVE SAWYER

Political Correspondent

KIND to the poor and friendly
to investors —— but likely to
bite the rich.

These are the hallmarks of the
budget announced today by Minis-
ter of Finance Chris Liebenberg.

The budget is the first to be wholly de-
vised by the government of national uni-
ty.

It includes the sale of Rl billion in oil
reserves to boost revenues for the Recon-
struction and Development Programme
and to pay off state debts.

.Ocmwim the constitutional ban on dis-
crimination on the grounds of gender and
marital status, the government has abol-
ished split tax tables.

A‘;m move to a single tax rate will ben-
efit unmarried people and married work-
ing women.

While child rebates on personal income
tax have been abolished, primary rebates
have been increased to soften the impact
on the poor.

There will be no increases in value-
added tax or corporate income tax this
year.

But for top earners personal income
tax will hit harder.

The marginal income tax rate will
reach 45 percent for earners of R80 000 a
year.

_ The fuel levy will go up by two cents a
litre, yielding R255 million revenue. The
government predicts this will have a min-
imal effect on inflation.

A tax amnesty, to bring taxpayers who
defaulted during the apartheid era back
into the fold, will be legislated later this
year.

Houses and clean water for all are a

e e e A3 s T ad nrrarer  for thaar

TYRONE SEALE
Political Staff
FROM today smokers will have to cough
up about 17¢ more for a pack of 20s as the
government gives effect to arguments
from the health lobby.

Elsewhere on the “sin tax” front, drink-
ers are likely to be dispirited about hav-
ing to pay about 2c more for a 340ml can
or dumpie of beer — not including sor-
ghum — and about 5¢ more for a bottle
of whisky, brandy or gin.

With immediate effect, the excise duty
on cigarettes has been raised by 8,44c for
10, resulting in an estimated retail price
increased of six percent.

Political Correspondent
THE 79,9 percent increase in the housing
budget will grease the wheels of a
planned subsidy scheme.

While the housing budget provides for
expenditure of R1,554 billion, of this
R1,520billion is tied up in current and
capital transfers to housing support.

The total amount of R2924 billion for
housing inciudes R1,404 billion from the
Reconstruction and Development Pro-
gramme fund.

The RDP funds will be allocated to the.

nine provinces to finance housing pro-
B e eomarding ta avitaria to be decided

— Country B1,70 incl

y on cigaret!
cigarette tobacco Is expected
about R200 million to state coffer:

The budget review said in the
tobacco products, the health com
had demanded an increase in exc
to 50 percent of the retail price
was the levy in many other coun

“After consultation with all in
groups and taking into account il
specific limitations and marke!
tions, the government has opte
phased approach, as announced
1994 budget, and as also reflecte:
budget. Future budgets will have
with the remainder of this issue.

subsidy pl

The government’s aim is to be
supply thousands of people with
subsidies.

A scheme will encourage bank:
credit to people with good sas
cords to make up the difference
able them to build houses.

A sticking point so far has be
cure agreement from the constrt
dustry to a building warranty Sc

The housing budget announcec
seen as a signal to the industry
government is commiitted to its
million houses in five years.
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the construction industry that the govern-
ment is serious about jts goal of a million
houses in five years,

) Community water supply and sanita-
tion are to be bolstered by a 32 percent
increase in the water affairs budget.

Defence spending sinks by 11 percent.

“Sin” taxes — excise duties on tobacco
and liquor — are to go up in line with in-
flation and government policy to phase in
higher duties on tobacco — a move re-
quested by the health community.

To encourage trade and investment. re-
maining import surcharges are to be
abolished from October.

Further encouragement for investment
will be the abolition in the same month of
non-resident shareholders’ tax.

The future of marketable securities tax
would be revisited at a later stage, Mr
Liebenberg said.

Expenditure in the budget is R153.3 bil-
lion, an increase of 9,5 percent compared
to last year's budget.

Social services account for 57,4 percent
of spending.

Education gets 26 percent of the bud-
get, with most of its increase going to re-
dressing inequalities in primary and sec-
ondary schooling.

Spending on health services increases
from 12,5 percent of the budget last year
to 13,4 this year. Most of this will go to
primary health care in urban areas.

About R49 million goes to spending by
national and provincial governments on
the November 1 local government elec-
tions.

The constitutional assembly will get
R59 million.

Civil pensioners get slight increases —
6,5 percent for those who retired before
April.

Mr Liebenberg's feat in lowering the
deficit and recurring expenditure will
please economists and organised business.

The deficit is to be about R29 billion, or
5,8 percent of the estimated gross domes-
tic product. This is 0,6 percent less than
last year.

Mr Liebenberg said the reduction in
current expenditure by the state should
not cause alarm that the government was
ignoring legitimate needs.

“With reprioritisation and rationalis-
tion, what is spent is both better directed
and more effective.”

Faced with limited resources and the
legacy of the past, the government had
managed important changes into a budget
which had had to be politically feasible,
economically affordable and managerial-
ly sound.

THE MAN WITH THE BUDGET:

More for pensioners,

JOHN VILJOEN @

Business Staff Eﬁ/ﬁ\ﬂ ga.eVa 3 T_ﬂ
CIVIL pensions will rise by 6,5 percent
from April 1 for pensioners who retired
on or before April 1, 1994, the minister
announced.

Those who retired later, but before
April 1 this year, would have their pen-
sions raised by 0,54 percent for each com-
pleted month since retirement. calculated
to the end of this month.

The increase in military pensioms
would be considered at a later stage, once
negotiations on the conditions of service
of public servants — to which military

lers put on hold

pension adjustments were linked — had
been conducted.

Significant progress had been made in
establishing a single new pension fund for
all public servants, Mr Liebenberg said.

This would replace the Government
Service Pension Fund and those in the
former homelands.

The Katz Commission's recommenda-
tions for the so-called capping of pension
fund contributions had proved controver-
sial.

The government believed the matter
needed to be considered further in close
co-operation with the Commission.

15 (&=

R400 m for w@@mw ,%M@ﬁgm t @w

Political Stafi

THE National government will spend
nearly R400-million on the November lo-
cal government elections, which it re-
gards as a crucial step along the path of
democratic government.

An amount of R49 million has been bud-

geted for national and pfovincial govern-
ments’ expenditure on communication
and voter-education programmes.

A further R348 million will be provided
via the provincial budget for conditional
grants to fund local government elections
in rural areas and areas under the juris-
diction of transitional structures.

Finance minister Chris Liebenberg.

— Budget at—

a glance &
SHIFTS in spending between 1994/95

and 1995/96:
up AegG is|3|as

® Police, up from 6,9 percent to

7,5 percent of total spending.

@ Pre-primary, primary and secondary
education, up from 18,3 percent to
18,5 percent.

® Health services, up from

10,5 percent to 11 percent.

@ Social security and welfare, up from
8,2 percent to 10,8 percent.

® Housing and related services, up
from 1,1 percent io 2,7 percent.

DOWN

@ Transport and communication, down
from 4,5 percent to 4,1 percent.

@ Agriculture, forestry and fishing,
down from 2,5 percent to 1,8 percent.
@ General government services, down
from 8,9 percent to 6,9 percent.

® Defence, down from 8,7 percent to
7.2 percent.

by the government function committee
for housing.

A further R185 million from the RDP
vote is to be allocated to special residen-
tial urban renewal projects.

Reliable sources indicated
percent of the budget would be
for current housing goals, beca
frastructure does not as yet ex
with faster growth.

@ More reports pages 1, 2, 3, 4
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The rate will increase to aow% of the new state finan- wﬁu 30 5%: :&Eﬁa with a 55 000 12709 | 12182 517 12082 817 | 11992 7I7§ 11892 817 | 11792
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Political Correspondent
POLICE services get
R8,852 billion, 3,4 percent more
than last year.

Resources would be shifted
from public order policing and
macmMnummﬁwou of offences to

“visible policing”, according to
the budget review.

Visible poticing, including
community policing, will get
R4,2 billion from the police
budget.

The public order policing

"Police services get 3,4 percent more

budget drops from R534 million
last. year to R494 million this
year.

The budget for anti-crime
measures and investigation
goes down to R1,76 billion from
R1,86 billion last year.

Water Aff:
e las
Politic: orrespondent
THE water affairs and
forestry budget will be
R936 billion, a 32 per-
cent increase, and in-
cludes R361 million for
community water sup-
ply and sanitation. B £

78070
998, @ TNCLUDES 7,67% SRANSITION LEVY AND VHE 1995 TA)
u

)

Fifth of tax revenue
going out on interest

ALIDE DASNOIS, Deputy Business Editor
NEARLY a fifth of tax revenue will pay interest
on the government’s debt this year.

Interest on the debt will account for 18,5 percent

{ of the government’s nanurmvmc,&sm, the second big-

AABLE
INCOME RATES 1998 DIFF!
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27 000 45 445
28 000 2585 685
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UNDER 65
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DIFFERENCE
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520 -820
800 -800
1320 -t 320
1740 -1740
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2670 -1995
4160 2078
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5980 2778
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9880 3278
11 450 3075

13380 287
15350 26842

47 350 2408
19 350 2175
208350 1688
27360
31 380
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47 380
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63 360
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WE ARE OPEN ON SUNBAYS!

But, the government has managed to cut the
budget deficit to R29,1 billion, or 5,8 percent of the
Gross Domestic Product (GDP) from 6.4 percent
last year.

This will reassure domestic and foreign inves-
tors looking for signals that the government of na-
tional unity will not yield to pressure for higher
social spending at the expense of fiscal discipline.

The move is in line with the government’s long-
term objectives of reducing the deficit to about 4
percent of GDP by 1998/99.

Finance Minister Chris Liebenberg also has
managed to hold the increase in recurrent govern-
ment spending below the inflation rate. ;

Revenues for the year is budgeted at R125 bil-
lion, including a transfer of R1 billion from oi
sales, up 11 percent on last year. Budgeted spend-
ing is up 9,5 percent at R153 billion.

Borrowings of R38 billion (covering the budget
deficit plus loan repayments of R9 billion) will be
raised mostly on the domestic capital market, with
foreign financing contributing R1,5 billien.

Mr Liebenberg said at a briefing today that the

the fuel levy would have only a “mild” effect.
(z20) #e(r isl3)9s
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DO YOU HAVE A HAIR PROBLEM?

We make special products for your hair
and special products for home treatments

HAIR CARE RESEARGH
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}— budget would not be inflationary. The increase In-

29 g S0 SO
80 000 875 1075
31000 9858 1355
32000 1285 16358
33 000 1608 1915
34 000 1915 2195
38 000 2225 24785
36 000 2535 2755
38 000 31565 3315
40 000 3775 3 878
42 000 4615 4 595
44 000 5456 5316
46 000 6295 6 035
48 Q00 7135 6 755
50 000 7 975 7 478
55 000 10 209 9 892
80 000 12 442 11 908
65 000 14 676 144178
70 000 16 909 16 441
75 000 19 193 18708
80 000 21 476 20974
85 000 23810 23 291
90 000 26 143 28 807
100 000 30 810 30 240
110 000 35477 34 873
120 000 40 144 39 506
130 000 44 811 44 139
145 000 51812 51 089
160 000 58 812 58 038
180 000 68 146 67 304
200 000 77 480 76 570
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-wzam.oﬁ expected to spur investment
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A ( MNOL — O From Page. 1
. w—hﬂmﬁﬁ D ICI3 Am 400% yield compared with a previous
CAPE TOWN — Finance Minister TIW COHEN and _ ve tax relief to bott e s wﬂ 550%, while Eskom’s 168 yielded
Chris Liebenberg is expected to an- _ GRETA STEVYR Waﬂﬂﬁ. most married women and E.mﬁ 16525% from 16,650% on Monday. -
nounce a substantial increase in the of GDP should prove right. The cut in the yers should be better off after extea “A 1ot of important resistance levels
tax rate for top income earners in deficit would c% brought about largely b Budget. Expectations are that ann. were broken on the way down. The 16,48%
today’s Budget to help foot the bill for  reqraint tn overall spending gely by & fncome will be spent and not sa g 1646% levels were pretty EE:E“
wiping out gender discrimination. To arrive at a favourable deficit, Lie- However, government 1s and lnvest chart points,” one trader said, nn&uw&nﬂun
A senior government source said yester- benberg is expected to compensate for in- consume less of SA'S uwinﬂmm expenditure, the market’s gains were surprising Fone
day L g was expected to NC€  creased RDP spending through cutting more this fiscal year. Capl fiscal % the release of worse-than-expected
a “mildly expansionary” Budget resulting other expenditure and raising some tazes which declined in the past ﬁ, et PPI data earlier in the day. e
from a combination of tax relief for lower  pjle keeping the overall tax burden un- expected to increase in the 1995/96 Budg w—.mu@Enﬂ said the main driving force
income earners and increased capital  changed. Certain “sin taxzes” are expected from about 7% of the total. the hind the market’s gains had heen a large
spending on reconstruction and develop- to rise in real terms, the fuel levy could go Liebenberg is expected to nm.EBm institutional buy order. “But that ﬂwumbonwnm
ment programme projects. up and spending on GEIS benefits and agri- broad direction government intends anw companied by a host of rumours
Outside of interest on debt repayments, cultural assistance will be cut. on tax issues, but will wait for the 1 what the Budget could contain,” a trader
about 58% of government spending is ex- He is not expected to adjust estate du- eommission’s final report before makinga .4 pumours ranged from “the privatisa-
pected to be spent during the 1995/96 finan- final decision. For the same reason, Lie- tion of some government utilities” td a
cial year on what could broadly be de- penberg is unlikely to make immediate Budget deficit of 51%.
scribed as “RDP programmes” compared DOR'T miss Business Day’s Budget Sps- changes to the STC gystem. “The feeling is that the Budget is going
to an estimated 54% during the 1994/95  cial tomorrow. Apart from full news ‘He is likely to comment on the extent to to make SA soattractive to foreigners that
fi ial year. C quently, a fund - ge and a pull-out supplement giv- which government used the Katz commis- they are going to come rushing into the
tal reprioritisation of departmental spend- ing the full text of the spaach, there will glon report, and should announce an am- country on Thursday,” another dealer said.
ing will be required. bo wid i ysis and i ggggg&ﬁﬂ%%ﬁ. On fhe foreign exchange markets, the
To finance the shift and to make up for ded in the report. rand ended a lacklustre gession weaker at
an estimated R3,8bn lost by removing gen- PAUL RICHARDSON R3,6308 to the dollar compared with a
der discrimination from the tax system, ties, capital gains tax or introduce changes revious R3,6210 finish. :
Liebenberg is expected to introduce in- recommended by the Katz commission P @ Comment: Page 10 -
creases in other taxes, but not VAT. such as “capping” of life insurance benefits Government's R150 :
However, while the Budget will be bad or a pr ptive tax on i

news for the rich, it should further fuel
bullish sentiment towards investment in
SA, already high after the scrapping of the
financial rand. A source said it was likely
that non-resident shareholders’ tax would
either be reduced or scrapped. The aboli-
tion of the taxz, which netted more than
R400m in revenue, should spur foreign in-
vestment after the finrand’s removal.

A source said the borrowing require-
ment would not differ much from last year.
Market expectations of a deficit below 6%

Expenditure is expected to increase
slightly in real terms, but when interest is
excluded, there should be no real rise. An
overall Budget of about R151bn is expect-
ed, while market expectations are for rev-
enue to rise by about 13% to more than
R122bn. It is understood that government
has been conservative in its assumptions
on GDP growth, pegging it at below 3%.

A source predicted the Budget would

, encourage consumer spending, as it would

O To Page 2
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Tax concession

LA i

Workers earning less than
R30000 a year will be granted
rebound rebates for four depen-
dants, whether or not they have
any children, the Department of
Finance’s Inland Revenue
branch announced recently.

This move, which will provide
interim relief to lower-paid work-
ers, will remain in force until
June when new tax tables will be
introduced.

Concern for the poorer sec-
tor was expressed after the de-
partment announced that all
people would be taxed as mar-
ried persons with no children.

Following a meeting between
the minister of finance, the Na-
tional Economic Development
Forum and the Labour Council,
it was decided that empioyees
earning less than R30 000 a year
be taxed at the rate applicable
to a married person with four
children.

I



SOWETAN Wednesday March 15 1995

with bated breath for Liebenbcrg’s Budget

OUTH  AFRICAN TAXPAYERS ARE TODAY
holding their collective breaths in an-
ticipation of Finance Minister Chris
Liebenberg’s delivery of the first
Budget under the Government of
National Unity.

As some of the submissions from the Katz
Tax Commission have already been thrown out
of the window, married women will be anxious
(o see if there are any changes in their tax, in
keeping with the constitution which outlaws
gender discrimination.

The Black Sash said the organisation had
always been against gender discrimination and

e

|

“2ouetinc s (o8
RIARRIED WOREN Hoping for a

change in the laws governing their taxation:

would like to see equality in the proposed tax
tables.

The National Health and Allied Workers’
Union national treasurer Mr Nishebane Sithole
said he hoped Liebenberg’s Budget would show
some positive national health aspects.

“The needs of the workers, such as low sala-
ries in the public sector, should be addressed,”
Sithole said.

Mr Steven Japp of the National Stokve] Asso-

ciation of South Africa said he expected a Budget
which would promote new opportunities and
distribute the country’s resources more widely.

The Congress of South African Trade Unions
said it hoped today’s Budget would implement
policies to tackle “underlying structural prob-
lems such as high food prices.

It called on the Government to spell out its
views on the relationship between fiscal disci-
pline and the implementation of the RDP.
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Higher personal

WILLEM STEENKAMP

HOUSING, health and edycation
are the Budget priorities, and there
are fears that personal tax will
increase, a Cape Times snap survey
showed yesterday.

Most people approached were
unaware that today is Budget day,
when Finance Minister Mr Chris
Liebenberg will announce the first
post-apartheid fiscal plan for South
Africa. Many professed to be too

ignorant to venture an opinion.

However, those who did were
almost unanimous that housing,
and education and health, in parti-
k cular, were expendituze priorities
for the government, and most
agreed to an increase in “sin taxes”
— those on cigarettes and alcohol.

Some felt that the individual
would be targeted for increased
personal income tax, and mooted
a possible hike in VAT,

City resident Mr John Rees said,

——

tax feared,

of government privrities: “They've
got to do housing and they've got
to do education.”

Mr Ranshaw Cupido, of
Mitchells Plain, said: “I think they
should put up tax on alcohol and
cigarettes — they kill too many
people.” He thought South Afri-
cans already paid too much tax,
directly or indirectly.

Ms Fiona Saunders, of Observa-
tory, said there should be equal
taxation on men and women.

SRR



If implemented, the Katz Commission recommendations on car allpwances
could distort the market and result in lower government reven

By Rov CoKavNg

PRETORIA BUSINESS EDITOR

The Katz commission proposals on car
allowances and travelling expenses — if
implemented in today’s Budget — will
significantly affect the top end of the mar-
ket and distort vehicle-buying decisions,
says BMW financial manager Greg Field,

He believes the greatest distortion will
be in the R150 000 to R300 000 luxury car
market segment.

Currently, if a taxpayer does not keep
records, 12000km a year is deemed to
have been travelled for private purposes.
The remainder, up to a ceiling of
32000km, may be claimed as business
mileage.

In terms of the Katz
commission  proposals,

eT(BR)IS %T‘Ig

Field added that if the proposal was
implemented and perks tax remained
unaltered, it would also have a significant
effect on the motor industry.

For example, assuming a person with a
car allowance had a vehicle costing
R250 000 and a R150 000 cap on the value
of the vehicle was imposed, it might result
in that person not being able to afford to
continue running the car because of the
heavy tax bill that would result.

However, if companies reverted to a
policy of providing company cars where
the individual paid perks tax, then the
downward shift in car-buying might not
be as dramatic,

Inland Revenue would have to be very
careful because a considerable amount of

the revenue it received came
from the top end of the market.

the deemed private travel If it happens It could end up with less
has been increased to / .f  income and also cause people to
18 000km and it is recom- I don’t know if emigrate, Field said.

mended that the schedule IUXUI‘y vehicle  BMW Transvaal customer cen-
of assumed costs be ter- L tre manager Neville Rademeyer
minated at a vehicle cost-  § MONUIACIUrErs  warmed that the minute a gov-

ing R150 000.

Field said BMW, in its
submission to the Katz
commission, had empha-
sised that a scheme
implemented in Australia
that discriminated against
higher-priced vehicles had killed the top
end of the market, resulting in less gov-
ernment revenue.

“From our side, we are strongly
opposed to any rand limit coming into it,”
he said.

He added that with an 18 000km pri-
vate mileage limit, there would also be a
swing away from car allowances to
company cars, which again distorted the
market.

“We believe there is currently a reason-
able equilibrium between car allowances
and company cars,” he said,

the South

will remain in

African market’

ernment imposed any luxury
tax or discriminated against any
market segment, it had massive
effects.

He said if the Katz commission
proposals related to the motor
industry were implemented, it
would be detrimental to the upper end of
the market and ultimately result in motor
industry job losses.

“If this happens, 1 also don't know if
luxury motor manufacturers will remain
in the country,” said Rademeyer.

The parliamentary joint standing com-
mittee on finance referred proposals on
personal tax by the Katz commission back
to the commission for further investiga-
tion,

However, this does not prevent
Finance Minister Chris Liebenberg intro-

ducing some of the proposals.

o




Tax amnesty,
but crackdown

als

(R20) ity

JOHN VILJOEN
Business Staff
FINANCE Minister Chris
Liebenberg proclaimed a
limited, one off-tax amnesty
for individuals and business-
es, but also announced a
new hard line on tax avoid-
ance schemes.

The amnesty will apply to
all persons and business. or-
ganisations not registered with
inland revenue on April 26
1994, or who registered on or
after April 27 1994.

It will apply also to persons
or business organisations regis-
tered before April 27, 1994 but
whose whereabouts were un-
known to the Commissioner of
Inland Revenue.

The. amnesty will cover in-
come tax, employee tax, VAT,
stamp duty, donations tax and
secondary tax on companies.

As a result those under the
amnesty would not be liable
for any taxes before March 1
1994,

Persons registered before
April 27 or under investigation
by tax authorities before that
date are not covered by the
deal. .

The exact terms of the am-
nesty will be tabled later dur-
ing this session of parliament.

Anyone wishing to use it will
have to do so within three
months of a date which Mr Lie-

promised

SE
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benberg will announce later.

“To have extended this am-
nesty any wider would have
cut too deeply both into the eq- | :
uity of the tax system and the| .
ongoing recovery of overdue].
revenue,” he said. . .

“The amnesty closes ‘the{’
book on. tax disobedience for
whatever reason. Once the am:
nesty ends, any further tax
evasion will not be tolerated.” |

Due to the need for a more(*
efficient tax administration,
the government was taking a
hard line against the erosion
and misuse of the tax system
by various tax avoidance
schemes, he said.

The clampdown on tax
avoidance would produce an
estimated R100 million in extra
revenue for 1995/96.

Today's budget heralded the
beginning of a restoration of
“tax integrity” through a com-
bination of measures and bet-
ter tax compliance, Mr Lieben-
berg said.

Mr Liebenberg pointed a fin-
ger at fixed property aquisi-
tions, convertible debenture is-
sues, intellectual property and
leasebacks.

These schemes were deliber-
ately engineered to make de-
tection “very difficult”,

The commissioner would
make resources available to
detect and challenge these
schemes.




Tax relief for
lower-paid )

workers =
crissiag
SPECIAL CORRESPONDENT

JOHANNESBURG: Workers earn-
ing less than R30 000 a year will be
granted rebates for four depen-
dants, whether or not they have
any children, the Department of
Finance’s Inland Revenue branch
announced recently.

This move, which will provide
interim relief to lower-paid work-
ers, will remain in force until June
when new tax tables will be intro-
duced.

Concern for the poorer sector
was expressed after the Depart-
ment of Finance announced that
all people would be taxed as mar-
ried persons with no children.

In response to this, the Minister
of Finance, Mr Chris Liebenberg,
held a meeting with the National
Economic Development Forum
and the Labour Council.

At the meeting it was decided
that employers would be asked to
deduct tax at the rate applicable to
amarried person with four chil-
dren, for employees earning less
than R30 000 a year.




Laughing all the w

BY RON SCHURINK

SPECIAL WRITER

Laughing all the way to the bank at
Chris Liebenberg's expense are
those Ciskei companies which
opted for the “zero-rating” in com-
pany tax, which the apartheid state
instituted at the inspiration of Free
Market Foundation chief executive
Leon Louw.

These companies will escape
imposition of South African com-
pany tax which is the fate of their
counterparts in Transkei and
Bophuthatswana - where tax will
be averaged for this year only

between the previous homeland
rates and the South African rates.

Their lucky star is in the form of
simple contracts which were
offered by the Ciskei government
to all local businesses.

“It was precisely because of the
danger of a change in legislation
that the contractual offer was
devised,” Louw said.

As adviser to the Ciskei govern-
mient, he in fact went so far as to
open an avenue of insurance
against cancellation of the contracts
with LLoyds of London.

But so certain were the busi-
nesses that the contracts were

ay 10 °he bank

watertight that none took up the
offer.

As contracts were a simple mat-
ter of obtaining, filling and signing
the right form, it is believed that a
good number of businesses did so.

Tt was not possible to establish
the number, but there are at least
some who will enjoy their luck for
up to another eight years (out of an
original 10.)

Louw is scathing about the
increase in taxation for middle-
class and higher-income earners.

This is just the sort of thing to
chase prospective investors away,
Louw contends.




No re:
for con

EBY CHARLOTVE MATHEWS

Company tax was left un-
changed in the Budget but
companies will be affected by
other measures such as a
harder line on tax avoidance,
the treatment of interest on fi-
nancial instruments, abolition
of non-resident shareholders’
tax and extension of the date
for the third provisional tax
payment, company tax experts
said yesterday.

They expressed some sur-
prise that no changes were
made to Secondary Tax on
Companies (STC), first intro-
duced two years ago at 15 per-
cent and raised last year to 25
pergent. There had been ru-
mours of an easing in the tax.

“I think it has generated
quite a bit of revenue but it is
not -attractive to foreign inves-
tors who are not allowed a tax
credit on STC payments,”
Ernst & Young principal con-
sultant Brendan Dardis said.

KPMG Aiken & Peat partner
Noel de Charmoy said the
change in the taxation of finan-
cial instruments — which will
apply to any new instruments

" issued or entered into from
today — would affect the tax
paid by companies. Interest
would now be payable on a
day-to-day basis and allowable
on a day-fo-day basis.

Although interest has al-
ways been deductible, there
had been a mismatch between
its deductibility in the hands of

cha
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the on'ov!Ier 1ts accrual in

the hands of the lender. The
borrower was either deduecting
his interest up front or on a
day-to-day basis but the lender
was only paying tax on inter-
est at maturity.

De Charmoy doubted 1f the
abolition of non-resident share-
holders’ tax would encourage
additional investment but he
suggested it would re-align
where foreign invesiment was
directed.

At present most foreign in-
vestment into SA was in the
form of loan capital because
there was no tax on interest
remitted overseas. Now that
investment could take the form
of share capital.

SA Institute of Chartered
Accountants (Saica) chief ex-
ecutive Ken Mockler said Saica
welcomed the abolition of non-
resident shareholders’ tax be-
cause it was believed this
would encourage foreign in-
vestment.

Saica also welcomed the
one-month extension for com-

anies with a February year-
end for the third provisional
tax payment.

Saica was disappointed that
nothing more specific was said
about improving the efficiency
of tax collection, other than
that a strategic plan was to be
requested, but it welcomed the
appointment of Charles Stride,
a member of the Institute, as
Special Adviser to the Minister
of Finance.




Homeland tax
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TAXATION laws in the former
homelands relating to personal
income tax have been repealed
with effect from March 1, 1995,
and the new PAYE tables to be
issued shortly will be applicable
throughout the Republic.

With regard to corporate taxes,
Finance Minister Mr Chris Lieben-
berg said companies deriving tax-
able income within a former
homeland and whose tax liability
was less than under national law,
would pay the average of the tax
determined in the Republic and
former homeland for the tax year
April 1, 1995 to March 31, 1996.

Thereafter the “full national tax
law” would be applicable.

Mr Liebenberg said an excep-
tion would be made in the case of
companies operating in Ciskei,
which had been granted “tax-free
status” under the Company Tax
Amendment Decree 2 of 1994.

The agreement was akin to a
contractual undertaking between
the company and the Ciskei gov-
ernment and would be honoured
until it expired, he said.

Marginal rate
up despite
undertaking
POLITICAL STAFE MNQ
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FORMER Finance Minister Mr
Barend du Plessis gave an under-
taking six years ago to reduce the
rate of marginal income tax from
45% to 40% over five years.

Mr Du Plessis started off well
and the rate dropped to 43%.

Yesterday, Finance Minister Mr
Chris Liebenberg increased the
marginal rate to 45%.

The top rate will apply on a tax-
able income of R0 000 or more.

A rate of 44% will apply to
those earning between R70 000
and R79 999 and one of 43% to
those earning between R50 000
and R69 999.

That is not to say Mr Lieben-
berg has completely turned his
back on an undertaking given by a
predecessor.

Mr Liebenberg has given his
own undertaking that “the lower-
ing of personal income tax rates
will have the highest priority in
termns of any granting of future tax
relief”. N




E3BY PATRICK BULGER
POLITICAL CORRESPONDENT

Cape Town — Finance Minister
Chris Liebenberg will table a
General Tax Amnesty Bill in
Parliament as a prelude to a
hard line against future tax
dodgers, he said yesterday.

The amnesty will apply to peo-
ple who were not registered as
taxpayers before April 26 1994,
to people who had registered
after that date and to people
who registered before April 27
1994 but whose whereabouts
was not known to the Commis-
sioner of Inland Revenue.

The terms of the amnesty will
be contained in the Bill.

“The amnesty closes the book
of tax disobedience for what-
ever reason. Once the amnesty
ends, any further tax evasion
will not be tolerated,” Lieben-
berg warned.

He told Parliament that the

Government would take a hard

A NEW Bill will
provide amnesty for
past tax evasion, but
warns of a tough
stance in the future

line against tax evasion and the
misuse of the tax system by
‘‘various tax avoidance
schemes” which, though legal,
were not in the public interest.

The Commissioner for Inland
Revenue had been instructed to
‘“‘detect and challenge these
schemes”, he said.

Other practices, like the use
of more than one company car,
were also being examined.

In scrapping discrimination
against married women, the
State was forfeiting about R2-
billion. Householders with two
earners will benefit “substantial-
ly” by this measure.

The transition levy for peo-

ple earning more than R50 000
a year will run for the first three
months of the 1995/96 financial
year and bring in R1,1-billion in
revenue,

A further R410-million in reve-
nue will be generated by in-
creases in excise duties on k-
quor and tobacco products.

The price of & dumpy of beer
will inerease by 6,5% and cige- |
rettes will cost 17¢ more for 20.

Liebenberg said the Govern-
ment did not intend issuing a
White Paper on the Katz Com-
mission report. However, the
Government accepted the “con-
stitutional imperative of a uni-
tary tax structure for individu-
als”, the need for improved tax
administration and retention of
the status quo for value-added
tax and corporate income tax.

The Katz Commission would
continue its work but tax issues
had also to be debated at the
National Economic Development
and Labour Couneil.




It cmﬂd have been a 10

worse for the taxpa

% BY LEIGH ROBERTS

Middle and upper income pay
packets will be smaller after
the Budget, but these taxpay-
ers can heave a sigh of re-
lief as the damage could have
been far worse.

Chris Frame of Kingfisher
Finance International says the
Budget is one of the most sen-
sible for years. “It's nothing
like it could have been. Essen-
tially, the Government resisted
the major proposals put
forward by the Katz Commis-
sion.”

Anthony Chait, of Fisher
Hoffman Sithole, says it’'s a
mild Budget for executive tax-
payers and is conducive to
stimulate growth and foreign
investment.

But Beric Croome of Kessel
Feinstein disagrees saymg
that the hike in the maximum
marginal tax rate is a retro-
gressive step which, once
again, takes away from those
earning over R80000. “It's not
an incentive to work harder

. and earn more,” he says.

" Individuals with taxable in-
comes over R80 000 have been
hit by a two percent rise, to
45%, in the maximum marginal
tax rate, Generally, taxpayers
earning taxeble incomes over
R45000 will be paying higher
tax rates.

Most married women and
single taxpayers will score
with the introduction of a uni-
tary tax table.

The higher tax rates intro-
duced in the Budget will be
compensated, to a degree, by
the primary rebate which has
been raised by R400 to R2 625
for all taxpayers.

Translated into rands and
cents, a married executive
with two ehildren earning a
taxable income of R200 000
will now pay tax of R77 475, an
increase of R3 600 at R150 000
the taxpayer will pay R54 975,
an increase of R2 600.

(The inclusion of the transi-
tional levy in the tax table
above distorts the actual in-
crease).

In his Budget speech, Minis-
ter Liebenberg attacked a
company perk popular with
executives : the private use of
a second (or even subsequent)
company-owned car by the em-
ployee or his family.The value
of this fringe benefit is now
calculated at two percent a
month of the value of the vehi-
cle, previously it was 1,2per-
cent. But Chait comments that
this perk will still hold benefit:
“At a cost of two percent it’s
still mild compared to the ac-
tual costs of owning and run-
ning a car.”

Many individual taxpayers
will be relieved that Minister
Liebenberg did not announce a
change to the current tax
treatment of their travel allow-
ances.

“The Katz Commission re-
commended that the deemed
private portion of a travel al-

lowances be hﬁz to 18()0(111\

from the current 12000km.
This would have casued signifi-
cantly more tax to be paid and
pre-empted a shift back to
compeny cars,” says Croome.

Another wellcome ommis-
sion from the Budget proposals
is the capping of pension and
retirement annity fund contri-
butions as recommended by
the Katz Commission.

On the issue, Liebenberg
said that the area of pension
funds needs more research.
But retirement lump sums
have been hit by a clamp down
on the existing practices which
substantially lower the tax
paid on these amounts.

in a smell benefit to provi-
sional taxpayers, the third pro-
visional payment can now be
submitted a month later.

Some higher income taxpay-
ers will be hurt by Lieben-
berg’s attack on the so-called
tax-driven schemes.

In a lengthy statement on
tax integrity and tax avoid-
ance Liebenberg expressed his
disappointment that some tax
advisers and their clients con-
tinue to introduce tax schemes
which bear the hallmarks of
the previously disputed tax-
avoidance schemes for films,
aircraft and plantations.

The Commissiiner for nland
Revenue, said Liebenberg, has
been instructed to make re-
sources available to detect and
challenge these schemes.
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AUDREY D'ANGELO
BUSINESS EDITOR

THE Budget will encourage foreign
investors and small business, but
does nothing to relieve bracket
creep and hits middle income tax-
payers as well as the rich, tax
accountants said yesterday.

They pointed out it would no
longer make sense to time mar-
riages for February and divorces
and retirements for March to reap
the maximum tax advantage. And
they expressed disappointment
that the 45% marginal rate of tax
will start at R80 000 a year.

“This may be rich in compari-
son with the majority but it does
not in fact leave much after deduc-
tions, bond repayments and the
usual expenses,” said Mr Colin
Wolfsohn of Kessel Feinstein.

Ms Debbie Tickle of KPMG
Aiken & Peat pointed out that in
some cases people earning nearly
R80 000 a year would be worse off
if they accepted a pay increase.

i “But the budget does level the
; playing field for unmarried people

MIXED NEWS: Mr Colin Wolfsohn of Kessel Feinstein, Ms Debbie Tickle of KPMG Aiken & Peat and Mr Johan

Malherbe of Arthur Andersen discuss the implications of the Budget.

and married women.”

Mr Walter Scheffler, President
of the Afrikaanse Handelsinstituut,
welcomed the fiscal discipline
underlying the Budget. “We are
heartened by the fact that further

once-off measures like the transi-
tion levy have been avoided.”

Ms Jacqui Segal of Roup-Slot
attorneys said Mr Liebenberg had
sent a clear message that taxpayers
must get their house in order

PICTURE BENNY GOOL

before the next Budget. It was
essential that they organise their
tax, investment and estate plan-
ning so that they would not be
“open to future attack by the
Receiver of Revenue.”

ié



New move on

debt Eﬁ@ﬁ@mﬁ

nx>z|n6_m.E.._.:|>
022, 45
A MEASURE to eliminate the

manipulation of the tax system
through interest-bearing debt was
announced in Parliament yester-
day.

The amendments, which are
estimated to yield R100m during
the current budget year apply to
the tax treatment of financial
instruments, will allow for interest
to be treated as income for lenders
and as expenditure for borrowers
on a yield to maturity basis.

The interest payable with
respect to financial instruments
such as stocks, bonds, bills, notes,
certificates, loans and other forms
of indebtedness entered into after
March 15, 1995 is to be deductible
on a daily basis.

Legislation will, however, be
introduced by 1996, although
instruments issued or entered into
on or before March 15, Gcm will
not be affected.

This will allow for the taxation
of remaining maturities of existing
interest-bearing instruments.

3 MONTHS’ GRACE FOR DEFAULTERS

QW@M a

THE GOVERNMENT yesterday announced a "tax amnesty"
for people not registered for income tax, employees’ tax or
VAT by April 26 last year. Our POLITICAL STAFF report.

E amnesty, which was rec-
ommended by the Katz Com-
mission, also applies to:

® Any person who registered
on or after April 27, 1994, and

@ Any person who was regis-
tered before April 27, but whose
"whereabouts were unknown" to
the Receiver of Revenue.

Presenting his Budget yester-
day, Finance Minister Mr Chris
Liebenberg said the amnesty
would be available to people who
applied during a recommended
period of three months from a date
to be announced later.

He said it would cover income
tax, employees’ tax, value added
tax, stamp duty, donations and
secondary tax on companies, or
any similar taxes or duties imposed
in the former homelands.

The minister said the tax relief
for people who qualified would
include:

@ No liability for income tax
for years before March 1 1994;

® Employers would on_% be
required to withhold PAYE for
remuneration paid or payable after
March 1, 1995;

@No liability for the payment

esty’ to
allow registration .5

of VAT for the supply of goods or
services or imported services or
importation of goods before March
11994, and

@ No liability before March 1
1994 for stamp duty, donations
tax or secondary tax on companies
for documents executed, dona-
tions made or dividends declared.

He said anyone liable for sales
tax — whether or not they quali-
fied for amnesty — who paid the
outstanding amount during the
period of amnesty or within six
months of the cut-off date, would
not have to pay any penalty.

He said the exact terms and
conditions for amnesty would be
included in the forthcoming Gen-
eral Tax Amnesty Bill.
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There is, in the Ciskei today, a very
disgruntled, hard-drinking, heavy
smoking, high-income earner.

Amarried man, who drives two
company cars, and has children

and a working wife, he has — until

| now - been into tax avoidance
schemes which have allowed him
to pay little or no tax.

He is the person who was hit
hardest by yesterday’s Budget.

”lS

loopholes by: reversing low taxes
on high-income earners (the Ciskei
position), dropping child rebates,
closing tax avoidance schemes,
taxing second company cars at a
punitive rate and slapping more
duties on cigarettes and drink.

Tf you meet the man from the
Ciskel, buy him a drink. He'll need
it. — Staff Writer




High earners get off

lighter than fe%iggsl

By LEIGH ROBERTS
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Middle and upper income pay packets will be sufaller atter the Budget,
but these taxpayers can heave a sigh of relief as the damage could have
been far worse.

Chris Frame of Kingfisher Finance International said the Budget
was one of the most sensible in years. “It's nothing like it could have
been. Essentially, the government resisted the major proposals put for-
ward by the Katz commission.” .

Anthony Chait, of Fisher Hoffman Sithole, said it was a mild Budget
for executive taxpayers and was conducive to the stimulation of growth
and foreign investment.

But Beric Croome of Kessel Feinstein disagreed, saying that the hike
in the maximum marginal tax rate was a retrogressive step which, once
again, took away from those earning more than R80000. “It's not an
incentive to work harder and earn more,” he said.

Individuals with taxable incomes over R80 000 have been hit by a 2
percent rise, to 45 percent, in the maximum marginal tax rate. Generally,
taxpayers earning taxable incomes over R45 000 will be paying higher
tax rates, but most married women and single taxpayers will score with
the introduction of a unitary tax table.

The higher tax rates introduced in the Budget will be compensated,
to a degree, by the primary rebate which has been raised by R400 to
R2 625 for all taxpayers.

Translated into rands and cents, a married executive with two chil-
dren earning a taxable income of R200 000 will now pay tax of R77 475,
an increase of R3600. At R150 000 the taxpayer will pay R34 975, an
increase of R2 600.

The calculations exclude the effect of the transition levy, which was
introduced in last year’s Budget as a one-off extra tax of 3,33 percent on
incomes above R50 000, and payable at 1,67 percent in the first three
months of the current tax year. Married women will now pay this year's
portion of the levy after most were effectively exempted from paying
last year’s portion.

In his Budget speech, Liebenberg attacked a company perk popular
with executives: the private use of a second (or even subsequent) com-
pany-owned car by the employee or his family.The value of this fringe
benefit is now calculated at 2 percent a month of the value of the vehi-
cle. Previously it was 1,2 percent. But Chait said that this perk would
still hold benefit: “At a cost of two percent it's still mild compared to the
actual costs of owning and running a car.”

Many individual taxpayers will be relieved that Liebenberg did not
announce a change to the current tax treatment of their travel
allowances. “The Katz commission recommended that the deemed pri-
vate portion of a travel allowances be lifted to 18 000 km from the cur-
rent 12000 km. This would have caused significantly more tax to be
paid and pre-empted a shift back to company cars,” said Croome.

Another welcome omission from the Budget proposals is the cap-
ping of pension and retirement annity fund contributions as recom-
mended by the Katz commission. On the issue, Liebenberg said that the
area of pension funds needed more research. But retirement lump sums
have been hit by a clamp down on the existing practices which sub-
stantially lower the tax paid on these amounts. In a small benefit to pro-
visional taxpayers, the third provisional payment can now be submit-
ted a month later.

Some higher income taxpayers will be hurt by Liebenberg’s attack
on so-called tax-driven schemes. In a lengthy statement on tax integri-
ty and tax avoidance, Liebenberg expressed his disappointment that
some tax advisers and their clients continued to introduce tax schemes
which bore the hallmarks of the previously disputed tax-avoidance
schemes for films, aircraft and plantations. Punding schemes structured
to result in substantially reduced or even negative borrowing costs
through excessive deductions or conversion of capital to deductible
expenditure had also come to'the fore.

1 STAFF WRITER
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National lotte could

ease taz% ?rs buié?n

SEYCHARLOTTE
MATHEWS

A suceessful national lot-
tery designed to channel
the bulk of its income to
Reconstruction and De-
velopment and charitable
préjects could possibly
ease the burden on the
taxpayer, Lotteries and
Gambling Board member
Jan de Lange said yester-

day.

The Lotteries and
Gambling Board released
its recommendations last
week which suggested
that gambling be lega-
lised, if strictly con-
trolled.

It recommended that a
national lottery be estab-
lished, with the net pro-
ceeds after expenses
going 50 percent to the
Reconstruction and De-
velopment Programme,
20 percent to sports, 20
percent to charities, 5
percent to arts and cul-
ture and 5 percent to

" miscllaneous causes.

‘Be Lange sald, if the
Board's recommenda-
tions for a national lot-
tery were accepted by

could

lieve the neeessny for in-
creased taxes. The
money contributed to the
national lottery would be
freely given and not an
imposed tax, with prizes
as an incentive,

It was difficult to say at
this stage how much
money could be raised by
a national lottery in
South Africa, but the
UK'’s national lottery
launched last November
had raised £41-million in
its first week and since
then its weekly turnover
averaged between £35-
million and £50 million.

Turnover

The turnover of a
South African lottery is
likely to be considerably
lower because this is not
as industrialised a coun-
try and distribution
raises greater problems,

The UK's lottery is
based on lotto, where a
choice of numbers is fed
into computers, and they
will be launching & sec-
ond game based on
scratch cards later this
year.

\

Lange said the type
of lottery that would suit
South Africa best would
be decided by the Board
and would be either a
lotto or a scratch game.

The Board recom-
mended that South Afri-
ca’s existing scratch card
operators, which are
technically operating ille-
gally, should be regulated
in the interim and gradu-
ally phased out. Three
classes of smaller lottery
will be permitted, with
the largest type of lottery
not to exceed turnover of
R500 000 per game,

The recommendations
of the Board have still to
be approved by govern-
ment and legislated,
which is expected to hap-
pen during the current
parliamentary session
ending in August.

Once legislation has
been passed, a Natlonal
Lotteries Board will be
set up and it will then put
out a tender for the lot-

tery.

In the UK it took a
year after legislation was
passed before a national
lottery became operative.
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Relief for tax offenders
By CLAIRE GEBHARDT CT(BZ’)i b ,3 h(@%)

ECONOMICS EDITOR

Government is to introcuce a once-off tax amnesty for everyone not on
register on April 26 1994 or whose whereabouts were unknown on that
date.

The amnesty will last for three months, during which period they
will be absolved from liability for taxes relating to periods before
March 11994, .

To have extended the amnesty any wider would have cut too deeply
into the equity of the tax system and the ongoing recovery of overdue
revenwe, according to the Finance Minister, Chris Liebenberg.

The terms and conditions of the amnesty will be set out in a General
Tax Amnesty Bill to be tabled later.

The amnesty will cover income tax, employees tax, value added tax
(VAT), stamp duty, donations tax and secondary tax on companies
(STC), or any tax or duty imposed by the law of a former state or terri-
tory.

r}:Fhe amnesty will not apply to people registered before April 27 1994
who were already under investigation by the tax authorities.




Hard line on tax avoidance schemes
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CAPE TOWN — Finance Minister Chris
Liebenberg gave notice yesterday that I LINDA ENSOR { 220 } ‘
government was to take a hard line against “\ 'sures on more than one company car, the
tax avoidance schemes which, though le- ~accrual and 1_ncunjal qf interest on existing
gal, went against the spirit of the law and\and future financial instruments, interest
bordered on being fraudulent. Mearned by emigrants, the taxation of lump

He also announced a tax amnesty for \gum payments and the writing off of the
people not registered as taxpayers before 3 ost of ships and aircraft.
April 27 last year or people who werg He said that tax avoidance gghemes had
registered but’ whose whereabouts were " continued despite governient's attempts

k 0 the Commissi of Inland ., to reach an understanding with tax advjs-
Revenue, Hereafter “any further tax eva\aQers and the private sector. He cited as
sion would not be tolerated”. examples ﬁx\ed property acquisitions, con-

The tax avoidance issue included mea- i Yo Page 2
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Kessel Feinstein, said the
Sandton office was
operating on less than
half its staff complement.
“The office seemed to be
& political football at the
time of Codesa and it
ended up in a morass of
red tape:and never ef-
fectively got off the
ground,” said Croome.
He said he welcomed
Finance Minister Chris
Liebenberg’s commitment
in his Budget speech to
improving the efficiency
of tax collection,

Meanwhile, Andrew
confirmed Sunday re-
ports which said there
were plans for a crack
squad, comprising top
private sector account-
ants and lawyers, to be
seconded to Inland Reve-
nue to bolster its investi-
gation teams.
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ly socialist Budge . .
@ The Communist Party welcomed the shift from
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R2.2 billion for baosting

come”.

mpgratiw; of

was “a realistic balarice between theni

the RDP and the i

restructuring”.
@ Exporters welcomed'

. velopment Programme. o
@ Director-general of the South African Chamber

security spending to the Recenstruction and De-

of Business Raymond Parsons said the Bud

‘suosieg puowfey [819uaF-103
-241p sSauIsng Jo JAqUIBYD VS

192p Suyo1Alas Jo 3500 a4

paoey dnosd owmooui-afppiun ayy
~odmpuadxa uogdumnsuod 10 £

pIes snon 391d 20UBNY U0 UBW

‘ptes ays ‘Buysnoy

POIUBM OUM STENPIAIPU] PTE SIINT

-BUIHO0D ‘101298 3jearxd ayg o3 [eu

-B1s aaptsod ABpy v Juas Suysnoy

I0J SUOIIBIO[[R 21BIS UI dSBIID
-ui juadsad 08 2AN933J9 BYL

Sup

uoag wopoasy -UOW MOJ10q 03 SUMUIND Uy topy

U0Bm  -woyypsnf ou sj 219y ‘Smmoss sy
~[1SUOD M3l 2Y) JOpin uUdWIoM JO¥ ATIou023 Ino uIym dwy e v,
suiray feopord ul wed jueopim | Mg grqesdasoeun sem yoygap

-81s A[(eas 1531y o, sem s
‘sojqe1 xej uy
uogsvaiuIdasip tapuad jo uonyo

393pnq 3g3 ples maspuy I
. ‘uossjuInIo) zZyvy Iy) Aq po
-PUIWIUI03 NIBWOUIQ (00 0STH

-snog 03 1800q Jofew e se pag

oK) Pauiodfam OPUOYN-IqUIYIN
arjueg Suisnoy Jo JIISIUIN

“pres snon 1 ‘oaes 03 apd

-03d aSeinooud o3 auop sem AN|

001 I[IyMm ‘AIBuOpBiUl SBA 1]
® S0 OM) JO AAd[ |30 oqf

- ‘uol8ald qof

103 3| 001 gIM. ‘Buolss 0oy sem
Suipuads je1d20s 031 3JIYs ayy,

dd

-ge o) p oA ‘sIy3u s,uawom
uo uewsagods q( ‘sypws audQ

’ v ‘eolyy qnog .

uj [033u03 Jo Ino Suiaqg 2wmLad -

30 143y 3Y).ul popin3sim sBM

Aouom aAws. 0y jdwidyys oy, .

‘198pnq .

9otjod 3} Wl SULIA) [BAJ WY IEBAIY

~3p 3y} 18 N0 Y MaIpuUy JN

-aseason] Juddsad § 8 ‘uogf

~JI9 6EY 01 JINS31 B S8 5[ PIHOM

43 yaum augj JO o sem (0o 08y
JO 2woduy J[qexe) v je juddsad
¢y Jo ?jea jeudsew doy any

. .« Seap 1vosIy ssaippe
1" ssouSufj{ImMun §3UIMUIIA0T
94j Aq utede 194 pajowurey aq 03
Suto8 2ae siafudxey swodur-afp
-PIUE JO SPUBSNOY} JO SPIIPUNH,,

R *sonssy A3y 03 non
papyey pey 3a8pnq
ays ples mIIpuy Udy uetsayods

uaye aa8 o3

Joueuly Ayieg onyBIdOoOWA(g
*Awou0d3 ays ur PYmoad Jur
-ISIXd ¢InDd UBY) JAYjel e[nuIs
pImoM 31 ‘apis aamsod ayy wQ
‘sduaes [uosiad jo
1500 a3 e Suipuads uonduinsuod
ajeatxd 1s00q ppuom 123png agy,

‘pres
juBjy 1d ,‘Yi{eam pue swoouy
JO UOUNQUSIPAI B 103JJ3 01 IPIS
INUSA3I s OS[e jng ‘3a8pngq oy

- §O ap1s danppuadxa oy Ao oz

Sursn je poune st 398pnq posi-
-ddy siqs 3eyy Jeaqd, 8t 1y,
*xe) awmoow [euossad uf w.:
-siodsodur s34 Aq woNelq WG E - ,
AJerodwd) aq pinom Aa9y jBuc ;.
-1suea3 3y asyuoad ay) pres jue[y

ooy, ucwmsayods asueufy N
‘WSAS XEY

s Anunod oyl Sulurioyay jo w
Yl UMM IDIJUOd ul Sem SIGE
9%’

12211p uo siseydwo dsi0w gv
313Y3 3By OS POYIYS PRy W
-1out sjt Inq ‘swes a3yl paule
-31 peyg udping xej [B10f AL
‘9JIM pue pueqsi

uo uofjBxe} jeiedas 103 Fuymo|
UdAI ‘SPloydsnoy Juodur-Jayd
U0 uaping ayy paseatour Ajdie
1u3343d ¢p 0) d3ed XB) SWOD
[euiSiem wnwixeuwr ayg) ul 3t
ah) pres Ajieg jeuopeN 9yj
‘sanded jeanijod

28021 B WO ey umesp aaey
-png Isayy s,81aquaqary S J
-siuygy dduenty ui sjesodord X1
juapuodsaiion (Bo
HIAMVS AT

pue m:,%@ q PoSIOIILIO SP[OYESNOY SWOdUI-IdYSIY U0 usping




CLIVE SAWYER
Political Correspondent

TAX on top earners in South
Africa is still reasonable by inter-
national standards, Minister of Fi-
nance Chris Liebenberg said
today.

Mr Liebenberg and his deputy, Alec Er-
win, gave evidence to the parliamentary
joint standing committee on finance.

Yesterday’s budget, while widely wel-
comed for its measures towards econom-
ic reconstruction and investor friendli-

ness, has been criticised for worsening
the tax burden on the middle class.

Mr Liebenberg said personal taxes had
been subsidised for years by the taxes
paid by married women.

This had ended yesterday with the abo-
lition of discriminatory tax tables based
on gender and marital status.

Overall, people at the top end of the
scale still paid “very reasonable” taxes,
taking into account the rate of value add-

ed tax and the absence of a capital gains
tax.

Replying to a question about the low in-
creases given to civil pensioners, Mr Lie-
benberg said it was commeon practice in
the private sector to give pensioners
increases lower than inflation.

Civil pensioners are to get 6,5 percent
increases, while inflation this year is ex-
pected to be about 9,5 percent.

Mr Liebenberg said civil pensioners

usually were given about 70 to 80 percent .
of the average increases of their private
sector counterparts.

He said a “vast amount” still had to be
done towards general economic reprior-
itisation.

A one-year wonder could not be expect-
ed.

Mr Erwin said achievements of the
budget included the impetus for new
housing, effective primary health care
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Higher margiﬁél tax expected to slow car sales

PAT CANDIDO
The Argus Bureau
PORT ELIZABETH. — The
new top marginal tax rate of
45 percent on incomes of more
than R80 000 a year will have a
restraining affect on the sales
of new vehicles, says Willie
van Wyk, chairman of Port
Elizabeth’s Regional Chamber
of Commerce and Industry.
Mr Van Wyk, who is also
managing director of Delta

Motor Corporation, said today
the closing of the tax loophole
for more than one company
car would also affect sales.

“Top earners — who are
likely to run second and third
company cars — will now pay
significantly more tax

particular perkﬂﬂ“’

“While the atfect ol
cannot be quantified at this
stage any additional tax must
have a depressing effect, spe-

i

cially on sales of smaller cars.

“However the massive infu-
sion of capital into the Recon-
struction and Development
Programme will stimulate the
building and small business
sectors, both of which are more
likely to rely on the fast-grow-
ing commercial vehicle sector
for transportation needs.”

He said the increase of two
cents in the price of fuel — al-
though implemented to mini-

mise mflatnonary effects —
still resulted in an absolute in-
crease in costs with all atten-
dant adverse implications.

It was encouraging that the
government had allocated
R1L.5 billion to the tern

Cape region. g\

“Overall we~belie is a
positive budget in line with re-
quirements of the times that

we live in and the issues which
need to be urgently addressed.”




ANC Womén
hail tax equity,

ence cuts
2206

BY BARRY STREEK
POLITICAL STAFF
crrlalag
THE ANC'’s women parliamentati-
ans said yesterday they had been
instrumental in the reduction in
defence spending in the budget
and the shift away from mili-
tarism, and welcomed “the long-
awaited abolition of the gender
discriminatory tax system”.

They said in a statement that
the 1995/6 budget could be
described as the first of the new
South Africa and reflected the con-
tribution made by ANC women in
and outside Parliament.

They welcomed the single rate
of income tax and the primary
rebate of R400, effectively the child
rebate for four children.

“However, we are disturbed
that single earners with more than

*five children will not be granted a
rebate.

“The increase in soctal expendi-
ture on health, education and
housing is heartening, as is the
reduction in defence spending.

“For too long public expendi-
ture has disproportionately been
devoted-to militarism ... ANC
women will continue to push for a
reduction in defence spending in
subsequent budgets.”




= Life offices praise holistic

retire

LIFE offices and reti
ment fund repr ives

22C

SAMANTHA 3HARPE

plauded yesterday

ance Minister Chris Lie-
benberg’s call for a holistic
review of retirement fund
taxation, including the cap
on pension funds.

Life Offices’ Association
chairman Gerhard van Nie-
kerk said the decision not to
introduce ad hoc measures
and to opt-instead for a ho-
listic review was welcome.
. The industry had pro-
posed that any decision on
retirement fund taxation be
deferred for further inves-
tigation in an attempt to
stop any “rash change” of
pensxon taxation.

‘Van Niekerk said the in-
dustry agreed with propos-
als .about lump sums pay-
ments, but it was important
to draw attention to the
greater difference in the
tax treatment enjoyed by
members of public sector
pension funds and members
of private sector funds.

Institute of Retirement
Funds president Maurice
Harding said the insurance
industry could now afford
to sit down with govern-
ment and plan for the
future on long outstanding
retirement fund issues.

The potential merger of

government pension funds'
and the actuarial under-

funding of the government
pension fund were now on
centre stage, he said.

Debate could focus on the
type of structure the gov-
ernment fund should take,
with the state seemingly
prepared to work through
the debate on whether or
not its pension funds should
be government funded.

Institute of Life and Pen-
sion Advisors spokesman
Chris van der Walt said he
was relieved that the Minis-
ter had decided to discard
the notion of a cap on pen-
sion contributions.




Retire ‘before new

' JOHANNESBURG: Individuals
who are thinking of retiring should
consider doing so immediately
before the new tax laws come into
affect, according to Syfrets tax con-
sultant Mr James Wolfson.

Mr Wolfson said although

- Finance Minister Mr Churis Lieben-
berg’s budget appeared to be rea-

sonably “retirement-friendly”, the

fine print “may have a marked
effect on individuals’ retirement

(Sonn
L)

decisions”.

Amendments to the taxanon of
retirement {ump sums would
increase the effective tax for
retirees.

“With proper tax planning,
individuals were able to bring their
average rate of tax on their retire-
ment lump sum down to 17%. The
amendment now precludes this,”
he said.

According to the amendments,

o0

@ sl

retirees could no long
low rate of tax in the year of retire-
ment.

The retirement lump sum
would now be subject to the high-
er of the current and the previous
year's tax rate.

Furthermore, retirees were no
longer able to deduct from tax a
percentage of their retirement
lump sum in their year of retire-
ment. —Sapa




“hugely” successful.

towards towards autonomous tax col-
lection. Such systems had proved

The new system would require a
new way of assessing the service’s
performance. Only those offices that
performed should benefit, he said.

Although no immediate measure
had been implemented, Van Heerden
said he was convinced Finance Minis-
ter Chris Liebenberg was very seri-
i | ous about the problem.
| In the meantime, Internal Revenue
had R8hn outstanding on its books,
which he said was more than the total

BUDGET REACTICN

TIM COHEN B

amount allocated to the reconstruc-
tion and development programme.

were often poached by the private
sector after they had worked for the
service for about two years, he said.

He said the service was completely
in the dark about what the adminis-
trative consequences of the tax am-
nesty would be, and could not be sure
whether it had the resources to deal
with new taxpayers should they come
forward in large numbers.

Sapa-Reuter reports Van Heerden
told Parliament only one man stood
between SA and chaos.

“We have a computer system that
was designed in 1962. It was modern

R8bn in tax outstandins

CAPE TOWN - Inland Revenue |
currently had R8bn outstanding
on its books and could collect this
money within a very short time if

L. now it r
ing,” he said in a plea for-g-new
computer. “In fact, there is only one
man who knows how to maintain it. I

plans to reform the service were  The service could begin to collect  10Pe that the buses in Pretoria drive
implemented quickly, Commis- that money very soon if the right  CArefully because if they ever knock
sioner for Inland Revenue Trevor  people could be found, he said. this chap down, that's the end o? us.
van Heerden said yesterday. He said SA spent 0,8% of revenue E}?apalr;rpor'ts the service's director
Addressing the Parliamentary on collection, substantially less than gh egal drafting lan Meikiejohn said
finance committee, Van Heerden other countries. Singapore, for exam- e new mclome tax tables took effect
said the service was currently study-  ple, spend about 16% of revenue on 7 March 1. ) o
ing the implications of operating collection. The changes to income tax {ables
autonomously. The biggest problem was that staff proposed in Wednesday’s” Budget
He said the international trend was would be implemented by employers

from May. Larger employers wouid
receive the new tables on computer
disks from Inland Revenue: Gther
employers would probably- receive
the printed tax tables after-Jine 1.

“They are a lot simpler thari tfe oid
ones,” he commented on the-admini-
stration of the new income-tax struc-
ture which has abolished. ta® dis-
crimination on the basis of sex or
marital status.

The increased excise om Various
goods, like cigarettes and“altohol,
came into effect on Wednesday at
3.18pm, a'spokesman said.

idated results of
'its subsidiaries
| December 1994

aonths to Year to
Dec 1993 30 June 1994

ot 7932 16 559
195 375

7737 16 184

163 2

(3 350) (6509

4550 9988

2018 4084

2532 5904

9,6 22,3

50 12,0

Satour’s sre

THE R57m allocated to the
SA Tourism Board in the
1995/96 Budget was pea-
nuts which would make
selling SA overseas against
well-funded international
competition an almost im-
possible task, Satour execu-
tive director Walter Msi-
mang said yesterday.

For this reason, the
board would approach

stakeholders in tourism

soon to impress upon them
the importance of investing
in the industry that guaran-
teed the highest returns.

Msimang said Satour’s
slice of the Budget was
R56,7m. It was allocated
R79m last year.

Msimang said SA — a
“long-haul destination”
#ith markets in the Far

+ :vast, the US and Europe —

colild not hope to compete
against countries such as
Australia and Canada,
which spent six times more
than SA on tourism.
“About 15 years ago, SA
had more tourists than Aus-
tralia, then the Australians
realised the value of tour-
ism and invested in it —

THEO RAWANA

“Today we are looking at
800000 tourists a year,
while the Australians are
talking of 3,6-million tour-
ists a year. Even small New
Zealand spends more than
us on tourism.”

For Satour to be able to
sell SA overseas, more
money should be spent on
developing the industry to
its fullest potential.

Mining and the manufac-
turing sectors were falter-
ing as competitors on the
world trade stage. SA could
depend on the service in-
dustries, but even in this
area, countries such as the

far ahead on information
and technology.

“So we are left with tour-
ism to export — and i is the
cheapest way of .getting
foreign exchange.for this
country — and the.réturns

are far more than the in-

vestment,” he said..:

“We are going tasit down
with the decision-makers —
decision-makers-in the in-
dustry — and demonstrate
to them in specific. terms
how the appropriate level
of investment would en-
hance the objectives of the
reconstruction and devel-
opment programme,’ Msi-
mang said. e

and it paid off.

FR OF THE ABOV
ERS.OF-MU
DIOS/WALKMA|

OVELOOKING

ULTIBAND
NS :




Sacob’s Parsons warns

[ N U

9

of worse ‘brain drai

EDWARD WEST (5.8 \ 3

CAPE TOWN — Negative sentiment by the
raising of the maximum marginal tax rate to 45% on a
taxable income of R80 000, announced in the Budget,
could aggravate the “brain drain,” Sacob director-gener-
al Raymond Parsons said yesterday. .

Speaking at the Old Mutual budget forum, Parsons said
that from January to October last year 2000 skilled

~ people had left SA, according to official statistics, and

that figure was probably an underestimation.

“We cannot afford to aggravate _’this b %a;sjevels
perceived to be onerous.” i w!

He said the R80 000 threshold, subst t%ily lower than
the R150 000 proposed by the Katz commission, should be
revised, perhaps in the next Budget.

Life Offices Association tax convener Abri Meiring,
interviewed at the forum, said the changes to single
premium, lump sum tax benefits on retirement annuities
announced in the Budget could result in a rush to utilise
the benefits before the cut-off date of September 1.

Southern Life life assurance marketing senior GM
Patrick Sheehy said the changes to the lump sum benefits
wefe unlikely to result in a shift by policy holders away
from retirement annuities, even though tax henefits had
been reduced, as the annuities still offered substantial
tax benefits.

He said taz advantages were a major marketing tool
of retirement annuities.

NICOLA JENVEY reports from Durban that Frankel
Pollak Vinderine economist Mike Brown said the Budget
was tough for the man in the street, but ke could expect a
worse one next year. He told an Ernst & Young Budget
presentation that government would have to spread the
tax base through capital gains, inheritance and land
taxes or grow the economy at 6% to cover the deficit.
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CLIVE SAWYER

Political Correspondent

THE taxman is owed R8 bil-
lion — enough to pay for
the reconstruction and de-
velopment programme in a
year — but he can’t get his
hands on it.

Plagued by staff shortages,
the department of inland reve-
nue is unable to collect the
money which is already on its
books.

“Within a year you would see
results if we had the right type
of people,” commissioner of in-
land revenue Trevor van Heer-
den has told parliament’s joint
standing committee on finance,
which is hearing evidence
about the budget.

Mr Van Heerden strongly
backed proposals to “commer-
cialise” the department.

His office should have the
flexibility to be able to keep up
with taxpayers.

A taxing job for one man in Pretoria

THE entire
South African
tax collection
system depends
on the continued
good health of
one man, Com-
missioner of In-

ardr 3§46 3 '
an can’'t get
bn ow

This included being freed
from bureaucratic shackles so
as to be able to open offices
where they were needed, par-
ticularly with a new crop of
taxpayers because of political
changes.

The office should have the
power to hire and fire.

Mr Van Heerden said his de-
partment was practically out-
gunned in the computer depart-
ment.

The department was shed-
ding staff because they were
recruited by the private sector,
which could offer much higher
salaries.

Commercialisation would
not imply that salaries of all
staff would double overnight.

It meant that a worthy per-
formance could be rewarded.

Asked by Barbara Hogan
(ANC) whether the department
was confident it could carry
out Finance Minister Chris Lie-

land Revenue Trevor van
Heerden said.

Appealing at a meeting of

1 |the parliamentary joint com-

mittee on finance for a new
computer system, Mr Van
Heerden said the existing mod-

Gw)

benberg’s order to crack down
on tax evaders, Mr Van Heer-
den said that action would be
taken.

Resources would be redirect-
ed to take a close look at finan-
cial institutions and the highly
complex tax avoidance
schemes used.

He confirmed that the tax
burden had shifted in past
years from companies to indi-
viduals. But the effective rate
of company tax was increasing
with the phasing out of various
concessions.

South Africa was not out of
line with international average
ratios of revenues from indi-
viduals and companies.

Replying to a question, he
said steps were being taken to
tax casinos, but the department
had not yet had a chance to ex-
amine the tax implications of
recommendations in the report
by the Lotteries and Gambling
Board.

el was 30 years old.

“There is only one man who
knows how to maintain it. I
hope that the buses in Pretoria
drive carefully because if they
ever knock this chap down,
that’s the end of us,” he said. —
Reuter.

1




A TAX ammesty has been grant-
ed by Minister Liebenberg which
%4l “close the book on disobe-
dlent taxpayers”. But the am-
Testy is narrow — only the
‘Ringhtiest of citizens and busi-
“ji&55s organisations stand to gain.
" Although Liebenberg set out
“{iié broad terms of the amnesty
‘1, his Budget speech, the exact
terms will be known only when
the relevant Bill is tabled in Par-
‘Tiament.
=*Fhe amnesty applies to three
read streams of “taxpayers’:
those who had not registered on
o before April 27 1994, those
-who were registered on or after
that date, and those who were re-
gistered before that date but
whose whereabouts was un-
known to the taxman.

o Reward

“""The terms of the amnesty are
such that within three months (of
a date to be announced by the
minister) individuals and organi-
sations who meet the amnesty
criteria can come forward and
register as taxpayers.

. The amnesty extends to in-
come tax as well as other taxes.

TOUGH new measure to
ferret out tax dodgers as
well as an improved tax
collection system have
been announced by the
Minister of Finance.
LEIGH ROBERTS reports.

The reward to errant “taxpay-
ers” for owning up is that all pre
vious tax liabilities will be forgiv-
en. Effectively this means:

B@No income tax is payable for
the tax years ending on or be-
fore February 28 1994.

8 Outstanding employees’ deduc-
tion tax owed by business organi-
sations need not be paid for the
period before March 1 1995.

B VAT need be paid only on
goods and services supplied after
March 1 1994,

@ No liability will arise on trans-
actions made before March1
1994 relating to stamp duty, do-
nations tax or Secondary Tax on
Companies.

In addition, any person —
whether qualifying for the am-
nesty eriteria or not — who is
liable for sales tax and who pays
up in the nine-month period after

the announcement will not be re-
quired to pay penalties.

Martin Kourie of Momentum
Life Assurers says it’s important
to note that the amnesty does not
apply to those taxpayers who
have been submitting and paying
their annual income tax but who
have underpaid as a result of not
disclosing part of their income.

These taxpayers, he says, now
have even more to worry about
over their non-disclosure.

“Liebenberg made two warn-
ings in his Budget speech.

Improved

“Firstly, there are going to be
tougher new tax evasion mea-
sures brought in to ferret out tax
dodgers.

“Secondly, he has committed
himself to an improved and more
efficient tax collection and ad-
ministration system.”

It's the second warning that
might cause sleepless nights to
those who have hidden income in
the_past, as detection could be
easfer.

Liebenberg's tough new mea-
sures mean that proper compli-
ance by taxpayers is going to be
better than it has ever been.
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~SMALL businesses have been af-

forded some light relief in the Bud-
get. They now have the option of
being taxed on a cash-flow basis,
which could render them significant
_ working capital benefits.

Importantly, Minister Lieben-
berg’s comments in his Budget
speech show that the Government
recognises the critical role of the
smal] business sector in the growth

“of the economy and in job crea-
tion,

But Liebenberg said that more
research and consultation on the
tax issues affecting small business
was necessary before any major
progress could be made.

The Commissioner for Inland
Revenue is charged with the diffi-
cult task of setting the criteria that
will identify a business as small
amd hence eligible for the conces-
-gipn.

~.The cash-flow option allows for
inpome and expenditure to be re-
gognised for tax purposes only
‘vehen the cash is received.

Z>Brendan Dardis, of accounting
firm Ernst & Young, says there are
two main potential benefits of this

EB)(3)
RECOGNITION of the
contribution by small
businesses to job and
wealth creation is
expressed by tax relief
in the Budget, writes
LEIGH ROBERTS.

Taxable income calculated on the

Accrual Basis R200 000
Add Opening stock

Opening debtors

Closing creditors

Deduct  Closing stock 60 000

Closing debtors 45 000)

Opening creditors (50 000}

Taxable income on the

cash basis R180 000

option to a small business,

Firstly, there could be a cash-
flow benefit in that additional work-
ing capital will not be required to
fund the higher tax calculated on
the normal accrual basis.

This is particularly important to
small businesses which often have
great difficulty in raising external
finance, says Dardis.

Secondly, many small businesses

keep their accounting books on a
cash basis anyway, and the conces-
sion will make submitting tax re-
turns a lot easier and quicker.

The cash-flow option is not
unique in our tax system: it might
currently be adopted for VAT calcu-
lations where the value of taxable
supplies is less than R2,5-million in
any 12-month period.

The cash-flow basis will be par-
ticularly beneficiel to those busi-
nesses where, at year-end, the
value of stock and debtors is
greater than creditors, Dardis ad-
vises.

The example in the accompany-
ing table illustrates the potential
benefit of the cash-flow concession.

If the business is a close corpora-
tion and hence taxed at the com-
pany rate of 35% (excluding See-
ondary Tax on Companies), the tax
paid on the cash-flow basis will be
R7 000 less than the tax paid on the
accrual basis.

Full details of how the cash-flow
basis will be applied will be known
only when the Income Tax Amend-
ment Bill is tabled in Parliament,
around June or July.
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LEIGH ROBERTS
RETIREMENT planning enters a whole
new ball game after the dramatic ehan-
ges announced in the Budget. To many
wealthier retirees, the amendments
mean a significant increase in the tax
payable on their retirement nest eggs.

The changes — which are effective
only from September 1 1995 — might
well push many taxpayers inio early
retirement.

Minister Liebenberg announced two
changes to the existing taxation of
lump-sum receipts from pension, prov-
ident and other retirement funds.

Both affect the calculation of the av-
erage tax rate

The average rate is used to deter-

Those retirement nest eggs might take a knock

mine how much tax the retiree will
pay on the taxable portion of his lamp-
sum receipts. It's a concessionary rate
as it's lower than the retiree’s marginal
tax rate.

The average rate is applied to the
taxable portior of lump-sum receipts
(which is the cxcess portion of, very
broadly, the R120 000 tax-free limit).

The first change is that the average
tax rate will no longer be based solely
on the taxable income earned in the
year of retirement. It's now the higher
of thal rate and of the average rate
paid in the immediately preceding year
of assessment.

This is a significant move, says Beric
Croome of Kessel Feinstein, as until

E R R R R S

now it has been possible to plan one's
affairs in such a way as to reduce in-
come received in the year of retirement
and so lower the average rate.

Martin Kourie of Momentum Life As-
surers says it will now no longer be the
best tax practice to retire at the begin-
ning of the tax year in the hope of
reducing income received in that year.

Great caution

He says planning will now have to
be done over a two-year perioed, which
is a lot more difficult.

The second change announced by
Liebenberg closes off a loophole used
by wealthier taxpayers for many years
and to great effect. It worked like this:

R

in the year the retiree receives his
lump sums, he makes a single premium
contribution to a retirement annuity

An anomaly in the tax law allowed
the RA to be calculated at 15% of not
only the retiree’'s normal taxable in-
come but also on the lump sum. This
hugely inflated RA deduction reduced
the taxable income, and hence the av-
erage rate, resuiting in substantially
less tax on the lump sums.

But the loophole is there no longer as
the RA deduction will now be limited to
15% of normal taxable income (and not
the lump sum).

Croome and Kourie agree that the
window period to the date of the chan-
ges, September 1 1995, allows for many

eligible taxpayers to consult their tax
advisers, since there might be definite
merits in taking early retirement.

But as Kourie says, “A decision such
as taking early retirement to work for
one’s previous employer on a consul-
tancy basis should be taken with great
caution.

“One should do a careful cash-flow
analysis of the loss of earnings and
benefits, particularly those relating to
pension investment and the risk bene-
fits forgone.”

Croome notes that the propesed
changes would also appear to affect
lump sums payable on retrenchment
and other cases where the average
rate concession is granted.
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CALCULATING your income tax is going to be a lot dif- 1 cash-low
ferent this year after the fundamental changes introduced nings and
in Chris Liebenberg’s Budget. relating to
A summary of the major changes affecting individ- risk bene-
bE] ual taxpayers follows, with some examples to show their
effect on after-tax income. S proposed
M 8 There is aow one tax table for all individual taxpay- ar to affect
ers. Gone are the separate — and discriminatory — trenchment
: tax tables for married women and singles. he average

B The new table (see Page 18) holds tax rates which

are higher — above incomes of R30 000 — than the

“married person” table applied to married men and cer-
. tain other taxpayers in the previous tax year.

Child rebate abolished

The higher tax rates stem from the trickle-down effect
of an increased maximum marginal rate -— now 45%, was
43% — which kicks in at taxable incomes higher than
R80000. (The marginal tax rate should not be confused
with the average tax rate, see Magnus Heystek's column
on Page 18)

8 The primary rebate has increased by R400 to R2 625.

8 The rebate for dependent children has been abolished.
@ The old age rebaie has been maintained at K2 500.
Taxpayers 65 years and older can deduct this in addi-
tion to the primary rebate.

BThe tax thresholds have increased. This refers to the
lowest taxable income earned by taxpayers before they,
effectively, start paying tax. For taxpayers under the age
of 65 it's now R14 605, for taxpayers over 65 it’s R26 786.
Last year, the thresholds for & married person were
R12500 for under-65s and R24 881 for over-65s. The
thresholds for & married woman were R5263 for under
658 and R17 262 for over 65s.
@The transition levy has
not been renewed in this
year's Budget, but taxpay-
ers are still liable for the
second portlon of last year's
levy. For salaried taxpay-
ers, this will be collected as
an extra deduection from
their salaries over the three
months to May 1995.

For provisional taxpay-
ers, the levy will be collect- .
ed in the payments due in 0 an

Aug;lst 1995 and February
1998, R WIMPY:

This vear's levww navment 0 TR




R

)
i

109330 18
(ndxey &
- gas00
By puo
oGP Q
oM} B 5
jupureid

) jeadt

a4 WON
3k X8} &
0} 20108,
i
| Jo oL
AW a1 48
) u pes
IR
sod useq

ed in the payments due in
August 1995 and February
1996.

This year's levy payment

is calculated at 1,67% on
the portion of taxable in-
come that exceeds R50 060.
Most married women will
pay the levy for the first
iime this year. many were
excluded last year as the
levy kicked in after a tax-
able income of R175 000.
# The Budget did not hold
many surprises for individu-
als, apart from the average
tax rate on retirement lump
sums (see lead story). The
expected clampdown on
employees' travel allow-
ances did not happen, nei-
ther did the capping of pen-
sion and retirement annuity
contributions. One company
perk that was singled out
for attack, however, was
second (and subsequent)
company-owned cars used
by an employee or his fami-
ty: the monthly taxable
value of this fringe benefit
is now 2% ~— from 1,2% —
of the value of the car.

S0 how does the new tax
scenario affect your pocket?
Clifford Goldberg, of Fisher
Hoffman Sithole, has done
the calculations.

& Married women. Most
will pay significantly less
tax — the saving will be re-
latively greater at lower in-
come levels. At a taxable in-
come of R50000 she will
pay R10475 instead of
R13 350, At R100000 she
will pay R32 475 instead of
R33 350.

W Single taxpayers. Most
will pay less tax, but
greater relative savings will
be enjoyed by middle- and
lower-income earners. At a
taxable income of R50 000
the tax saving is R2 125, at
R100 000 the saving is
R1 565

M Married persons. Higher-
income earners will feel the
pinch of having o pay more
tax than others. The follow-
ing calculations assume
that the taxpayer claimed
for two child rebates last
year, At a taxable income of
R50 000, R300 more tax will
be paid. At R100000,
R1600 more tax will be
paid. At a taxable income of
R150 000, there's R2 600
more tax, and at R200 000,
there's R3600 more tax
due.

investmen

SEEFF TRUST'S LATEST
PROPERTY SYNDICATION
HAS A TENANT MIX OF SA'S
TOP RETAILERS.

¥ hanks to the presence of
top retailers including
Kardies, joshua Doore,
Russells, Wimpy, Mr Price and
Nu Metro Cinemas— and its
proximity to the Municipal
Offices, Reserve
Bank and State
Theatre — Sammy
Marks Square is
the busiest centre
in Pretoria.

Add to this
a {0-year head-
lease guaranteed by Murray and
Roberts Properties — plus Seeff
Trust’s enviable record in proper-
ty syndications — and you're
fooking at a medium to long-term
investment with unsurpassed
potential, Units are priced
from R10 000.

Find cut more. Send the coupen

CSAMMY MARKS

BN S RRE WE GEE 20 r0D OVE Bl M2 Y W o
Please send me more information
on the Sammy Marks Syndication.

Name
Address

Code
Tel (W) (H)

RETURN TO SEEFF TRUST, FREEPOST NO WC
4499, ROGGEBAAI! 8012 OR FAX (021) 25-3454

ETIRING?

CORRECT TIMING CAN

SAVE YOU A FORTUNE!

HEMMES,GEFFIN, KARP
ad_ Eimanmal Advienre (FTT PA o)




THE issue of marginal
versus average rates of
tax came up in the wake
of this week’s Budget. A
iarge number of people
earning more than
R80 000 a year phoned to
voice their disapproval
about the fact that they
are now paying tax at
“45%" on their incomes.

This is not correct. To
explain why not, I need to
illustrate the difference
between ‘‘average” rates
of tax and “marginal”
rates of tax.

Brain drain looms if tax rates keep on rising

First, average rates of
tax will always be lower
than the marginal rates of
tax. The average rate of
tax on someone earning a
taxable income of R80 000
is 32,6%. But, and this is
where confusion comes in,
at a marginal rate of tax
of 45%, the taxpayer will
pay 45¢ out of every addi-
tionai B1 earned.

So, while someone
might be paying a margin-
al tax of 45% aft, say, a
salary of R100 000, the av-
erage is still somewhat

MONEY
MATTERS

MAGNUS
Heystek

lower. In fact, no one pays
an average rate of 45% on

his or her income, no mat-

ier how

high the income.

Perhaps an example is
needed to illusirate this
point.

A taxpayer earning
R80 000 pays tax of
R26 100, according to the
tax table which is pub-
lished on this page. The
tax paid calculates at an
average rate of 32,6%.
Now the taxpayer gets a
salary increase which
puts his or her taxable in-
come at R100 000.

‘The tax payable is now
calculated as follows:
R26 100 on the first

RS0 000 plus 45% tax on
R20000 (the tax payable
on the income in excess of
R80 000 equals R9 000).
The average rate has
crept up to 35,1%. -
Even at a salary of
R1 000000, the average
rate still remains below
45%. Someone earning
such an income will pay
tax of R435600 (R21 600
plus 45% of income ex-
ceeding R80 000. The av-
erage rate is now 43,56%.
Close, but still not 45%.

Worrying

But whether you are
paying a marginal or av-
erage rate of tax, there is
no denying that the bur-
den on individual taxpay-
ers keeps on geiting
higher and higher every
year.

What is particularly
worrying is that South
African taxpayers reach
the highest marginal rate
of tax at R8O 000, which,
without taking into ac-
count bonuses, is attained
at a salary of only R6 666
a month.

By no stretch of credu-
lity can such an income be
considered high or can
anyone earning this in-
come be classiflied as
being rich. In fact, thisis a

head for countries with.
lower tax rates, both mar-
ginal and average.

This could very well
happen should there be
no tax relief in the next
couple of years.

Already the tax revenue
from individuals now ex-
ceeds 10% of the gross
domestic product, and any
further increases in this
percentage might well see
a flight of intellectual cap-
ital out of the country.
This is something the
country can il afford.

Most people, I'm sure,
will be willing to accept
temporary high tax rates,
but if the rates do not
start coming down in the
near future, there might
well be a stampede out of
Jan Smuts -—— not because
the country does not have
a future, but purely be-
cause of the high tax
rates paid by an ever
smaller number of individ-
uals.

Excuses

Excuse me for being
cynical. Too often have
watched finance minister
after finance minister
promise to bring the fax
rates on individuals dowi.
And time after time there
have been handy excuses
whv the ratee bave in



jonal status.

net worth individuals.

1ables you to benefit from full capitalisation
‘osts, as well as full and separate funding of

rmation on our home loans for professionals,
{ one of our financial consultants on:
drofessional) 498-2002, (Medical) 498-2008,
4570, Durban 304-0561 or Pretoria 322-9726

a month.

By no stretch of credu-
lity can such an income be
considered high or can
anyone earning this in-
come be classified as
being rich. In fact, this is a
very average income, con-
sidering the astronomicai
cost of Living.

The point has been
made that the tax squeeze
on the “rich” could lead to
an acceleration of the

cytiical. "L'oo often have 1
walched finance minister
after finance minister
promise fo bring the tax
rates on individuals down.
And time after time there
have been handy exeuses
why the rates have to
keep going up.

B The author is the per-
sonal investment con-
sultant to The Star. He is
director of his own in-
pestment company,
Magnus Heystele Invest-

brain drain s young peo-  ment Plapning Services
ple take their skills and (798.3205).

[ How burden increases

Individuals

TAXABLE INCOME

[ Tax Marginal Rate
0 5000 17% of each R1

5001 10000 850 +18% of the amount over 5 000 17%17.5%
10001- 15000 1750 + 15% of the amount over 10000 17.5% 16%
15001 20000 2700 ~ 20% of the amount over 15 000 18%185%
20001- 30000 3700+ 21% of the amount over 20000 18.5%19,3%
30001- 40000 5800 +31% af the amount over 30 060 19.3%22.2%
46001 50000 8900+ 42% of the amount over 40 000 22,2%262%
50001 70000 13100 +43% of the amount over 50 000 26,2%31%
70001- 80000 21700 + 44% of the amount over 70 000 31%326%
0001100000 26 100 + 5% of the amount over 80 000 326%351%
100001120000 26 100 + 45% of the amount over 80 000 35.1%36.75%
120001140000 26 100 + 45% of the amount over 80 000 36.75%37.9%
140001160 000 26 100 + 45% of the amount over 80 000 37.9%388%
160001180000 26 100 + 45% of the amount over 80 000 388%35.5%
180003200000 26 100 + 45% of the amount over 80 000 395%-<1%

In addition 10 the above a transition levy is payable.
Deduct primary rebate of R2 625
Taxpayers 65 years and older can deduct a further rebate of R2 500,

Source: Kessel feinstein

Not the end of
e éga%z ;r{obe

LEIGH ROBERTS

WHAT happened 1o the r dations made by
the Katz commission of inquiry into taxation? While
some of the recommendations made it into the Budgel,
many did not.

But that's not the end of the recommendations or
of the Katz commission.

In his Budget speech Minister Liebenberg stregsed
thet although several of the recommendations were not
immediately implemented in the Budget, this did not
mean they had been discarded.

It rather reflected. he said, the fact that improved
administration needed to be secured before certain re-
forms could be tackled.

Unitary tax structure

Liebenberg commended the commission on its work,
and has authorised the commission to continue ils
investigntions.

The commission will focus not only on the issues
which it has, itself, singled out for further analysis bul
further issues that will be referred to it.

The commission’s recommendations which made I
into this year's Budget include: a unitary tax strueture
for individuals, the need for improved tax adminisiri
tion, the feasibility of a general tax amnesty, and the
need to maintain the current rates for VAT and corpo

i

‘Average Tax Rate (%)
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THE government has
set 1p a crack ghost
squad comprising
some of the country's
top private-sector
lawyers and accoun-
tants to bust multi-
militon-rand tax eva-
stan scams,

The identities of the new
rearu'ts will not be made
pulilic to Increase their
efféctiveness and to pre-
ven} t1x cheats from know-
ing In which areas they are
operating.

Twenty lawyers and
accduntants have alrea
een seconded by the pri-
vaie ‘ectscofor 4 year to
bolster t//a Department of
Inland Revenue's under-
staffod investigation
teams. Ten others will be
put on the department’s
| payro’l for two years.

The new professionals
have heen recruited from
the private sector by
Finance Minister Chris
Liebenberg’s special advis-
er, Charles Stride,

They will concentrate on
special projects like court
cases, assessing tax scams
and uodating the depart-
ment’s detection systems.

Commissioner  for
Inland Revenue Trevor
van Heerden said this week
that companies had devel-
oped sophisticated
schemes to outsmart the
taxman,

The main culprits were
certair financial institu-
tions and their inter-
mediarles — tax advisers
— why were setting up
elaborate tax avoidance
deals for as much as
R2-million in fees.

He caid while the Katz
commission had identified
that tix avoidance and
fraud were costing the
state billions of rands
every year, the depart-
ment had been unable to
put a Egure on the cost of

ait 2 2 | Cwenier

squad’ W111~

hunt down

tax cheats

By EDYTH BULBRING: Politicat Gorrespondent

these slick corporate
scams,

“If we knew how much it
was costing, it would mean
we had detected them. One
scheme we ldentified cost
the Recelver R800-million
alone,” he sald.

However, detection was
often difficult because of
the nature of the schemes,

Mr van Heerden said the
Department of Inland Rev-
enue was understaffed on
the Reef, where much of
the tax evasion took place.

The department’s major
weapon against these
scams were sections in the
Income Tax Act which

The Katz commission
has been asked to streng-
then these provisions.

“There is a_difference
between entering into a
commerclal deal which is
tax-efficient and entering
into-an actificial deal
which has no commercial
benefit what: ther

i
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tax benefit,” Mr van Heer-
densaid.

The government was
also looking at making the
Department of Inland Rev-
enue jndependent of the
Public Service Commis-
sion so that it could attract
more skilled professionals
by offering salaries that
were competitive with the
private sector.

Mr van Heerden gave an

of

than a tax break,” Mr van
Heerden said.

He said that while there
was a thin line between

a
scam ‘in use. It involves a

ration putting up a
bul ding worth R40-mil

Yion. The corporation
fraud and what was legal. gy pyjon to the hulldg:
miead the oxmman dely. o
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allowed the department to prosecuted.
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isworth. ;
. “They use a company in
Johannesburg and one in
another city knowing that
it will be difficult to detect
them,” Mr van Heerden
said. )

Mr Lichenberg said in
his Budget speech this

(320
week that the men

was taking a hard line
against the erosion and
misuse of the tax system
by various tax avoidance
schemes.

‘“Although many are
legal, some of these

h militate against
the general intention of the

TO
7

est. In effect, they some-
times border on being
fraudulent.”

He said the government
had introduced legislation
in 1993 to allow the Com-
missioner for Inland Rev-
enue to seitle tax avoid-
ance disputes concerning

T TAX Wommﬁm |

2148 b
law and thé natiofiaVinter- schemes for films, music

recording, aircraft and
plantations.

“This offer was made in
a spirit of partnership with
taxpayers, and a similar
response was sought from
the private sector parties
and their advisers, he
said. :

However, the -govern-
ment had learnt’that-some
tax advisers and. - their
clients had continued to
introduce schemes - which

bore the hallmarks of the"

previous schemes, he said.
The schemes involve
fixed property acquisi-

tions, convertible deben-
ture issues, intellectual
property and leasebacks.
The Commissioner for
Inland Revenue had been
instructed to apply all the
sanctions in the law
against the taxpayers
involved and, where possi-
ble, the advisers, i

where taxpayers. in gener-
al are being asked to pay
more tax, it is unaccept-
able that a few taxpayers
should artificially manipu- M
late their affairs and
escape their liability to
tax,” he said.




UNMARRIED people
have gained the most
and high-earning mar-
ried women have lost
the most by the tax
tables being unified.

Reports by TERRY BETTY

The table alongside (top)
shows that married women
earning R200 000 a year will
pay an extra R5 798 in annu-
al tax.

This is the result of them
now paying a marginal rate
of 45% plus the 1,67% tran-
sitional levy. Under the old
regime the top rate was
40% and the transitional
levy only kicked in on earn-
ings in excess of R175 000,

Married men in the high-
er tax brackets also stand to
pay slightly more as a result
of the marginal tax rate be-
ing increased from 43% to
45%. This despite relief
granted from the primary
rebate increase,

Major beneficiaries from
a unified tax table include
married women earning un-
der R100000 a year and all
unmarried taxpayers.

The child rebates which
allowed for R100 per child
for the first five children

Taxable income
Tax payable before rebates
Effective rate

Lump sum
Other income
RAF deduction
Taxable income

Tax on other income less RAF
deduction

Effective rate

Therefore lump sum taxed at
year 1 rate of 40%

Tax payable

and R150 per child there-
after to be deducted from
tax has been removed.

As compensation the pri-
mary rebate has been in-
creased by R400 to R2 625.

The accompanying tax
table applies only to people
under the age of 65. Pension-
ers would have been heavily
penalised had the Katz pro-
posals been implemented.
However, these have been
softened, and their R2 500
rebate has been retained,

Married people over 65
will pay less tax if they earn
under R40 000 a year. Wid-
ows are included in the mar-
ried person category.

Married people over 65
earning more than R40 000 a
year will pay only slightly
more tax. For example, a
pensioner with annual earn-
ings of R200000 will pay
R910 more tax each year.

Pensioners classified as
married women will pay
less tax if they earn under
R100000 a year. The in-
creases thereafter are
greater than for their male
or widowed counterparts.

For example, a married
woman over 65 with annual
earnings of R200000 will
fork out an additional
R5798 each year.

The Budget shows that
total receipts from personal
income tax are expected to
be R49,8-billion — an 11,2%
increase on the previous
year.

This burden is carried by
around 10% of the popula-
tion. Figures from the Re-
ceiver of Revenue show
there were only 4,5-million
taxpayers registered in Oc-
tober 1994.

The majority of taxpay-
ers (18,7%) earn between

RETIREES face a multi-
plying in the tax payable on
their pension lump sum if
they postpone their retire-
ment past September 11995.

The example in the table
alongside is of

200 000
80100
40%
Year 2
Old New
1000000 1000000
50 000 50000
(80 000) (7 500)
970000 1042 500
Al income
taxed at
17%
9950
23%
400 000
R164 900 - R409 950

Graphic: FIONA KRISCH

Source: ERNST & YOUNG

earning R200000 a year
with a R1-million lump sum
payout from the pension or
provident fund on retire-
ment. Under the old regime
he would have been able to
reduce his tax payable to
R164 900. Now he cannot get
it helow R409 950.

Brendan Dardis Of Ernst
& Young says this is because
the loophole whereby tax-
payers could manipulate
their income in the year of
retirement to pay the mini-
mum 17% on the lump sum
has been zipped up.

Mr Dardis says lump
sums received on retire-
ment have been taxed at the
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R15 000 and R20 000 a year
and contribute to 25% of
total income tax receipts.

Most of the tax collected
is from people in the
R100 000 to R150 000 a year
income category. Here
137 863 totalling 3% of ali
taxpayers finance 15% of
the income tax revenue.

Only 1,1% of taxpayers
earn more than R150 000 a
year, yet they coniribute to-
wards 14% of total tax re-
ceipts.

The tables show that 15%
of total taxpayers are mar-
ried women, and most of
these are in the R30 000 to
R40 000 a year income cate-
gory. This means that most
married women will pay
less tax because of the unifi-
cation of the tax tables.

Some 22% of taxpayers
are unmarried, and all of
these will benefit from the
new tax tables.

Unification of tax rates
has had the effect of pushing
a greater burden onto the
higher earners, further
skewing the burden of tax
payments.

The total revenue table

average rate applied to all
other income received in
that year. Executives have
been able to reduce that oth-
er income to a minimum by
paying a large, tax-deduct-
ible single premium into a
retirement annuity.

But the amount they can
now pay into the retirement
annuity will be limited to
15% of all other income re-
ceived in that year.

In the example, the tax-
payer will be able to lower
the tax rate to 23% only
instead of the previous 17%.

the taxpayer, because the
other budgeted change is
that the Receiver will look
at the average tax rate the
individual paid in the year
prior to retirement as well
as the average tax in the
year of retirement and tax
the lump sum at the higher
of the two.

The proposal has been
met with mixed reaction
from the retirement indus-
try. It stands to benefit from
a spate in single premium
retirement annuities before
September as people rush to
retire under the more gen-
erous provision.

published in the Budget
shows that Vat will net
R32,7-billion for the fiscus
— a R37billion increase
over last year.

Beer drinkers will pay
R1,8-billion in excise duties
— a R170-million increase.
Other increased excise du-
ties include another R3I-
million from wine and R212-
million from cigarette
tobaeeo,

Estate duties will raise
an estimated R140-million
for the fiscus — a R10-mil-
lion increase.

Individuals will will also
indirectly contribute to the
fiscus through the R1,8-bil-
lion secondary tax on com-
panies, which is a 25% tax
payable on company divi-

ends,

The Receiver may have
had the 1ast laugh on dona-
tions tax, where payments
have risen nearly 2000%
since 1991 from R6,5-million
a year to R120-million. The
Receiver says everyone
thought they would quickly
donate their assets and pay
tax on it ahead of possible
changes, which of course
have not been introduced.

s lost to
ole’s clos:

I'c

Chris Newell of Old Mu-
tual says this is not com-
pletely unexpected as it has
been an area of significant
tax leakage.

“We hope that the issue
will be posted back (to the
Katz committee) for a holis-
tic review and that some
equity can be achieved.”

Graham Kerrigan, joint
managing director of Alex-
ander Forbes criticises that:
“The private sector gets
thumped while the public-
sector carries on as before
with totally tax-free lump
sums on retirement.

“This is an ad hoc change
that has not been discussed
and debated with the retire-
ment funding industry.

“Everyone accepts
abuses must be looked at
and legislation changed, but
they should not pick and
choose between which to ad-
dress.”

Mr Kerrigan says people
save for their retirement
over many years under a
certain fiscal environment
which creates a vested
right. If the rules of the
game change before retire-
ment then some people are
being unfairly prejudiced.
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EFFE(TIVE TAX CHANGES

SUNDAY TIMES, Bus;lness Times, March 19, 1995 }%

Taxable Proposed Married with two Marrled Unmarried
income tax* children** woman** person**
15000 75 -200 -1875 -825
25000 2125 -200 -2425 -1375
30 000 3175 -200 -2775 -1725
40 000 6275 100 -3275 -2225
50000 10475 700 2875 <2125
60000 14942 734 -2408 -2231
70000 19 409 668 -1 941 -2397
80 000 23976 702 -1374 -2463
100 000 33310 770 -40 -2395
150 000 56 645 940 3295 -2225
200 000 79 980 110 5798 -2055
250000 103315 1280 7468 -1885
300 000 126 650 1450 9138 1715
350 000 149 985 1620 10 808 -1545
400 000 173320 1790 12478 -1375
500 000 219990 2130 15818 -1035

to the respective taxpayers).

All the above calculations assume that the taxpayer is under 65 years of age.

* The taxation payable includes the 1.67% transition levy and deducts the rebate of R2 625. This tax is payable
by all taxpayers irrespective of their marital status or sex.

** Reflects the difference between the taxationpayable in terms of the budget proposals and that payable in
terms of the current tables (taking into account the 3,33% transition levy and the various rebates applicable

Graphic: FIONA KRISCH
Source: ERNST & YOUNG
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he equivalent of B30 000 in 1995 rands

Take-home pay in real terms | 1985 | 1994 | 1995 | 1996 [ % change '85 - '96
Married man 28106 | 26 068 | 26425 | 26 268 -6,54%
Married woman 28106 | 23455 | 24050 | 26 268 -6,54%
Single person 27362 | 24610 | 25100 | 26 268 -4,00%
Annual earnings the equivalent of R45 000 in 1995 rands
Take-horne pay in real terms | 1985 | 1994 | 1995 | 1996 [ % change '85-'96
Married man 40381 | 37627 | 36825 | 35668 -11,67%
Married woman 40381 | 34115 | 33550 | 35668 -11,67%
Single person 39094 | 35240 | 34450 | 35 668 -8,76%
Anpual earnings the equivalent of R120 600 in 1995 rands
Take-home pay in real terms | 1985 | 1994 | 1995 [ 199 | % change '85-'96
Married man 88369 | 81,518 | 77994 | 76 141 -13,84%
Married woman 88369 | 7931578650 | 76 414 -13,84%
Singte person 82249 [ 78256 | 75029 | 76 141 -7,43%
Annual earnings the equivalent of R256 000 in 1995 rands
Take-home pay in real terms | 1985 | 1994 | 1995 [ 199 [ % change '85- 96
Married man 166320 | 155618 1 147 765 | 145 470 -12,54%
Married woman 166 320|157 3151 154153 | 145 470 -12,54%
Single person 159 758152 356 | 144 800 | 145 470 -8,94%

* 1995 s the base year. All figures are adjusted by an inflationary margin. No dependants and age under 65.
© Inflation is calculated using Pl from 1985 to 1994 - average of 13,88%. Inflation for years | 1994 t0 1996

assumed at 10%.

ic: FIONA KRISCH
Sour(e DELO!'ITE & TOUCHE
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TAKE-home pay has de-
clined in real terms over the
last 10 years as tax has nib-
bled into pay packets.

While the table alongside
(below) shows mainly the
results of fiscal drag, it also
incorporates the effects of
the new tax tables and the
transitional levy.

Figures supplied by
Willem van Ryswyck of
Deloitte & Touche show how
the take-home pay of people
earning R30400, R45 000,
R120000 and R250000 in
1995, or the equivalent in
other years, has dropped
since 1985.

Those earning R30000
have seen the smallest de-
cline in standards of around
4% and 6%.

The worst impact in the
example has been felt by
people earning around
R120 000 — they have seen
their take-home pay pack-
ets drop by up to 13,84% in
real terms.

In all cases single people
have seen the smallest
decline. This is because the
effect of fiscal drag has
been partly offset by the
new tax tables being most
favourable to them,

Fiscal drag increases the
tax burden by pushing infla-
tion-linked salary increases
into a higher tax bracket.
Even though in real terms a
wage-earner may be paid
the same amount as the
year before, he pays a larg-
er portion of it to the Re-
ceiver.

Fiscal drag also affects
those in the top tax bracket.
Even though they cannot be
pushed into a higher brack-
et, the salary level at which

i Pay 1 Increases

the marginal rate kicks in is
a smaller portion of the
total taxable income. The
effect of the lower tax rates
on income is diluted and the
average tax rate rises.

Fiscal drag partly ex-
plains why even though uni-
fying the tax tables is said to
have cost the fiscus R2-bil-
lion, total income tax re-
ceipts from individuals is
budgeted to rise by 11,2%,
or R4,9-billion.

Mr van Ryswyck says
people may think rising tax
rates have pushed up tax
collections, but the. 1985 tax
tables show fiscal drag to be
the culprit. He says the top
tax rate of 50% kicked in at
income in excess of R40 000
for married people.

Adjusted for inflation,
this means that the margin-
al tax rate was reached only
when people earned the
equivalent of R142000 in
today’s terms.

The table shows that in
the last two years some of
the lower earning individ-
uals have actually seen an
improvement in their take-
home pay, even though they
are down on 10 years ago.

This is because for all
categories fiscal drag took
its greatest toll between
1985 and 1994, particularly
on the lower-earning mar-
ried woman.

For example, a married
woman earning R45 000 saw
a 15,6% decline in the value
of after-tax pay over the
nine years from 1985 and if
she earned the equivalent of
R120000, her pay value
would have declined by
10,2% in real terms.
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Billions lost to tax coﬂec on ch

SPECIAL CORRESPONDENT

| JOHANNESBURG: South Africa’s tax
collection system is int crisis, with skilled
staff at a critically low level and with
only one man able to maintain Jnland
Revenue's 33-year-old computer system.
Tax experts have warned that the
problems cost billions in lost revenue.
At the heart of the problem are years
of underfunding and ongoing uncer-
tainty about remuneration packages.
LY

DP finance spokesman Mr Ken
Andrew said Inland Revenue had been
hit by a wave of resignations of skilled
staff who had found higher-paying jobs
in the private sector. Many skilled per-
sonnel had also taken advantage of
early retirement packages.

Mr Andrew said the Department of
Inland Revenue spent 0,8% of tax
received on revenue collection, com-
pared with 1,5% to 2% spent by many
First World countries.

n hlS Budget spe: Fmance Minis-
ter Mr Chris Liebenberg welcomed the
Katz Commission’s proposals on
increasing the efficiency of tax adminis-
tratfon, and said the Commissioners for
Inland Revenue and for Customs and
Excise would prepare strategic plans.

@ Mr Andrew confirmed weekend
reports that a squad of top private sector
accountants and lawyers would be sec-
onded to Inland Revenue to bolster the
department’s investigation tearns.

N !

i




Land tax mooted by Gauteng legi ature

BY JO-ANNE COLLINGE

The Gauteng government is
considering a tax on agricul-
turalland to encourage the re-
lease of property (or reform
programmes, says MEC for
Land and Development Plan-
ning Sicelo Shi¢eka.

Speaking in the legislature
vesterday, Shiceka indicated
that the land tax could be a
significant form of revenue for
local or provincial government:
“It has worked in many coun-
tries in the world, and where it
has been applied productivity
has actually increased.”

Trish Hanekom, head of the
standing committee on agricul-
ture and the environment, said
there were clear arguments for
a land tax:

B It discouraged speculation in
land and pushed land that was
nol being utilised on to the
market. Hanckom pointed out
that the mining houses had
vast, strategically located land
holdings which were not uti-
lised but which cost the mines
next to nothing to keep since
they were not subject to prop-
erty rates.

B A land tax tended to exert a
slight downward pressure on

SPar 21[3[4<

land values. The increased
availability of land and lower
prices would benefit those
groups who had historically
been deprived of land owner-
ship rights, Hanekom argued.
B A land tax tended to encour-
age more productive use of
land and il was very difficult to
evade land tax. It was possible
that a land tax could be off-set
aguinst the income tax payable
by farmers.

Far from being a socialist
plot, a Jand tax was intrinsical-
ly part of an economy based on
private ownership of property,
said Hanekom. And it had

worked best in a \um(-ed capi-
talist countries like the U1S

She also took issue with the
Freedom Front's elaim that
farmers did not want the tax.
It was true to say that the
SA Agricultural Union disliked
the idea of a tand tax — but
the SAAU did not even speak
for all white farmeis, let alone
black farmers.

Hanekom said she had held
discussions with suecessful,
conservative farmers who' sup-
ported a land tax hecause they
were tired of competing with
wealthy farmers who “parasit-
ed” on the State.
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Keeping'up'"’With?thC}{-a "
neighbours’ tax systems”

er(ed) 22]2las
Tax regimes aroufid the world are beg’xm‘x;:\‘?‘ to
resemble each other. Driven on by the-growth-
cross-border transactions, foreign capital Hows and

' multinational operations, governments are | I -

increasingly finding it neuessa\& to incorporate
many common elements within their tax systems,
Countries are coming under more and more pres-
sure not to be out of line with their competitors in
the field of corporate tax in particular, in order that
they do not discourage direct foreign investment
inflows. '

It is these considerations which explein the . -

decision of the South African government to abol-
ish the 15 percent non-resident shareholders’ tax in
the March Budget. This tax is payable on divi-
dends paid to foreign shareholders, and has been
bringing in roughly R400 million in revenue a year
for tﬁlen government. :

The Katz commission, which reported last
December, tecognised that South Africa’s corpo-
rate tax rates were uncompetitive-in- an interna-
tional context. Bearing in mind the desirability of
limiting the costto the fiscus of relief from the non-
resident shareholders’ tax, it therefore recom-
mended that the tax should be abolished for those
foreign investors who had at least a 25 percent con-
trol of a company in South Africa.

‘This was justified on the grounds that there
was a certain legitimacy to favouring the more
heavily commitied foreign direct investor in South
Africa. This rec dation, if impl d,

in,ca

INsiDE OuT.

" Countries are under pressure ™

to conform to international ¢

corporate norms

resident investors in South African equities ,
‘stronger holders of the scrip, and encourage a shift

.of non-resident bank balances into local equities.

It should have a similar positive effect to that
which occurred in the wake of the scrapping of the
withholding tax on inferest eamned by foreigners
on fixed interest stocks in 1988,

Equally important, the removal of the tax will
strengthen the new unitary exchange rate system
for the rand, and the timing of its abolition has
clearly been influenced by this consideration. It
should also impress foreign investors in the sense

would in particular have benefited foreign sub-
sidiaries and local branches of foreign companies
operating in South Africa,

It can be argued, however, that the commission
should not have been influenced by revenue con-
siderations, and should have decided in favour of
the complete abolition of the tax. This is what the
government hag decided, even though the removal
of the tax only takes piace on 1 October 1995.

There have been strong grounds for eliminat-
ing this tax for many years. The existence of this
tax, side by side with the absence of any tax on
interest on previous financial rand balan
tax on interest from fixed interest
securities held by foreigners, had

that it rep a policy move which is “investor
friendly”.

Eliminating the non-resident shareholders' tax
was also supported by the consideration that such
tax would be virtually impossible to appl(:r i
exchange controls on residents were abolished,
since non-residents would simply have their
shares registered with South African addresses
and then transfer the dividends abroad addresses.

This should remain in force because the coun-
try would still need to export all of ts gold except
for the small amount devoted to domestic produc-
tion of gold jewellery and Krugerrand products.

no 4 South Aftica therefore could not afford to allow
sendng ¢ Soqh A

some of its gold bullion production to
be diverted on to the local market.

created a signiticant distortion in | Gold’s role in  This argurient, however, disregards
the tax treatment of foreign the bal f several other considerations. The
investors. e baiance o amount of gold bullion emanating from
The Margo commission on tax- payments will  gold production sold in the domestic
ation back in 1987 recommended ) market under a liberalised regime
that the non-resident shareholdzs’ . [ decline as would probably be small. In addition,
tax be retained. It argued that the ; the importance of gold as a generator of
relevant foreign shareholders were cap ital account exportpmvenue ig falling in relative
often credited by foreign tax juris-  § fransactions ferms.
dictions for the withholding tax Whereas in 1980, gold exports constitut-
imposed by the Republic, either become more ed roughly 445 percent of total export
unilaterally or in terms of double importanr - proceeds, in 1993 this proportion iad
taxation agreements. “ fallen to 24 percent, and further falls in
Any abolition of the non-resi- this percentage contribution could
dent shareholders’ tax would, according to Margo, ise in coming years as both old export .~

simply increase the tax liability of such investors in
their own countries,

On the other hand, it is very questionable
whether the taxes paid by investors in their coun-
tries will automatically increase now that the
South African tax has been abolished. Some
investors no doubt do not declare such dividends
to their respective tax authorities. My con-
siderable funds are now held offshore in financial
centres free of taxes, or in low countries such as
Switzerland.

The rise in dividend income which will there-
fore now be received by foreign investors will
attract new funds into South Africa, render non-

markets are regained and new markets tapped in a
sanctions-free environment.

What is more, gold's importance in the balance
of payments arena would decline in an environ-
ment characterised by an absence of exchange con-
trols, since capital account transactions would
become a more important component in the over-
all balance of payments structure.

The foreign reserves would also presumably be
at a much higher level than is currently the case,
thereby strengthening the overall balance of pay-
ments position.

O3 The writer is a senior government economist




Tax rules Open—SA

to trea

shoppers

(320) Cr 22|3|as(pe

By Auprey D'ANGELO
CAPE BUSINESS EDITOR

The abolition of -Non-Residents’
Shares Withholding Tax (NRST) in
October while retaining Secondary
Tax on Companies will be of no
benefit to many of the foreign
investors it is supposed to attract —
such as those in Britain who will
have to pay an equivalent amount
of tax in their own countries.

This is the view of Anne
Bennett, a pariner at Deloitte and
Touche. She points out this makes
South Africa the only country on
the African continent which can be
used as an intermediary to reduce
tax payable on dividends from
countries with which it has a tax
treaty.

Bennett explains: “To give an
example of the opportunities open-
ing up to tax planners, assume a
Bermuda company wishes to
invest in Switzerland. The Swiss
withholding tax rate on dividends
to Bermuda is 35 percent.

“Of a dividend of 1000 Swiss
francs, therefore, only 650 francs
will be received in Bermuda. By
interposing South Africa, that sum
would increase to 925 francs
because dividends paid from
Switzerland to South Africa suffer
only 7,5 percent withholding tax
under the Swiss-South African tax
treaty.

“Consequently a dividend of
925 francs will be received in South
Africa and can be paid through to
Bermuda without any South
African tax liabilities arising,

“Since South Africa’s tax

treaties are relatively old, they do
not contain the kind of stringent
anti-treaty shopping clauses found
in more recent treaties which
would prevent this country from
being used as an intermediary
holding entity purely to reduce fev-
els of taxation elsewhere.

“Could our government have
intended this effect?

“It seems unlikely, given the
minister of finance’s disapproving
reference to schemes aimed at tax
avoidance. Adrmittedly, however,
South Aftica’s use as a treaty shop-
ping vehicle will not adversely
affect our local tax base and is in
fact likely to have positive econom-
ic consequences.

“It seems somewhat cynical,
however, to imagine that the South
African government would delib-
erately take a hard line on local tax
avoidance while consciously en-
couraging it elsewhere.”

Discussing the effect of abolish-
ing NRST on genuine investors in
South Africa, Bennett says resi-
dents of countries which have no
tax treaty with this country and do
not tax dividend income will save
15 percent of the dividend.

But in countries that tax divi-
dends and have higher tax rates
than South Africa “the shareholder
will not pay less tax than before but
will simply pay it to a different
government”.

She gives the example of Britain
where, because no tax credit is
given for STC although it would
have been given for NRST, the
amount of tax paid on a dividend
from South Africa is unchanged.




| Doubts raised over secret squad

TAX expert Dennis Davis warned yes-
terday it would be “utterly disastrous”
if the Public Service Commission
(PSC) was allowed to torpedo the Katz
commission’s proposals to radically
restructure the Inland Revenue
Department.

He also warned that the appointment of
a secret tax squad on secondment from the
private sector was probably unconstitu-
tional, if newspaper reports were true that
its members’ identities would be kept un-
der wraps to heighten their effectiveness,

Davis, a member of the Katz commis-
sion of inquiry into taxation, was com-
menting in his personal capacity on gov-
ernment’s response to the urgent need to
beef up tax collection as outlined in the
commission’s interim report. He was not
speaking on the commission’s behalf.

Davis was worried the PSC would stop
government from implementing key pro-
posals. The PSC told the parliamentary
finance committee on Monday it would
oppose independence and separate salary
scales for the Inland Revenue Department
— as recommended by the commission.

Reuter reports from Cape Town that
PSC acting director-general Lucas Stoop
opposed a special salary scale for the de-
partment, an incentive scheme for tax col-
lectors and proposals for partial privatisa-
tion-of the service.

Davis said when the commission met
this week, he would raise his concerns over
government’s failure to give a clear re-
sponse:to the commission’s recommenda-
tions to improve tax collection. “The bud-
getary response was short and unsatis-
factory,” he said, noting there had been

| GRETA STEYR ]
only a brief reference to the need to draw
up a business plan for the department.

He did not believe the secondment of 30
private sector lawyers and accountants
would address the problem in a sustainable
way. The fact that the identities of crack
squad members would be kept secret was
probably unconsiitutional, amounting to
an invasion of privacy. “The whole idea is
to get away from snooping around, If re-
ports about secrecy are true, then govern-
ment has not properly digested our report
when it comes to the constitution.”

If the commission’s recommendations
on salaries and independence were not im-
plemented, it would have “terrible conse-
quences” for tax collection. Government
would not be able to implement reforms.

Commission chairman Michael Katz
said it had recommended what ought to be
done, "It is government’s prerogative to
decide what it wants to accept.”

Finance Minister Chris Liebenberg said
earlier it was not necessary to draw up a
White Paper spelling out government’s re-
sponse to the Katz commission as it would
be dealt with in the Budget. But it is under-
stood commission members feel a more
complete response is required.

Chief *ax collector Trevor van Heerden
toji ¢ | parlic 'y finance i
last week up to R8bn in unpaid taxes could
be collected in the short term if he had
adequate staff. But government pay scales
made it impossible to retain skilled staff
for more than about two years. He support-
ed a Katz commission proposal for greater
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THE TAX SECRET POLICE

Old-style bureaucrats ‘511C101]9((’)Zr‘ta )8’525}3 jq‘?oéz 9

By CLAIRE GEBHARDT
ECONOMCS EDITOR

Old-style bureaucracy is threaten-
ing to strangle Finance Minister
Chris Liebenberg’s plan to make
tax collection more efficient and
thereby reduce the Budget deficit.

Business Report has learnt that
many bureaucrats resent the idea
of the Department of Inland
Revenue hiring young whiz-kids
at market-related salaries to rout
out tax evaders.

The Public Service
Commission, responsible for pay
scales, told Parliament on Tuesday
that Inland Revenue should not
receive any special treatment.

Tax experts and economists

warned yesterday that many of
Chris  Liebenberg’'s  Budget
promises would come to nought if
the crisis situation continued.

Even though Inland Revenue
had tried to staff its special inves-
tigative unit in Sandton with a
handful of qualified people, it had
failed to get results, say informed
sources.

“Glitzy offices took care of the
prestige proble,

“But chartered accountants
had to report to old-style civil ser-
vants who tended to stymie their
every proposal.”

The crisis situation was under-
scored at a recent Budget Forum
in Cape Town,

Director general of the

Depariment of Finance, Dr
Estiaan Calitz, said the depart-
ment was unable to attract staff
because of poor pay.

But a senior official at Inland
Revenue said part of the problem
was an affirmative action freeze
on posts which had been in effect
since November 1993.

Kingfisher Group chairman
Chris Frame said attempts to draft
qualified chartered accountants
into a system where they had to
report to an old-style civil servant
would fail.

Although it was costly,
government would have to look at
redundancy pay-outs and offer
market-related salaries to people
throughout the structure.




Revenue sqg,lads labelled

CY%Z

By Bruck CAMERON

POUTICAL EDITOR

The South African Chamber of
Business, in a parliamentary hear-
ing on the Budget yesterday,
strongly opposed the introduction
of secret tax squads to track down
tax dodgers.

Appearing before the standing
parliamentary committee of fin-
ance, Sacob spokesmen warned
high tax rates were lowering the
standard of tax morality.

They said the introduction of
secret squads to track down tax
offenders would be reminiscent of
US Senator Joe McCarthy’s Anti-
American Activities committee
which persecuted suspected com-

sts “We don't want a society
spying on each other,” one Sacob
spokesman said.

Sacob deputy president Philip
Krawitz reacted strongly when
ANC MP Barbara Hogan asked
whether Sacob was not creating
the impression that it was opposed
to a crackdown on tax offenders.

He said this was not the case,
adding: “Sacob supports investi-
gations into anything that distorts
the system, where some pay and
others dont.”

This had been proved by the
way in which Sacob had ap-
proached the department of cus-
toms and excise to help it crack
down on smugglers.

Said Krawitz: “We want to see

d MeCapthyist

an effechve team at inland revenue,
with trained people and with good,
strong  investigators. We have
moved to a society which is open.”

He agreed with committee
chairman Gill Marcus that there
was a grey area between fllegal tax
evasion and legal tax avoidance.
He described this area as tax
“avoision”, and suggested legisla-
tion be tightened up to make the
division between evasion and
avoidance clearer.

Krawitz added that tax “avoi-
sion” also be controlled by better
tax morality. Tax rates had
reached such a high level that tax
morality was being undermined
and the amount of tax being col-
lected could start declining.
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Sacob says it’s
agamst se re)t
tax

SACOB vice president |hp Ki aw:tz has sup-
ported calls for a crackdown on tax cheats, but
said the South African Chamber of Business
would oppose secret tax squads,

Mr Krawitz told the joint parliamentary com-
mittee on finance in Cape Town yesterday he be-
lieved most South African businesses would be
more willing now than ever before to pay fair
taxes as a contribution to the post-apartheid re-
develop of the y.

But he said the successful evasion by people
owing up to R8 billion was undermining the tax
morality in the country.

“The South African Chamber of Business fully
supports investigation into tax evasion. It destab-
lises the entire system if some people pay tax
and others don’t.

“What we are against is losing the transparen-
cy of the process,” he said.

Sacob called in a written submission to the
committee for upgrading of the tax
administration.

Sacob tax commissioner Des Kruger said the
Inland Revenue department should be allowed to
become more independent of the public service.
— Reuter.
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‘Farmers union not

ey

happy about taxes

LAND taxes would inevitably con-
iribute towards the impoverishment
of farmers, Transvaal Agricultural
Union president Mr Dries Bruwer
said yesterday.

Reacting to land tax proposas by
Gauteng's MEC for urban and rural
planning and development, land re-
form and environment Mr Sicelo
Shiceka, Bruwer said suchatax would
also lead to higher food prices be-
cause agricultural inputs would be
taxed, regardless of farming condi-
tions

“It would also mean that no money
could be generated in droughts when
inputs were being taxed aithough no

crops were being harvested.”

Bruwer said Shiceka’s comments
were “insensitive” and showed “igno-
rance of the need for a sound financial
agricultural sector”. -

Source of income

Shiceka had said the land tax would”
be used as a source of income to
provincial and local governments.
Land would be bought or even expro-
priated for redistribution to the
landless.

Ininstances where people had been
forced off their land because of the
apartheid system, the land would be
given back to them. — Sapa.
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B BY JO-ANNE COLLINGE

The social services of health,
education and welfare account
for 87,5% of spending in Gau-
teng’s R10,77-billion budget.

Education claims the lion’s
share (R4,5-billion or 42%),
health (R3,1-billion or 29%) and
welfare (R1,8-billion or 17%).

On the income side, 92% of the
budgeted amount comprises
transfers from the central gov-
ernment, while the remainder is
generated by the province itself
— mainly in vehicle Licence fees
and tax on horseracing.

The huge increase in national
government expenditure on
housing — an increase of almost
80% — is not reflected in the
Gauteng budget. The reason for
this is that the subsidies will be
channelled via the National
Housing Board to the Gauteng
Housing Board, which will be re-
sponsible for their allocation.
Gauteng expected about double
last year's R192-million.

Also absent from the Gauteng
budget at this point are alloca-
tions from the RDP Fund. Fi-

nance MEC Jabu Moleketi ex-
Lp‘lained in his budget speech

. Major areas 6f spending;

220

R4,5-bn
{42,2%)
DOWN 1,5%

B3, tbon
{28,2%)
UP 1,7%

71,8-bn
{16,6%)
UP0.2%

that the procedure for securing
RDP financing was distinet from
the general budgetary process.

“Funding for the RDP is ob-
tained from the RDP Fund after
rigorous planning and prepara-
tion of business plans which,
after approval by the national
RDP Ministry, become the con-
tract between the implementing
agency and the RDP Ministry,”
he said.

“This province is currently in
the process of preparing plans

for submission to the RDP Min-
istry. As a minimum, { have set &
target of R500-million for
projects to be funded from the
RDP Fund. These amounts will
be focused on the areas of grea-
test need.”

These additional allocations
from the RDP Fund would form
part of the adjustment estimates
later in the financial year.

The amount of R2-million bud-
geted for the ministry of safety
and security is only a fraction of

)the}%oum to be spent on polic-

ing the province this year. Bud-
getery responsibility for policing
functions has been retained at
national level and the Gauteng
entry covers only the direct ex-
penses of the ministry.

Moleketi highlighted the fact
that the bulk of the R299-million
allocated to the department of
housing and local government
would be spent on Jocal govern-
ment. He also warned that “this
government has no funds to bail
out local authorities if service
charges are not paid”.

The cost of running the 86-
member Legislative Assembly
for the coming year will be R60-
miilion — 0,55% of total budget-
ed spending — while the pre-
mier’s office will cost R14-mil-
lion (or 0,1%).

Moleketi summed up the bud-
get as a “holding budget, intend-
ed to maintain the current level
and quantum of services”. But,
he said, with RDP Fund input
and housing board allocations, it
would was also a spending plan
to start addressing the basic
needs of the poorest members of
society.
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The 1993 constitution changed the way in
which responsibilities were allocated to
various tiers of government. This will bring
changes in revenue collection and in the
way funds are spent.

But it has not been possible to simply
make the changeover and adjust the historic
figures to make them comparable. The
former relationships between central and
regional governments have collapsed, with
the disappearance of former homelands and
restructuring of provinces, but the new
fiscal arrangements are not yet in place.

For this interim period, the former State

Revenue Account has been renamed the
National Revenue Account. When tran-
sition is complete it will be replaced by the
National Revenue Fund.
" In the 1994 Fiscal Review. published
without a Budget last March, revisions
dating back to fiscal 1975, were published
on central government revenue. This rep-
resents 90% of general government col-
lections and “therefore is a good indication
of the direction which tax levels and the tax
cemposition of consolidated general gov-
c.ameu. is-moving.” Similar, but less com-
plete, revisions were made to expenditure
figures.

This year the revised presentation has
been repeated.

The system of accounts used by the
Department of Finance is one proposed by
the IMF in 1986. It is called Government
Finance Statistics and figures are derived

hY

from cash flows to and from government.

However, for analytical purposes national
accounts figures are presented according to
the system proposed by the UN in 1968,
known as the System of National Accounts.
This measures transactions “relating to
production, income, consumption, saving
and capital accumulation on an accrual
basis.”
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Katz: Estate duty

hike prefgable

By JOHN SHERROCKS
KWAZUIU NATAL BUSINESS EDTOR

A hike in estate duties would be
preferable to capital gains tax as it
would avoid penalising emerging
black businessmen just beginning to
accumulate wealth, Michael Katz
said at a post-Budget seminar in
Durban yesterday.

Katz stressed that this was a
personal view and that the Katz
commission, which began its sec-
ond sitting this week, still had to
consider the matter.

However, he said there was a
need to be careful of introducing
measures which had not applied in
the past and could be viewed as
punitive,

Commenﬁng on the Budget,
Katz said it was “gratifying” that the
government had made reference to
the commission’s eight key propos-
als.

Dz \3 las

Katz said the commission had
struggled to come to a decision on
the issue of VAT and amnesty.

“Amnesty can undermine tax
morality as those who have com-
plied can be left feeling resentful.”

Commenting on the restart of
the commission, Katz said the terms
of reference remained the same: the
massive income inequalities in the
country had tobe taken into account
and the tax system had to support
the reconstruction and development
programme.

Responding to suggestions that
South Africa follow the route of the
Asian tigers by offering tax incen-
tives, Katz said research had shown
that as a criteria for investment, tax
incentives ranked very low.

He said that in making changes
to the tax system it was important
that once a direction was defer-
mined, there were no erratic
changes.
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DURBAN — Government would investi-
gate raising the highest income tax brack-
et from R80 000, as had been recommended
by the Katz commission, Deputy Finance
Minister Alec Erwin said yesterday.

Speaking at a Budget presentation, he
said government had made “a very diffi-
cult and unpopular choice” by recouping
the bulk of the shortfall created by a uni-
fied tax structure through increased per-
sonal income tax.

Doing away with gender discrimination
had cost about R4bn, he said.

There had been “a degree of justifica-
tion” in looking to higher income earners
for the recovery, since they would most
likely benefit from the unified tax tables.

Erwin also said a first draft for a long-
term expenditure programme would be
tabled in June, posing targets for educa-
tion, health and police expenditure.

Budgeting would become increasingly
transparent, with the man in the street
having access to proposed expenditures.

labour to play a role in Budget-structuring.
Using this year as its base, government
would unveil new programmes and priori-

This would enable business and organised

re }’lt on

ax bracket

I NICOLA JENVEY ]

ties in the 1996/97 Budget, and Erwin
promised 1999/2000 would be “the most
fantastic Budget SA has ever seen”.

Erwin reiterated government’s commit-
ment to combat inflation. “Containing in-
flation and stabilising wages will ensure
the reconstruction and development pro-
gramme’s success and benefit everyone
participating in the economy.

“The government has reasonably con-
trolled expenditure, because it consulted
with the Cabinet as a whole and not just the
Finance Department. The advantages of
good economic management are already
paying dividends in SA.”

Task groups had been established to

- identify shortfalls in education require-
ments and the 1995/96 Budget had set aside
funds to make the necessary adjustments.

Government would not retrench teach-
ers, as this was self-defeating, but it could
redistribute teaching skills. “Publicser-
vants said this was the most significant
reprioritising and restructuring of the
Budget that had taken place in their mem-
ory,” he said.
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Wealthier martied women to pay up

LEIGH ROBERTS
WEALTHIER married wo-
men will pay significantly
more tax on their incomes
under the new tax table.

- That's the finding of tan
MacKenzie, national tax
director of accounting
firm Ernst & Young, who
was speaking at Monday
night’s meeting of The
Star/FNB Investors Club.
“Married women with
taxable incomes of less
than R100 000 will pay
less tax, but those earning
higher incomes will pay a
lot more tax,” he said.
The reason for this is
twofold. First, the married
women tax tables of yes-

@ZO/)

A. Taxable income..
Effective tax ..
Excluding levy

B. Taxable income ..
Effective tax...
Excluding levy

C. Taxable income
Effective tax...
Excluding levy

1995 1996
50 000 50 000
26,7% 20,9%
26,7% 20,9%
150 000 150 000
35,6% 37.8%
35,6% 36,6%
400 000 400000
40,2% 43,3%
38,3% 41,9%

teryear were structured
50 that wives paid higher
taxes than their husbands
after an income level of
R180 000, and higher than
their single friends after
R50 000

Thereatter, the tax paid

by a married woman was
actually less than that
paid by other taxpayers.
Tax discrimination was
abolished in the Budget
last week, and now all
taxpayers are taxed ac-
cording to a unitary tax

table.

Second, more married
women will be paying the
transition levy this year
(payable at 1,67% on the
portion of taxable income
that exceeds R50 000).

Last year, married women
paid the levy on the por-
tion of their income that
exceeded R175 000,

The accompanying table
shows the figures. The tax
payable has been express-
ed as a percentage of tax-
able income. The exclud-
ing-levy figures ignore the
3,33% levy paid last year
and this year's 1,67%,

incorporating co

LEIGH ROBERTS

SMALL business entre-
preneurs will be wonder-
ing whether to incorpo-
rate their sole proprietor-
ships and partnerships in
the light of the tax rate
changes announced in last
week's Budget.

While incorporating is
not the answer for all
small businesses, some
could enjoy significant tax
savings, Ernst & Young
national tax director lan
MacKenzie said at this
week's meeting of The
Star/FNB Investors Club. '

The new tax rates an-
nounced in the Budget
tipped the scales further
in favour of corporations

The maximum marginal
rate for individuals was
raised to 45% (from 43%)
on taxable income exceed-
ing R80 000.

Aded to this year's

portion of the transino
levy, at 1,67%, the maxi-
mum rate paid by individ-
uals is 46,67%.

The corporate rate has
not been touched: com- .
panies and close corpora-
tions pay tax at a flat rate
of 35% .

While the difference be-
tween the two tax rates
— at 11,6% — seems to

ujd be §§x saver

incline a busmess into in-
cor'pomting, the deciding
factor is secondary tax on
companies, an extra tax
companies are obliged to
pay at a rate of 25% of
their net dividend distri-
butions.

Said MacKenzie: “If yon
are reinvesting your com-
pany profits to finance fu-
ture growth, it makes

sense to do so through a
company or close corpora-
tion as your reinvestment
is 11,6% cheaper. R

“If you are operating as
a company and you draw
your profit as salary or
dividends, you will end up
paying the same amount
of tax as you would have
if running your business
as an individual,




PEOPLE close to retirement age
are in an invidious position: they
have to decide whether to retive
now or to brave an uncertain fu-
ture in the face of further changes
to the tax treatment of their re-
tirement monies.

This year's Budget paved the way for a
new tax era, clamping down on the taxing of
lump-sum retirement receipts.

Next year's Budget is likely to hold more
far-reaching changes.

The Katz commission of inquiry into tax-
ation has been charged with investigating
aspects of taxation pertaining to the retire-
ment industry.

The commission will most likely report
back to Finance Minister Chris Liebenberg
in about six months — time enough for its
proposals (or at least some of them) to make
it into next year's Budget.

Favour

Commission chairman Michael Katz, at a
meeting of The Star/FNB Investors Club on
Monday night, outlined the complex issues
the commission needed to consider in iis
investigation.

Worldwide, people were reviewing the
question of how much a government should
— through its tax system — favour the re-
tirement industry.

The philosophy behind pension and other
retirement funds receiving favour was that
they relieved the State of the burden of pro-
viding for pensions.

A government, said Katz, could give tax
incentives to retirement funds in three differ-
ent phases: by granting a tax deduction

Katz weighs

up benefits
of tax reform

TAXING pension funds could cost the
Government more than it receives in
tax, as the funds lend to the State
and would require higher interest
rates to fund the additional tax.
LEIGH ROBERTS reports.

on the contributions made by employees and
employers; allowing the build-up (the income
and gains) of the assets of the pension fund
to be tax exempt; or granting tax conces-
sions on withdrawal from such funds af re-
tirement or early retirement.

It was important that when moving away
from the so-called bad of today to the good of
tomorrow, the transition was sensible, Katz
said.

*“People have planned their affairs on the
basis of the rules of the game as they are
and it's very difficult to change the rules
overnight.

“We will be sensitive to the protection of
vested rights.”

Putting a cap on pension fund contribu-
tions — suggested by the commission in its
report — would probably be the method

of changing tax treatment that would least
affect vested rights, he said.

The recommendation of a rand limit on
the contributions to pension and retirement
annuity funds drew a great deal of eriticism.

Taxing pension funds would affect vested
rights and could indirectly cost the Govern-
ment more than it received in tax as the
funds were lenders to the Government and
would require higher interest rates to fund
the extra tax.

The Government, said Katz, had shown its
sensitivity to retirement fund members’
rights by implementing the changes an-
nounced in this year's Budget only on Sep-
tember 1.

The issue was further complicated by the
existence of different retirement vehicles
such as pension, provident and retirement
annuity funds.

The commission would be examining
whether a single tax treatment should gov-
ern all types of funds.

Savings

It would also investigate the issue of tax
neutrality with regard to retirement funds in
the private sector and State pension funds.

A further consideration was the question
of the effect on savings.

It was felt that capping pension fund con-
tributions would have an adverse effect on

savings.

“Inierestingly, universal wisdom has it
that tax does not impact on the total quan-
ity of savings in a community — it affects
the direction of savings.

“Money goes where you get the tax incen-
tive,” Katz said.

Many countries were wrestling with these
difficult issues.




By JACOB DLARINI

THE GAUTENG govern-
ment is headed for a show-
down with mining houses
and farmers’ organisations
over its proposal to intro-
duce a tax on farm land.

riculture, Trish Hanekom,
said the proposed tax
would discourage specula-
tion and.give black far-
mers access to the agricul-
tural sector.

.E.m Sn which would be

The plan, d b d according to the
m.5<Ew_m_ Land and U% valye of the land and the
t Pl Minis- it made, could be a

ter m_nm_o Shiceka this
week, is intended to-en-
courage the release of land
for reform programmes.

It is the first time the
ANC has proposed.any ac-
tion against big land-
owners.

A total of 41 percent of
land in Gauteng is classi-
fied agricultural.

The chairman of the
standing committee on ag-

major source of revenue
for local councils, she said.

But mining houses say
the proposal will serve
only to push up their oper-
ating costs,

Anglo American spokes-
woman Charmane Russell
sald mining companies
were “not in favour of addi-
tional taxation™.

She said Anglo owned
two plots in the East Rand

. 0 §T 2b[7 1S
ackles rise over land t

— Sallies and Ergo. One
was being mined while the
other was being sold off.

The company also
owned land north of Ver-
eeniging, which had been
leased out to farmers.

“We do not own any un-
used land and Anglo’s poli-
cy is to constantly evaluate
land usage,” she said.

Chamber of Mines
spokesman Llewellyn
Kriel said the proposal
would add to mining
houses’ tax burden.

He challenged the claim
that mining houses were
not paying tax on farm
land. “We pay a substantial
amount in taxes to the rele-
vant local authorities,” he
said.

“Existing levels of min-
ing taxation are already
too high. The imperfections
in the current tax system
will only be aggravated by
yet more secondary and in-
direct levies and imposts.”

Agricultural organisa-
tions also protested against
the proposal.

The Freedom Front
leader in the Gauteng leg-
islature, Mr Danie Biss-
choff, said the tax would
render many farmers
bankrupt.

“We have just come
through a very severe
drought and many farmers
are saddled with huge
debts,” he said.

It is very unreasonable
to expect them to repay
their debts and pay tax at
the same time.”

The president of the
Free State Agricultural
Union, Freedom Front sen-
ator Piet Gous, said the tax
plan would “burden many
farmers who are strug-

G2)e)
tax plan

gling to survive”. -,

“We strongly reject the
use of land tax as a source
of revenue. The system
will take money away
from hard-pressed farmers
and will mean less jobs in
the agricultural sector.”

The non-governmental
Land and Agricultural
Policy Centre said it sup-
ported the proposed tax,
provided the rates were set
lower than the productive
value of the land.

Centre director David
Cooper said: “Land tax is
something worth investi-
gating as a system that will
introduce rates to the
land.”

But he said the plan
should not add to farmers’
tax burden.

“Many farmers have en-
joyed government support
for a long time. But that’s
gone and they feel that
they are paying more tax
as the situation norma-
lises,” he said.

Mrs Hanekom dismissed
fears that the proposal
would lead to conflict.

“There is no reason the
proposed tax should cause
a collision with any stake-
holders,” she said.

“We don’t want to intro-
duce it in a way that will
disrupt the economy.”

There were “very sound”
reasons for the plan, she
said. It would be used to
root out tax evaders.

“Many corporations
have bought land in a bid to
evade tax.

“Most of this land is nei-
ther mined nor utilised and
they pay sweet nothing for
it. This is a more equitable
form of taxation. You can
hide your profits but you
can’t hide land,” she said.

e ———e )
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ONLY one third of
South Africa’s
economically active
population paid
income tax in 1994

{8 BY CLAIRE GEBHARDT

Startling statistics show that
two-thirds of South Africa’s ec-
onomically active population
paid no income tax whatsoever
in 1994.

According to the Depart-
ment of Inland Revenue there
were only 4,4 million regis-
tered taxpayers out of a total
of 12,7 million economically ac-
tive people.

Distribution

And seven percent of tax-
payers, those earning between
RS0 000 and R150 000 a year,
paid 40 percent of the taxes.

High levels of unemployment
and the extent of the inequali-
ty in the distribution of income
also show up in numbers
which indicate that there were
23 million people over the age
of 18 eligible to vote in the

[ percentage
of tax paid
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While only about 9 percent
of whites are unemployed,
37 percent of blacks, 24 per-
cent of Coloureds and 17 per-
cent of South Africa’s Asians
are without jobs, according to
Central Statistical Services fig-
ures.

Although official figures put
unemployment at about 29 per-
cent, the Reserve Bank recent-
ly came out with a figure
closer to 50 percent.

Legal drafting director for
Inland Revenue Jan Meiklejohn

says the data base doesn’t pur-
port to represent the full de-
tail, but the percentage contri-
butions by the various income
groups — for instance people
earning above R150 000 a year
represent only 1 percent of
taxpayers — has remained the

same.

“Of the 4,4 million registered
taxpayers, only 1,7 million ren-
der returns, the rest are SITE
cases.”

Standard Income Tax on
Employees (SITE) is applied to
the first R50 000 of net remu-
neration earned by employees.




Cabinet awaiting Katz Commission finalisation

{5 BY BRUCE CAMERON

Somerset West — Finance
Minister Chris Liebenberg has
given notice that a capital
gains tax is still on the cards.

Speaking at the Institute of
Life and Pension Advisors an-
nual conference, Liebenberg
also announced a major new
investigation into the retire-
ment funding industry.

He hinted the investigation
would almost certainly result
in increased taxation of what
he termed a “little (too) tax-
rich” industry, which gen-
erates billions of rands in sav-
ings a year.

His comments follow the
non-ntroduction in the budget
of the Katz Commission recom-
mendation for a capping on re-
tirement fund contributions for
tax purposes,

Liebenberg also announced
that a comprehensive study
was being made of civil servant
pension benefits, including the
current non-taxation of retive-
ment gratuities and why re-
turns on state pension funds
were substantially lower than
those in the private sector.

Other statements made by
Liebenberg included:

Bt would be best to scrap
Marketable Securities Tax as
soon as possible, but this had
to be considered in conjunction
with the derivatives market,
particularly the proposed in-

Chris Liebenerg

troduetion of futures on specif-
ic shares.

B He had wanted to get rid
of Secondary Tax on Com-
panies this year, because of its
horrific effects on foreign in-
vestors, but decided to fly with
it for another year. The whole

S ,
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question on the on of div-
idends had to be resolved as
part of the decision to get rid
of STC.

B There is no Cabinet decision
on capital gains tax yet as the
Katz Commission “still has a
Jot of work to do on it”. Be-
fore a capital gains tax could
be introduced “‘we must get
the definition right first. We
must not have a tax on infla-
tion profits. Hopefully we will
have a definition by the end of
the year”.

BAThe introduction of a pre-
sumptive tax on companies
would be looked at in the con-

+ text of a capital gains tax, but

“this does not mean it will not
come”.

@ None of the Katz Commis-
gion recommendations had
been rejected by the Govern-
ment but he would not besur-
prised if some of the recom-
mendations were rejected.

otice

@ An investigation inte the
possible creation of state pen-
sion fund. Liebenberg said the
Government was concerned
about s frightful escalation in
pension payouts and a solution
had to be found.

Liebenberg said the assur-

ance industry would have to |

continue to play a crucial role
in convincing people about the
need to plan for retirement.

The less the state had to
pay in social pensions, the eas-
ier it would be to maintain fis-
cal discipline.

The current savings rate
was 17,5 percent of GDP, but
could be 22 percent if it were
not for the ggovernment defi-

cit.

To keep up with the popula-
tion growth rate and to eat
into unemployment required a
growth rate of at least 3,6 per-
cent — and this required &
savings rate of 23 percent.

:




Capital gains tax still an option

Chris Liebenberg hopes the Katz commission will have a
workable definition of the tax in place by the end of the year

By Bruck CAMERON

POUTICAL EDITOR

The minister of finance, Chris Lie-
benberg, has indicated that a capi-
tal gains tax may still be intro-
duced.

Speaking at the annual confer-
ence of the Institute of Life and
Pension Advisers, Liebenberg also
announced a major investigation
into the retirement funding
industry.

He hinted that the probe would

almost  certainly result in
increased taxation of an industry
he described as a “little (too) tax-
rich” , and which collects billions of
rands in savings a year.

His comments have come after
recommendations by the Katz com-
mission that retirement fund con-
tributions be capped for tax pur-
poses were not introduced in the
budget.

Liebenberg also announced that
a comprehensive study was being
made of civil servant pension bene-

fits, including the current non-taxa-
tion of retirement gratuities, and
why returns on state pension funds
were substantially lower than those
in the private sector.

Liebenberg also said :

Ot would be best to scrap mar-
ketable securities tax as soon as
possible, but this had to be consid-
ered in conjunction with the deriv-
atives market, particularly the pro-
posed introduction of futures on
specific shares;

[OHe had wanted to get rid of
secondary tax on companies this
year because of its “horrific” effects
on foreign investors, but decided to
continue it for another year. The

question of the taxation of divi-
dends had to be resolved as part of
the decision to get rid of STC;

O The Cabinet had not yet
taken a decision on capital gains
tax, as the Katz commission “still
has a lot of work to do on it”.
Before a capital gains tax could be
introduced, “we must get the defi-
nition right first. We must not have
a tax on inflation profits. Hopefully
we will have a definition by the end
of the year”;

U The introduction of a pre-
sumptive tax on companies would
be considered in the context of a
capital gains tax, but “this does not
mean it will not come”;

[DThe government had not
rejected any of the Katz commis-
sion’s recommendations, but he
would not be surprised if it rejected
some of them; and

[OThe creation of a state pen-
sion fund was being investigated.
The deputy minister of welfare,
Abe Williams, would visit Chile
soon to investigate its state pension
scheme. The government was con-
cerned about a “frightful” escala-
tion in pensjon payouts, and a solu-
tion had to be found.

Liebenberg said the assurance
industry should continue to play a
key role in convincing people of the
need to plan for retirement. The

320)
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less the state had to pay il soci:
pensions, the easier it would be to
maintain fiscal discipline.

He admitted that state dissav-
ing was retarding the economy. The
current savings rate was 17,5 per-
cent of GDP, but this could be
22 percent were it not for the bud-
get deficit.

Keeping up with the popula-
tion growth rate and reducing
unemployment required a growth
rate of at least 3,6 percent — and
this required a savings rate of
23 percent.

Really successful countries,
such as Japan, had savings rates of
30 percent.

==




HaY JOHN SPIRA

An important cornerstone to
the success of the Australian
?iconol;wmhas been the redue-

on of the com tax rate
from 46 to 33 per%:;{

That's one of the messages
conveyed — with clear lessons
for South Africa — by Senator
Bob McMullan, Australia’s
Minister for Trade, who is cur-
rently visiting this country.

He points out that 10 to 15
years ago the Australian econ-

Some lessons from Australia on compan% rates
ing”quotas a i

omy was similar to that which  hind in its competitiveness in (-jmmxtment '
South Africa has today. with the rest of the world in-  to reducing tariffs to 5.percen
But hgﬂiyhe mid-1990s 1t had  cluded: by 1996. iza
suceessfully overcome many of g3 The deregulation of financial w -
those economic challenges. ‘markets m%"tﬁe floating of its Reforms to the education

While acknowledging that
South Africa has its own
priorities and would need to
devise its own solutions to its
problems, McMullan suggests
“we can all learn from each
other’s experience”.

The reforms that Australia
introduced to revive an econ-
omy which had fallen badly be-

dollar.

B Tex reform which reduced
the company tax rate dramati-
cally — “not a package of tax
holidays and special privileges;
just a low base rate and a com-
petitive economy”.

B8 The encouragement of a
more outward-looking traded
goods sector through eliminat-

/

system have made it more cost
effective and labour market

oriented, while the labour mar-

ket has been made more flexi-
ble by encouraging wage re-
straint and improving the job-
readiness of the unemployed.”

One of the results had been
a dramatic reduction of labour
unrest.




Individual tax
‘doubled ind

ye%cmieis

ANTHONY JOHNSON
POLITICAL CORRESPONDENT

INDIVIDUAL taxpayers — who
will have to fork out an extra
R2,5 billion this year — are paying
double the amount of tax they
were five yeats ago, the Democratic
Party said yesterday.

The government was gunning
for middie-income taxpayets, old
age pensions and children as “soft
targets” while billions of rands
were going to waste because the
state could not collect taxes, DP
finance spokesperson Mr Ken
Andrew told Parliament.

Speaking during the first debate
on the Budget, which the DP is
refusing to support, he said mid-
dle-income people were being
squeezed yet again because the
government could use inflation to
tax people without having to
announce any increases.

“These taxpayers are also being
targeted because they don’t spend
their time taking hostages, block-
ading traffic, toyi-toying in the
streets or trashing universities,” he
added.

Mr Andrew said hundreds of
thousands of taxpayers in the
R30 000 to R100 000 income
bracket would be substantially
worse off, even if they were lucky
enough to receive salary increases
that kept pace with inflation.

In real terms, a person who was
earning RS0 000 last year and
received a 10% increase would be
4,2% worse off, and would be short
of R150 a month.

Mr Andrew said the second soft
target being attacked were social
old-age pensioners, who had con-
sistently received increases lower

DP

CRITIC: DP Finance spokesper-
son Mr Ken Andrew slated the
new Budget yesterday.

than the rate of inflation.

This year their increases cov-
ered only about half of the increase
in the cost of living. “This gives the
government about R500 million
extra to play with but adds consid-
erably to the misery of millions of
our senior citizens as they battle to
survive on meagre and diminish-
ing incomes,” he said.

Mr Andrew said the Budget de-
ficit was, in rand terms, at its high-
est level ever at a time when the
econormy was growing,

“The government is making
RDP objectives more difficult to
achieve in the future as debt-servic-
ing costs become increasingly
onerous,” he said.
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Serious
problems
1n tax

collection
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Political Correspondent

SERIOUS shortcomings in tax collec-
tion have been exposed in auditor-gen-
eral Henri Kluever’s annual report to
parliament.

“It is undoubtedly in the national in-
terest that the collection of taxes
should be placed on a sound footing
forthwith,” he said.

Problems included:

@ Record-keeping and information
on taxpayers were unsatisfactory.

@ Control of submission of outstand-
ing income tax returns was unsatisfac-
tory.

@ Receivers of Revenue seidom used
the procedure set out in the Income
Tax Act for issuing estimated assess-
ments where taxpayers had failed to
submit returns or give information.

® Revenue offices accepted incom-
plete employees’ tax certificates,
which “complicated” ts,

® Control of tax calculations on em-
ployees’ tax certificates was inade-
quate.

“Incorrect tax deductions are not
followed up regularly, which particu-
larly in Standard Income Tax on Em-
ployees (Site) may result-in loss of rev-
enue.”

@ The allowable deduction for re-
tirement annuity fund contributions
was not always correctly calculated
by assessors, because employees’ fax
certificates did not give adequate in-
formation.

© Interest paid by the revenue office
on credit balances of taxpayers was
not always picked up by assessors,
causing a loss revenue.

® The Commissioner of Inland Rev-
enue had not yet succeeded in register-
ing the owners of minibus taxis on a
structured basis or taxing their in-
come.
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Tax responsibility plan

mooted to stop evasi
e

nsibility contract was being considered in a
bid to stop tax evasion, Arthur Andersen senior tax
partner Pierre du Toit said yesterday.

Du Toit told a conference such a contract might be
more meaningful than a bill of rights for taxpayers as the
interim constitution seemed to offer the necessary pro-
tection, In terms of the mooted contract, tax responsibil-
ity would involve government giving an undertaking not
to take more tax than the law required and to guarantee
civil and fair treatment for taxpayers.

A reciprocal obligation on tazpayers would be not to
pay less than the law dictated and to be transparent in
their dealings with Inland Revenue.

Pointing to the near crisis in tax administration as a
result of widescale tax evasion for political and other
reasons, Du Toit said such a contract would “de-emotion-.
alise the tax issue”. .

In dealing with tax, companies had to accept the law
had absolute morality and no compromise was possible,
Du Toit said.

In addition, disclosure and transparency were essen-
tial to the effective administration of tax.

Companies which did not adminisier their tax pay-
ments and those of their employees properly were in
dereliction of their fiduciary duty and should be treated
accordingly. This administration would have to comply
with the letter of the law, he stressed.




Kluever warns of state financial chaos
ci(e)zolz|9s @20

By Bruce CAMERON

ASSISTANT EDITOR

The auditor general, Henri Kluever,
warned of chaos in the administra-
tion of the state’s financial affairs
uriless urgent action is taken.

Kluever, speaking to the parlia-
mentary public accounts comuit-
tee prior to tabling his report for
1993/94, put inefficient tax collec-
tion at the top of his list of
problems.

There was R8,5 billion in uncol-
lected taxes on the Inland Revenue

books with at least an equal
amount lost to tax dodging.

In an interview, Kluever added
his voice to demands that Infand
Revenue be given autonomy to
enable it to employ and retain high-
ly skilled staff.

He said the administration of
the country was being threatened
by the early retirement of a high
number of skifled and experienced
people as well as by the ongoing
problems of the former indepen-
dent homelands and the creation of
the new provinces.

In his report to parliament,
Kluever said the scope and com-
plexity of the amalgamation of the
civil services involving 1,2 miflion
public servants was “undoubtedly
being underestimated”.

He said his criticisms should
not be interpreted as “signifying
resistance to the new dispensation.
... We are merely doing our work
in an independent and objective
way in support of the constitution
of promoting transparency and ef-
fective accountability” Kluever
said.




REPORT HIGHLIGHTS LACK OF EXPERT STAFF

Uncollected taxes

‘could fund

THE AUDITOR-GENERAL's
report exposes serious
problems in South Africa’s
tax collection system which
cost the country biflions
each year. SAPA reports.

OUTH AFRICA’s uncollected

taxes would be enough to fund

the Reconstruction and Devel-
opment Programme, auditor-gen-
eral Mr Henri Kluever said yester-
day.

The Inland Revenué and Cus-
toms and Excise Commissions had
recorded R8,5 billion in unpaid
taxes, he said. This figure would at
least double if tax evasions were
added.

Taxes were not always collected
efficiently, largely because of staff

shortages and a lack of expert staff.
Some of the problems included:
@ Extensions for submissions
were granted when returns for pre-
vious years were outstanding;
® Unsatisfactory record-keep-
ing;

@ Estimated assessments were
seldom issued by the Receiver of
Revenue where taxpayers had
failed to submit returns, and

® Incorrect tax deductions
were not followed up.

Shortcomings

Fraudulent VAT claims to the
value of about R214 million had
been made. Claims had also been
made based on fictitious transac-
tions, in some cases with the assis-
tance of VAT inspectors..

There were “serious shortcom-

g @@.

cr3ophS

ings” in the collection of income
taxes in the TBVC states, Mr Kluev-
er said. In two of these, the tax
affairs of office bearers and senior
officers were not up to date and
outstanding amounts had not
been collected.

The report also noted short-
comings in the accounting system.

Increased costs

These included that dishon-
oured cheques collected by the
Receiver were not deducted from
the total. The amounts shown
were therefore overstated by
R815 000. The cost of collecting
customs and excise duties had also
increased significantly. For
1993/94 it had cost R81,7m to col-
lect just over R19bn. In 1992/93 it
had cost R59,7m to collect R17bn.



[Double payment on
tax refunds cost R4-m

Political Correspondent 320

UNLAWFUL cashing of tax refund cheques cost
the government R4 million in extra payments to
those meant to get the cheques in the first place.

The Department of Finance recovered R918 968
of the illegal payments, an auditor-general’s report
for the 1993/94 financial year said.

The risk of losses remained, because it had not
yet been possible to fully implement electronic
payments into private bank accounts.

@ A television advertisement that was never
screened was part of “fruitless expenditure” of
R70000 by the SA Communication Services.

The rest of the expenditure was for promotional
material for the new constitution.

The responsbility for production and distribution
of this material was taken over by, the Transitional |

Exectrltive ?ouncil. ﬁka’ 30!6 , q{

S
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- R6 for debt,

R1 for RDPS°
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mc.w.w burden could be ligh

CLIVE SAWYER
Politicai Correspondent

IN a stern warning on the
perils of the debt trap, Fi-
nance Minister Chris Lie-
benberg has said South
Africa spends R6 on servic-
ing debt for every R1 on the
reconstruction and
development programme.

South Africa’s huge debt bur-
den would begin to recede at
the turn of the century, provid-
ed the government kept to its
policies of fiscal discipline.

He urged a commitment u".o

r n expendi-
ture and re-prioritising capital
spending.

Replying to comments dur-
ing this week’s budget debate
in the national assembly, Mr
Liebenberg said he was wor-
ried that not everyone under-
stood the implications of run-
ning a budget with a constant
deficit.

Interest would continue to
mount and lenders would put
up their rates.

The only way to avoid the
debt trap was to follow the
previously-agreed milestones
of economic poiicy.

“We cannot afford to make
an error,” Mr Liebenberg said.

Noting that shortages on
pension funds and irherited
debts of the former TBVC
states were funded by borrow-
ing, he said discipline was
needed on a broad front.

If creditors chose to reduce
the terms of loans from five
years to one, “this could bring
us back to where we were in
19857,

Responding to criticism of
the cut in the budget for eco-

ter at end of century

nomic services were erucial to
agricultural and Iand reform
policy.

Mr Liebenberg said the state
of balance of payments was a
major factor inhibiting growth.

A comprehensive strategy to
address this was being worked
out by the National Economic
Development and Labour
Advisory Council.

&

STERN WARNING: Finance
Minister Chris Liebenberg
warns of perils of the debt

trap.

Heat is on for
wm@ Holomisa

TYRONE SEALE

Weekend Argus
Palitical Staff

THE mhlﬁ@ﬂfﬂﬂnﬁ%ﬁ Con-

gress should use its code of
conduct to act against Deputy
Minister of Environment and
Affairs and Tourism Bantu Ho-
lomisa, under whose rule cor-
ruption and administrative col-
lapse occurred in the former
Transkei. -

Speaking in the national as-
sembly budget yesterday,
Manie Schoeman (NP) said Mr
Holomisa had been a reluctant

He said South Afriea had to
become investor-friendly be-
cause of the lack of domestic
savings,

Growth of at least 3,6 per-
cent was needed before there
could be any reduction of un-
employment.

Wel ing work by Mini:
of Trade and Industry Trever
Manuel on developing small,
micro and medium enterprises,

nomic spend Mr Liebenberg
said this was necessary as a
short-term sacrifice.

Critics, including parlia-
ment’s joint standing commit-
tee on finance, said that eco-

Mr Li g said these could
be the “real engine of growth”.|

He called for efforts to turn
the toorism industry “from a
novelty factor to a sustainabi-

lity factor”.

Tax revamp

Political Correspondent

RESTRUCTURING of the de-
partments of inland revenue
and customs and excise will go
ahead, says Minister of Fi-
nance Chris Liebenberg.

Speaking at the end of the
national assembly debate on
the budget, he said the restruc-
turing would _be dong as soon
as possible. hw

The auditodgeneral’s reports
and the report of the Katz
Commission on income tax had

to go ahead

exposed serious crises in tax
administration. These prob-
lems had contributed to a
R8 billion shertage in revenue,
which, if collected, could be a
significant boost to the recon-

struction and develgpment pro-
aromame. AR 1[4
He lashed out al ess re-
ports which had labelled an of-
fer from professional bodies of
lawyers and accountants to
help in restructuring as setting

up “ghost squads”.

leader of the 1988 coup to
eradicate corruption.

Mr Schoeman asked why 50
percent of industry had with-
drawn from the Transkei dur-
ing “the dictator’s rule”.

“Why was the state pension
fund robbed of its assets?”
asked Mr Schoeman.

“Maybe the general would
explain to the former Glen
Frey teachers why their right-
ful pensions were never paid to
them and how he overturned
two Supreme Court judgments
against the Transkei govern-
ment by issuing Decree No 14,”
he said.

Even more disturbing was
that the Transkei auditor-gen-
eral’s report did not reflect the | -
total administrative collapse
that occurred in the last year
of Mr Holomisa’s rule. -

Mr Holomisa then chal-
lenged President Mandela to
m,wocm that corruption in the

anskei actually amounted to
millions of rand. ,

The evidence existed, said |,
Dr Schoeman, who asked what | |
the ANC would do about this, |
given that Mr Holomisa had ||
apparently been the first to &
sign the ANC code of conduct.




Minister criticised

ver tax system
E25,e0ai g

THE $A Fiscal Association has come
out strongly against Finance Minis-
ter Chris Liebenberg’s lack of com-
mitment to remedying the weak-
nesses in SA’s tax system,

In a recent paper on tax admini-
stration, the association’s “think
tank” said the lack of concern had
caused a serious dent to the recom-
mendations of the Katz commission,
with enhanced tax administration its
most important thrust,

“Although mentioned in the Budget
Review, the critical issue of the ad-
ministration’s status and autonomy
did not even warrant a mention in the
Minister’s Budget speech”.

The damage was made worse by
Liebenberg's apparent preoccupation
with other measures of “an ad hoc
and problematic nature”.

1t said the appointment of the two
commissioners to look at measures to
improve efficiency was galling when

anced fax administration rested
on the commissioners’ own status and
autonomy, which could only be
changed by Liehenberg himself.
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Income Catego Number of People % of Total Tax Assessed % of Total
1-10.000 Ry 7,59 10176 11878 0,06
7 10001-20 000 158 089 939 68046 46267 044
20001 - 30 000 152579 9,06 194 535 508,77 1,2
30007 - 40 000 136 344 8,10 360 505 724,40 233
40 001 - 50 000 133 548 7793 T 61540856821 398
50001 - 60 000 221702 13,17 152156138550 o84
60001 - 70 000 204731 1216 1881632 447,16 1216
70 001-- 80 000 155 039 9,21 1776 303 439,30 T8
80 001-90 000 109 663 6,51 1521762 683,24 9,84
90001 - 100 000 75 669 4,49 122807789180 794
100 001 - 150 000 144 495 8,58 3103 795 295,22 20,07
150 001 - 200 000 T a0 202 1128 864 453,94 7,30
200 001 - 250 000 13136 078 58105751019 376
250 007 - 300000 6167 0,37 33633845636 207
300 001 - 350 000 3328 0,20 220 257 359,22 T4
"""" 350001 - 400 000 2005 0,12 157 272 176,46 102
400 001-- 450 000 1252 0,07 111 430 288,86 0,72
450001 - 500 000 879 0,05 8473262866 055
500 600 3334 020 56692489639 )
TOTAL 1683732 1000 15 468 683 295,13 1000

The table shows the breakdown of South Africa’s taxpayers by income category, the number of people within each category and the percentage of the
total that each category represents. The information covers 83,91 percent of the total registered taxpayers and is culled from information supplied by
Finance Minister Chris Licbenberg in reply to questions asked in parliament by DP MP Ken Andrew




High earners bear bryat of tax bhyrden
i [ ADRIAN

CAPE TOWN —~ earners taking
home between le and R150000 a
year contributed more than 20% of SA’s
income tax receipts even though they re-
presented only 8,6% of taxpayers, Finance
Minister Chris Liehenberg said yesterday.

In reply to a question from DP finance
spokesman Ken Andrew, Liebenberg sald
the 144000 taxpayers in the R100000-
R150 000 bracket paid more than RS,1bn to
the fiscus in the 1993/94 financial year. The
largest bracket, covering 221702 people
earning between RS0000 and R60 000
annually, contributed just more than 12%,

HADLAMD |

or R1,8bn, of the state’s total tax income,

Individuals in the lowest income cate-
gory, taking home between R1 and R10 000
a year, paid R10m — 0,06% of the total.

The 3 334 people in the top bracket, éarn-
ing more than R560 000 a year, paid R567m
in 1993/84 — about 3,66% of total receipts.
The 40% of taxpayers earning R60 030 to
R200 000 contributed almost 70%. ;

Sapa reports that altogether 1683732
people paid R15 468 683 295,18 in taxes —
an average of R9 187,14 a head.




Tax consensus requires
respect for rule of law

From SarA

Tax consensus was possible only
when the rule of law was accepted,
Pierre du Toit, a member of the Katz
commission said yesterday.

In calling for tax consensus, he
said that those who chose to take part
in the economy and theteby accepted
they must contribute what the faw
required, had to know that the same
law would protect them.

A tax system that was adminis-
tered by anything other than clearly
defined laws, enforced with consis-
tency and fairness, became self-de-
feating, Du Toit said.

Speaking at the same conference,
advocate Peter Solomon said there
was nothing immoral or dishonest in
tax avoidance or frying to pay a min-
imum amount of tax, as long as this
was done within the letter of the law.

Referring to Finance Minister
Chris Liebenberg’s Budget speech, in
which he said tax avoidance
schemes, although legal, mitigated
against national interest, Solomon

¢ ’seggbﬂ% song 1!\35 eg\ive leg-

isfation and not in emotive pleas.

Du Toit said poor administration
had led to massive leakages and that
this favoured the dishonest and ulti-
mately undermined the rule of law.
The Revenue administration there-
fore needed to receive priority for
SOVrnment resources.

Du Toit said Liebenberg had
asked the Katz commission to con-
sider a taxpayer’s bill of rights.

He said such abill would provide
a statement of intent from the author-
ities and a rallying point for a new
morality and mutual trust between
taxpayer and the Receiver.

He said that in the last few
months South Africa had moved
closer to a tax consensus and there
was a growing common concept of a
future tax system.

Such a system would seek to min-
imise interference in normal econom-~
ic processes, maintain a balance
between income, indirect and wealth
taxes and support the reconstruction
and development programme.




Oﬁtcry from accountants

G)

INLAND Revenue commissioner Tre-
vor van Heerden called yesterday for
more power to clamp down on tax
avoidance schemes through expanded
legislation — sparking an outcry from
accountants.

Speaking at a conference sponsored
jointly by Business Day and the SA Fiscal
Association, Van Heerden said SA’s anti-
avoidance legislation should be expanded
to impose penalties on the use of tax avoid-
ance schemes which sailed “dangerously
close to the tax evasion wind”.

But his call met with strong disapproval
from tax experts, who said any extension
of the Income Tax Act's anti-avoidance
clause would mean granting dangerous
discretionary powers to the commissioner.

Van Heerden said Finance Minister
Chris Liebenberg had already asked the
Katz commission to look at the Income
Tax Act’s general anti-avoidance provi-
sion, with tax avoidance costing the fiscus
an estimated R36bn.

) 411S

[ SARIARTHA SHARPE |

should refrain from pushing tax avoidance
schemes to the extreme. The danger was
for “legitimate deduction to become a
provocation for anti-avoidance laws”.

Vorster & Perreira senior partner Hen-
ry Vorster said any extension to Section
103 (on anti-avoidance) was bound to cre-
ate uncertainty and raise the hostility of
business. Regulation required a sense of
balance and further discretionary powers
to the commissioner under the anti-avoid-
ance clause were a danger. Government
should also guard against “bleeding inter-
national legislation”, which would sit un-
comfortably with the SA sysiem.

“Section 103 in its present form is as
near to perfect as you can get. The alterna-
tive is to give the commissioner unfettered
discretion in this regard.”

Reuter reports Van Heerden said: “I, as
the tax commissioner, personally have
great admiration for people who can crait

The use of legal tax avoid h
easily turned into tax evasion when im-
properly used and penalties for “improper
tax avoidance” should be governed by spe-
cific legislation, he said.

Arthur Andersen senior partner Pierre
du Toit told the conference there was
always a danger the state could start oper-
ating in “the murky areas beyond the law”.

The threat of “fiscal terrorism™ where
the state threatened legislation without at
least some minimum degree of specificity
could result in uncertainty. This could in
turn stifle the honest taxpayer's normal
business initiative for fear of falling foul of
unknown new rules. However, business

a tax avoid heme”, but these tended
to become evasion schemes as they were
refined and adopted by many taxpayers.

Tax lawyer Peter Solomon said govern-
ment should be wary of introducing a pen-
alty in Section 103 (tax avoidance legisla-
tion). “We seem to be entering a new era of
taxpayer bashing. ... 1 find certain of the
Finance Minister’s {Budget) remarks, with
respect, totally inappropriate.”

Liebenberg said in his Budget speech
that government would take a hard line on
tax avoidance schemes. “Although many
are legal, some of these schemes militate
against the general intention of the law
and the national interest,” he said.




THE Department of Inland
Revenue is to embark on a
major restructuring exer-
cise to recover a shortfall in
revenue collection estimat-
ed at up to R15-billion.
Ever since the Katz com-
mittee hlghlxghted the de-

eceiver to

mgs;gz%%%e

drawn up to improve tax
collection efficiency.

Some of the money could
be collected this year; “if
the right people are put on
to it”. |

Other problems included |
the mcorporatxon of former

partment’s short

. Trevor van Heerden, the
Commissioner for Inland
Revenue, has been seeking
remedies for a department
described “as close to col-
lapse”,

Staff problems, inad-
equate computer equip-
ment, lack of resources and
an expected over-burdening
due to the tax amnesty are
among the problems await~
ing the Receiver in the new
fiscal year..

The higgest problem was
the inability to retain exper-
ienced staff, who were
invariably poached by the
private sector, Mr van
Heerden told Parliament
last month.

The office, battling with
limited resources, was not
keeping up with the private
sector, he said.

The computer system had
been hought in 1962, and
although it had been updat-
ed, was inadequate.

“Qur concern is that only
one person in South Africa
knows how to operate it,” he
said, adding that if some-
thing should happen to him
“that’s the end of us”.

The office would also
have to deal with the conse-
quences of the new fax
amnesty.

Finance Minister Chris
Liebenberg has yet to an-
nounce the amnesty’s cut-
off date.

“We need a lot of prep-
aration to assist those who
wish to apply for amnesty”,
he said.

New offices needed to be
built to accommodate the
flow and provide informa-
tion, although the new Bud-
get had not allowed for this.

Greater autonomy would
help avoid some of the prob-
lems. A blueprint was being

. Finance Minister’s refer-

tax istra-
tions. Staff had to be .
trained, systems changed,
and funds diverted, he said.

Mr van Heerden also is;,
sued a warning on tax
avoidance schemes, a target
of the recent national Bud-
get speech.

Taxpayers found to be
“sailing too close to the
wind” could be penalised,
Mr van Heerden told a con-
ference at Mintek in Johan-
neshurg this week.

But tax experts warned
against such measures, say-
ing any attempts to clamp
down on avoidance should
take the form of legislation
which made taxpayers’ po-
sitions less ambiguous.

Mr van Heerden said: “To
discourage the use of tax
avoidance, where it is sail-
ing too close to the wind, we
should have a penalty ... I
believe we have to put in
something like that.”

His comments followed
remarks by Mr Liebenberg
in his Budget speech that
the government would take
a hard line on tax avoidance
schemes.

“Although many are le-
gal, some of these schemes
militate against the general
intention of the law and the
national interest,” Mr Lie-
benberg said.

Mr van Heerden said the

ences to a clamp on avoid-
ance schemes suggested |
“nothing but specific legis-
lation” to curb it.

“[, as the Tax Commis-
sioner, personally have
great admiration for people
who can crait a tax avoid-
ance scheme,” he said, but
added that this tended to be-
come evasion as they were
adopted by large numbers
of taxpayers. — Sapa.
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COMMENT

Avoidin

AXPAYERS naturally avoid

paying money to government

that they can legitimately

keep for themselves, and that
is why accountants and lawyers
make a good living in helping them
find loopholes in the tax laws. Gov-
ernments, on the other hand, do
their hest to close the gaps — that is
the nature of the game.

Now Inland Revenue commis-
sioner Trevor van Heerden, whose
department is under considerable
pressure from a cash-strapped gov-
ernment to improve its perform-
ance, wants more Jower fo clamp
down on tax avoidance schemes,
which are said to cost government
billions a year in lost revenue. He
wants the law to provide for penal-
ties on the use of schemes which sail
“dangerously close to the tax
evasion wind”,

It is not so much the idea of clos-
ing tax loopholes that has caused
the outery against Van Heerden’s
call, but the fear that an extension
of the Income Tax Act on the lines
he suggests would place discretion-
ary powers in the hands of civil
servants who are bound to have a
very subjective view.

On what basis will the commis-
sioner — in practice his staff as well
— decide on what constitutes “im-
proper tax avoidance”™? Is a tax
avoidance scheme legal or illegal
when it “sails dangerously close” to
evasion? There may well be good
reason to take a fresh look at the tax
avoidance provisions of the Act, as
Finance Minister Chris Liebenberg

tax

has asked the Katz commission to
do. But what government must not
do is muddy the water to the point
that taxpayers’ rights are obscured.

If there is one requirement of
good law, it is that it should provide
certainty. When it comes to tax,
there has to be a balance between
the interests of the state and those
of the individual guarding his hard-
earned cash. If the test of an invest-
ment scheme is whether it has a
normal commercial purpose, for in-
stance, and is therefore a legitimate
undertaking from a tax point of
view, the taxpayer’s adviser should
be in a position to tell him, “Yes,
you can do it.” If discretion is left to
officials — and secret discretion at
that — there can be no such certain-
ty, and no consistency in the appli-
cation of the law.

Government is obviously entitled
to stop tax avoidance schemes
which it regards as being against
the public interest. But any prohibi-
tions must be spelt out. It will then
be for the courts to interpret the
law, not tax officials. On the face of
it, discretionary powers for the
commissioner would place him
ahove the courts, and that can never
be the intention of legislators.

Also essential to any legitimate
judicial system is the right of the
citizen to challenge a finding
against him. A law which places
discretion in the hands of an official
enforcing it denies that right, and
can therefore have no place on the
statute hook.

a - m <]
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TRADE and Industry Minister ’l‘revor
Manuel yesterday challenged the account-
ing community to expose illegal tax
schemes and fo join government in its
campaign against secrecy. .

At an Employee Report Award function
organised by the SA Institute of Chartered
Accountants (Saica), sponsored by Angle-
Alpha, Manuel asked whether the account-
ing profession was ready to accept that
promoters of illegal tax schemes were as.
accountable as the people who used them.
He also asked the institute whether it
would be prepared to name th
involved in such schemas lj{[;rq 1S

Disclosure rules for compam
were notoriously lax, he said.

SA faced the challenge of restructuring
its industries to increase international
competitiveness. Employees could play a
critical role in this at plant level. However,
companies would have to improve disclo- .
sure of information to enable all stakehold-
ers to take part in decision making.

The government was committed to
transparency, he said, noting that it had
circulated a discussion document on small
business before drawing up a White Paper.

The fact that he would appear before
parliamentary standing committees on
finance and trade and industry — where he
was expected to outline his department’s
direction -and contribution to the recon-
struction and development programme
(RDP) — demonstrated the openness with
. which he ran his department.

Secrecy had allowed substantial moral
decay, which had spilt over into business.

He suggested an annmual presidential
award, along the lines of the President’s
Exporf Awatd, be used to recogmse cor-
porate commitment to the RDP. - ’

-Absa won the Employee Report Award
while Adcock Ingram and Murray & Rob-
erts were runners-up. The award is intend-
ed to stimulate interest in the value of
qualitative reporting to employees. Judg-
ing panel chairman Geoff Everingham
said entrants’ reports had failed to provide
details about directors’ payments,

@ Picturo: Page 3




More smokes

tax mooted
s @D

AN extra 10c tax on each pack
of cigarettes sold would pro-
duce-R100 million & year,
which could fund the prome-
tion of health, Dr Derek Yach
of the Medical Research Coun-
cil said yesterday. :
Dr Yach said the concept
had the support of the Depart-
ment of Health.
He said the money genesat-
ed would be used to fund 2
health proniotion foundation :
@ To sponsor sports and the
arts and to biay-out the tobacco
industry’s sponsorship,
& Tosupport priority healtl
. promotion campaigns suclras,
« siffe sex, programmes and chil
g g ,

safety. o g
@ To channel ‘& sm
ameuntintoesearchs -
South Africa had one of the
fowest tax rdtes on cigarettes’
{38%), with Zimbabwe at 50%"
and Canada and Ausfratia over
70%, Dr Yachsaid. .
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TAX increases on
lump-sum payouts will
mean many top execu-
tives may work for
nothing over the next
three to five years if
they do not retire be-
fore September 1.

Despite the rush of re-
tirements before February
in anticipation of changes
being introduced from
March 1, sources in the in-
dustry say the trend has
accelerated since the Bud-
get.

“Just about everybody
over 50 is looking at their
options,” says Ernest Lai
King, Sentrachem’s group
tax consultant.

Peter Stephan of Old
Mutual says their agents
have been “bombarded”
with queries. He says Old
Mutual’s legal services de-
partment has had many
queries, including from Old
Muiual staff, about early
retirement.

Vernon Cresswell of Fin-
corp says while Fincorp
has been involved with ear-
ly retirements since last
.year, it has also been called

in to consult to major com-

By TERRV BETTY

panies.

“If companies can struc-
ture themselves to ensure
succession planning and
continuity then they are
going to do it.”

The effect on a taxpay-
er’s liabilities could be the
difference between being

* taxed at 17% as opposed to,

38% on the lump sum paid
out on retirement from
pension and provident
funds and retirement annu-
ities.

One person is said fo
have saved Rl-million in
tax by retiring before Sep-
tember 1. As his pre-tax
income is R400 000 a year,
it would take many years
of employment to compen-
sate for what has been lost
to the heavier tax bill.

Another t{wo people
jointly have R8-million in
their provident fund. As
they each earn R600 000 a
year they are able to wipe
out their entire salary with
a single premium retire-
ment annuity and thereby
reduce the tax rate levied

on their lump sums to 17%.
This {ranslates into a R1,6-
million tax saving on the
lump sum.

There are generally
three ways for people to
take advantage of the ex-
isting favourable tax legis-
lation. They can retire ear-
ly and stop working, they
can retire early and con-
tinue working on a consult-
ancy basis or they can
withdraw from the pension
fund should the rules allow.

In one company the en-
tire top management is
said to have taken early
retirement and continued
working for the company
on a consultancy basis.

But it is uncertain how
the Receiver would view
such a move. Some people
believe as it is not a genu-
ine retirement the Receiv-
er will tax the pension
lump sum as a withdrawal
rather than a retirement.

What this basically
means is that where on re-
tirement the first R120 000
or more of the lump sum is
tax free, on withdrawal
only the first R1 800 is tax
free, the rest being taxed at
average rates.

Mr Cresswell says in
order to be taxed as a re-
tirement benefit even
though the individual is
continuing to consult to the
company, the move must
be commercially justifi-
able, and not just a tax-
driven decision.

Vlok Symington of the
Receiver’s office says at
this stage it is difficult to
say what the Receiver’s re-
action to such a move
would be.

“We would not like to

o

-
s

elaborate until it has hap-

He says the Receiver
would not allow withdraw-
al from a pension fund be-
fore employment has been
terminated. He says if the
pension fund’s rules allow
for that then they should
not have been passed by
the Receiver’s office.

While many people are
panicking about early re-
tirement, there are other
factors to consider that
may show it to be more

.. 0ld Mutual's Peter Stephan, who reports a sharp increase in requests for early retirement

worthwhile to remain em-
ployed.

Mr Stephan says: “Peo-
ple must not be too tax-
paranoid, they should con-
sider other factors as
well.”

For example, for every
year a person retires be-
fore 65 for men and 60 for
women, depending on the
rules of the fund, a heavy
penalty is levied. So some-
one retiring 10 years early
would be forfeiting a sub-
stantial portion of his or

her pension.

Other people cannot af-
ford to make a large pay-
ment into a retirement an-
nuity, and so would not be
able to substantially lower
their tax rate anyway.

In many cases people
are just not ready for re-
tirement. They are also
giving up on another 10 or
so years of active employ-
ment with annual in-
creases, bonuses and other
benefits, such as growth
within the pension funds.




‘Tax man upsets unit trust industry

THE Association of Unit Trusts has threat-
ened to take tax authorities to court over
VAT on unit trust management comy ies
services, introduced on April 1. (

The association said the mov re-
sulted in unit trust management com-~

panies: iingreasing - the-manigmiie{nitial

charge levied for units t0-5,5% from 5%.

The industry had been negotiating with
tax authorities to have unit trusts exempt
from VAT on its services, believing the
initial and service charges were not sub-
ject to VAT. However, tax authorities in-

, terpreted this differently.

Association executive director Dick de
Groot said that when VAT was introduced,
a 0,75% levy on financial institutions was

I JOHN DLUDLY ]

imposed in lieu of VAT on financial ser-
vices. “The financial institutions behind
unit trusts have all been paying that levy.
Now VAT is imposed on unit trusts and.the
Tevy has not been lifted. We don’t beligve
this is equitable.”

Further representations were beéing
made to Inland Revenue. If these failed,
the association was prepared to take the
matter to court, De Groot said. -

Inland Revenue VAT chief director Mike
du Toit said: “It is the fee they charge for
managing the trust that is taxable.” The
unit trust industry had been informed of
this, he said.fy 6 f i
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Sigcau appoinis advisers: The minister of public
enterprises, Stella Sigcau, has appointed two experts to advise her on
the “reorganisation” of state assets. Accountant Jeff van Rooyen has
been appointed for one year and K Mabentsela for three years,

R

organisations, worried that their pension benefits, particularly their
tax-free retirement gratuities, could be taxed, have made representa- |-
tions to the minister for public service and administration, Zola ;
Skweviva. In reply to a question in Parliament, Skweyiya gave the

- . 220
l Civil servants worried about tax: Guilservint
[
\

assurance that changes would have fo be regotiated with the chame ~ §
ber of the public service bargaining council.
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Receiver seeks
to closg, (?Opzhom %A%

INLAND Revenue wasCensider-
ing ways to close the loopholes
foreign companies were using to
avoid paying secondary tax on
companies (STC), Inland Revenue
spokesman Ian Meiklejohn said
at the weekend.

Meiklejohn said the department
was aware of the loopholes and had
looked at the proposals of the Katz
Commission. The commission recom-
mended the institution of a provision-
al withholding tax to cover the collec-
tien of STC, or as a feplacement.

“Our feeling was that a full-blown
branch office tax would be preferable
to a withholding tax in terms of sim-
plicity, although the department has
yet to take an official stance.”

Meiklejohn said it was virtually
impossible for the department to po-
lice STC beyond the borders of SA.

It was also difficult to determine
just how many companies were oper-
ating in SA through branches and to
quantify the STC being avoided.

But tax sources warned the tax-
man could be losing out on a signifi-
cant revenue pool through foreign
companies operating in SA through
branches successfully avoiding STC.

When an offshore company, repre-
sented locally by a branch, declares a
dividend at head office, it is techni-
cally liable for STC and the non-resi-
dent shareholders tax on the SA por-
tion of the dividend.

But neither of the taxes were en-
forced"by Inland Revenue, “who’s
reach is not as extensive as the realm

Nzy

SAMANTHA SHARPE

of the Roman Empire”, sources said.

They said that while it was difficult
to quantify the amount of tax the
fiscus was losing out on, most foreign
companies investing in SA were tak-
ing the branch route in an effort to
counteract SA’s internationally un-
competitive tax rate.

Independent tax consultant Willem
Cronje said the use of branches to
avoid STC weakened respect for the
rule of law. “This is the final straw.
STC must go,” he said.

Deloitte Touche tax consultant
Louise Vosloo said that while some
might construe the issue of STC as a
storm in a teacup ~ STC was on its
last legs — the fact was that the tax
could be around for a while,

However, foreign companies which
decided to open a branch were exer-
cising a legal right to operate their
businesses tax efficiently.

One source said that given the in-
vestment options in China and the
East, the inability to utilise branches
as a means of bringing SA’s effective
tax rate to more compeiitive levels
would discourage a great deal of in-
vestor interest.

He said it was hard to say how
much tax was being avoided through
non-STC payment as companies had
only recently started to return to SA.

Many of these companies might be
keeping post-tax profits in SA — in-
stead of repatriating them to head
office — to fund growth locally.




SA may face tax on energy con

PRETORIA — South Africans could face
tax on domestic energy consumption and a
road fuel duty as government tries to com-
bat air poliution, which contributes to glo-

ter Dawie de Villiers says. £} 25

At the International “Geosph
Biosphere Programme conference on glo-
bal environmental change, which began
yesterday, De Villiers said SA was the
biggest producer of greenhouse gases in
Africa. “With the extra requirements of
the reconstruction and development pro-
gramme, production will in the short term

bal warming, Environment Affairs 1\9 is-
s

[ sTEPHANE BOTHWA ]

increase rather than decrease.”

A tax or duty on domestic energy con-
sumption, a road fuel tax and an energy
saving trust could be used in a local cli-
mate change action plan to finance the
basic energy needs of the less privileged.

Release of greenhouse gases should be
included in integrated environmental
management parameters. Overstepping
limits “should lead to taxation or penal-
ties”. A road fuel duty could lead to faster
development of electrica) transport and

L]
SUMpHoNe
better of other options for private

transport and deliveries in urban areas to
cut down on pollution.

Burning waste and agricultural residue
should not be unrestricted. Although fire
was an indispensable too} in veld manag-
ment, unseasonal and unauthorised veld
burning should be curtailed and penalties
considered for transgressors.

An information programme should be
launched to help local trade, industry and
the public sector adopt efficient energy-
saving technologies.

The conference continues today.




TAX AVOIDANCE
Is ihere @ grey Jti Cis

More than a decade ago, the then Com-
missioner for Inland Revenue, Mickey van
der Walt, coined the pernicious term “avoi-
sion” He was referring to what he con-
sidered a grey area befween evasion and
avoidance. At the time, practitioners re-
minded him (as if he needed reminding)
that taxpayers are entitled to arrange their
affairs, within the law, so as to pay the least
amount of tax.

The issue is still with us and was the
subject of a recent seminar arranged by the
SA Fiscal Association.

Arthur Andersen tax partner Pierre du
Toit stoutly maintained the rights of tax-
payers. In defending that right, they defend
not only their own position, but the rule of
law and therefore the constitution itself.

At the same time, he warned that the use
of concessions, extraneous to the business
of the taxpayer, may in fact be bad
business. If it is perceived by Revenue as
“tax speculation” it may provoke vigorous
anti-avoidance action (whether by an ad-
ministrative challenge to the transaction
under the Act as it stands or through

swingeing amendments). The same risk is
run by taxpayers who push their legitimate
claims for deductions to the edge.

Most tax systems have a general anti-
avoidance section. In the SA Income Tax
Act it is Section 103 and in the Vat Act it is
the more draconian Section 73. This con-
fers on the Commissioner the power to
ignore, for tax purposes, arrangements
which are abnormal and reduce or postpone
the payment of tax. Our Section 103 is
relatively narrowly drawn compared with
some overseas tax systems (including Aus-
tralia’s on which ours was modelled). There
has been a seemingly endless running
debate between Revenue and tax prac-
titioners over the redrafting of Section 103
S0 as to give it more teeth.

Tax attorney Henry Vorster argued that
Section 103 is soundly drawn as it is. Du
Toit agrees: any broadening of the section
undermines the precise codification of the
tax system embodied in all the other
sections of the Act.

Revenue can prevent situations where
practitioners drive a horse and cart through
the Act, by drawing tax statutes with a
minimum of special concessions. These are
inviting targets for aggressive tax planners.

Secondly, if tax practice demonstrates a
tempting gap exists, Revenue should rec-
ommend to government that the Act in
question be amended. And Revenue should
accept it has been outwitted by practitioners
in relation to past tax years and stick to the
cardinal principle that taxes should not be
applied retroactively. (If this rule is ignored,
certainty in tax planning flies out of the
window.)

The latest Budget included a statement of
intent to sharply restrict the ingenious
mechanism of up-fronting interest deduc-
tions for the borrower, while contracting for
interest accruals to the lender to take place
far in the future. Taxpayers can hardly
complain if this game is to be spoiled but
they can cavil at the element of retroactivity
in the proposed amendment.

The best defence against evasion (which
is nothing but fraud through nondisclosure
or fraudulent statements in a return) is
effective policing of the tax collection
process. In a recent occasional paper writ-
ten for the association, Anglo American tax
consultant Marius van Blerck criticised
Finance Minister Chris Liebenberg for di-
verting attention from the need to re-
structure Inland Revenue and Customs &
Excise by sniping at legitimate avoidance.

This requires new administrative arrange-
ments, both for Inland Revenue and Cus-
toms & Excise, outside the civil service
framework to enable them to recruit prop-
erly qualified personnel in sufficient num-
bers to keep a sharp eye on tax fraud.

Speaking at the seminar, Gill Marcus,
chairman of the Parliamentary Standing
Committee on Finance, renewed her sup-
port for this proposal -— which emanated
most recently with an added note of ur-
gency from the Katz report.




SA a world beater —
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Taxation on middle-income earners is among the steepest™——

in the world thanks to fiscal drag, says Econometrix

BY CLAIRE GEBHARDT

ECONOMICS EDTOR

Econometrix researchers have con-
firmed what many South Africans
have long believed — the country
has one of the steepest marginal tax
curves in the world on incomes up
to R50 000.

Only a few African countries
fare worse.

South Africa also has one of the
higher top marginal tax rates on
incomes exceeding R50 000.

In other words, fiscal drag is a
much more vicious form of taxa-
tion in South Africa than in most
other countries. (See accompany-

ing graphs). Fiscal drag, or bracket
creep, is the process whereby salary
increases which keep pace with
inflation simply move the recipi-
ents up the tax ladder into a higher
tax bracket where they are hit by an
increase in their average tax rates.

This leaves them worse off after
tax than before — even if tax rates
per income group remain
unchanged.

Azar Jammine, Econometrix
director, said that although the
Katz commission’s objective was
the diminution of fiscal drag, its
recommendations would have had
little impact on flattening the tax
curve. “In analysing the hefty pro-

20)
portionate increases in marginal
tax rates on incomes between
R30000 and R70000, these tax
brackets can hardly be classified as
belonging to the rich, but rather to
average run-of-the-mill middle-
income persons.”

Having  forfeited
R2,5 billion to R3 billion in revenue
by abolishing gender discrimina-
tion in the Budget, it was not sur-
prising that the marginal tax rates
on incomes between R30 000 and
R70 000 were increased so sharply,
he said.

As these were the income levels
where the highest proportion of
South Africa’s personal tax was
sourced, they were milked the most
vehemently. “Although more than
half of all taxpayers earn less than

t
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R30 000, based on 1993/94 figures,
their contribution to the fiscus
cumulatively amounts to a mere
12 percent of the total. In contrast,
taxpayers earning between R30 000

T —
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and R70 000 number 35 percent of
the total, but account for 42 percent
of all tax paid.”

The 4 percent who earn in
excess of R100000 account for

5 200 400 600 800
[ TAXABIE INCOME R'000)

1000 |
nearly 30 percent of all personal tax |
paid — illustrating why South
Africa rates as a country with one
of the most progressive personal
tax structures in the world.




Tax changes could -

spur big tirms toé’@
help small business
By Roy Cokave Cr(,@px\} MMM‘;

PRETORIA BUSINESS EDITOR

South Africa’s income tax laws should be reworked to encourage large
corporations to help small, medium and micro-enterprises (SMMES), if the
RDP and its drive to create small businesses are to succeed.

So says Don MacRobert, managing director of the Get Ahead
Foundation, the small business development organisation in Pretoria.

However, MacRobert was full of praise for government efforts to stim-
ulate small business development.

He referred specifically to the SMME conference held recently in
Durban, which was addressed by President Nelson Mandela and a range
of international speakers, and where the minister of trade and industry,
Trevor Manuel, described his vision for the development of the SMME sec-
tor.

MacRobert said: “We were delighted the
government has for the first time made such a
special effort to address this very important
sector. This is where so many fledgling entre-
preneurs are to be found, and more particular-
ly where jobs are created.

“It is the boiler room of the economic
wealth creators of the future.”

However, the co-operation of the depart-
ment of finance would have to be solicited to
properly address the problem, he said.

MacRobert said Section 18A of the Income
Tax Act made it possible for donor companies to deduct their donations
only where they were made to secondary education institutions.

There is nothing to encourage or assist companies giving money to an
organisation which could be used to stimulate SMMEs through business
loans, mentoring and so on.

The Katz commission on tax in Section 12.5.3 states that the Income Tax
Act should be changed so donations made in furtherance of the RDP
should be tax deductible, '

The commission states in Section 12.5.6 that the tax deductibles grant-
ed thus far in terms of Section 18A are minimal, amounting to some
R33 million a year, he said.

MacRobert said research by Get Ahead showed that the stimulation of
SMMESs created considerable wealth which would ultimately flow back to
the fiscus. ‘ ’

For example, a large company could give an organisation such as the
Get Ahead Foundation a grant of R1 000, If this was lent to an emerging
small business, such as a spaza shop, to buy stock, research showed that,
conservatively, this amount would turn over at least four times a year.

Every time a purchase is made on this amount, VAT of 14 percent —
R140 — is paid and thus the fiscus in a year will receive R560.

In five years, to take an arbitrary time period, this amount increases to
over R2 000,

The fiscus stands to gain handsomely from VAT alone. As the business
gets bigger, other taxes may be paid indluding SITE and income tax,
MacRobert said.

He said representatives from Malaysia told the conference that tax laws
there were extremely generous in cases where a large company assisted a
small company.

For every rand spent in training a small company, or its employees,
there is rand-per-rand tax deduction allowed.

Where the small business is encouraged by its larger partner to start
exporting goods, the latter can claim on a one-to-two basis.

MacRobert said the Malaysians showed good economic sense because
through these tax incentives they were not only creating jobs but also
promoting the export market and therefore gaining foreign currency.

He said that in the Far East, new small businesses were given a honey-
moon period during which time they didn't have to pay tax until they
reached  certain age or turnover figure.

If South Africa is to succeed with the RDP, and its drive to create small
businesses, it will have to address the income tax laws and make them
more user-friendly towards the SMMEs and their large corporate counter-
parts, MacRobert said.

i In Malaysia
tax breaks are
generous for
big companies
assisting small
businesses
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Revenue does not intend the amendment
to apply to an instrument already issued,
even if it is acquired after the cut-off date.
The amendment will therefore have to make
clear that ceded instruments already in
being before the date should continue to be
taxed as previously.

A weakness of the proposed amendment
is that it will use the approach employed in
Australia for taxing interest and adopted by
SA in Section 241 as the basis for taxing
forex gains and losses. This is an attempt to
codify the tax rules without relying on
accounting concepts.

Section 241 and its need for significant
amendment has made it clear this kind of
codification does not take account of the
fundamental character of a transaction.
Thus it ignores the hedging element in
forex transactions, whereas the accounting
treatment of forex transactions automat-
ically encompasses the substance of the
transactions.

As the law on taxing forex transactions
stands — though amendments already
passed went some way towards mitigating
the damage — amounts are being taxed
where no accounting income has been
earned. To make matters worse, Inland

Revenue has not yet published a practice
note on taxing forex transactions (promised
in January 1994). The note should help
because of indications that it will come
closer to the accounting treatment.

The statement of intent in the Budget
implies the impositien of a similarly cod-
ified approach to the accrual and deduction
of certain categories of interest. The pro-
posed system, argues Pappenheim, will
therefore suffer from the same disadvan-
tage. It will require considerable extra work
and — in the case of interest — often
extremely complex recalculations.

Applying a basis of taxation which dif-
fers from the financial statements of a
company when Inland Revenue and the
private sector are short of skills is courting
danger in two areas.

Firstly, the taxpayer has to devote sig-
nificant human resources to produce “tax
accounts” based on a formula. Even worse,
Revenue will most likely be powerless to
check that what companies and their tax
advisers have done is acceptable. To em-
ploy the new army of tax experts to do this
is a huge waste when there is so much
within the existing tax system which needs
urgent attention.

Secondly, the built-in checks and bal-

ances provided by financial accounts in
their present format will not be used.

It would be far better to tie the basis of
taxing interest as closely as possible to the
existing accounting one. In most cases, the
economic return or cost of a borrowing or
lending transaction will be reflected in the
income statement over the period of the
transaction.

If the calculation of taxable income under
the new rules is kept to the accounting
basis, few adjustments to the accounts to
calculate taxable income are needed. Far
fewer errors should result. Any that do
creep in will be detected the next year at the

latest and easily reversed.

TAX ON DVIDENDS — 1
Who benefits?

Budget tax proposals disappointed an-
alysts, who hoped to see the phasing out of
the ill-conceived secondary tax on com-
panies — currently levied at 25% on
dividends declared. Instead, government
opted to abolish nonresident shareholders’
tax — a move that will not be much of a tax
incentive to investors. The main bene-

LIFE ASSURANCE: CONSUMERS” VIEW

Researchfrom the Life Offices Asso-
ciation on consumer aftitudes to life
assurance contains some surprises —
more so for champions of consumerism
than for the life assurers, who emerge
almost unscathed.

One myth exploded is that agents and
brokers should disclose their commis-
sion earnings to their customers. Few
buyers are interested, it turns out, though
some suspect financial intermediaries
earn too much. “It was determined that
policyholders were basically interested
only in the amount they would be paid
out on maturity/claim of the policy and,
to a lesser extent, concerned as to how
much of the premium they paid was
actually invested for them.”

Consumers do, however, want to
know more about the value of policies,
when they have surrender value, and
they want regular updates. The research
is so much at odds with assumptions
made about consumer protection that it
is bound to influence the Investment
Business Advisory Committee — the
comuittee studying the registration and
regulation of financial intermediaries.

The widely held view that high laps-
ing and surrender rates are caused by
poorly qualified sales staff and pressure
selling finds no support in the research.
Most policyholders, even those who
have had policies lapsed, bear little or no

resentment against the agent.

The research was undertaken among
white, black, Indian and coloured
groups. The types of insurance bought
(life, investment, funeral) showed no
surprises. General attitudes to kfe agents
and brokers were established: “Life in-
surance salespeople are perceived as
neither dishonest/untrustworthy nor hon-
est/trustworthy —- a perception which
places them in a slightly better position
than journalists, lawyers, estate agents,
politicians and used car salespeople.”

As an investment option, life as-
surance was favoured over all others,
with unit trusts a close second.

Though life offices are a favoured
investment avenue, “three in 10 policy-
holders were indecisive whether life
companies are honest and trustworthy.”

Life salespeople were perceived to be
“fairly knowledgeable and trained, and
reasonably professional and busi-
nesslike.” Ideally, the researchers note, a
better perception could have been hoped
for: if life agents were considered to be
more honest and trustworthy, more
interested in clients than in commis-
sions, this could result in an enhanced
image for the industry. Yet respondents
generally thought they had been given
good advice, mainly consisting of how
their policies worked. Where dissat-
isfaction emerged, it was often because

insufficient information was given —
confirming the importance of this to
average CONSUMers.

In general, respondents did not con-
sider their agents or brokers more
interested in their commissions than in
clients’ needs. And few believed they
had been put under pressure to buy
policies they were not sure they needed.

Even among respondents who had
lapsed or surrendered policies, most —
Indians in particular — were mainly
positive they had received adequate pol-
icy information.

There was agreement that a cooling
off period, after receipt of the contract,
Wwas necessary.

Repudiation of claims drew a mixed
response. Indians had a more positive
attitude than others, while blacks and
coloureds seemed slightly more neg-
ative, mainly because fewer of them
believed that life assurers could be relied
on to pay out policy claims. Though
Indians expressed considerable faith in
their agents and brokers, they displayed
some suspicion that the companies tried
o use the small print clauses to avoid
paying claims. There was considerable
variance among the groups on the issue
of repudiation where the insured has
dangerous employment. Most Indians
favoured the payment of all such claims
but many whites disagreed.
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MALL BUSINESS IN KwaZulu could be the biggest
beneficiary of this week’s President’s Confer-
ence on Small Business.

Currently taking place at the Durban Exhibi-
tion Centre, the gathering is discussing the

government’s White Paper on the promotion of small
business.

Running concurrently with the conference is an entre-
preneuss’ week — a trade fair where small business
people in KwaZulu ranging from manufacturers to artists
exhibit their products to the conference delegates.

The event’s coordinator, Thabo Mpakanyana, says the
objective is to highlight the plight of small business in the
country while at the same time facilitating interaction
between big and small business.

Since the conference is attended by overseas business
people as well as representatives of foreign governments,
Mpakanyana believes it is an ideal occasion to expose
smallbusiness people who are taking partin the exhibition.

The highlight of the trade fair is tonight where a food fair
— concentrating mainly on indigenous KwaZulu food —
will take place at the Durban Point Water Front area.

The occasion will be accompanied by an entertainment
package which includes performances by Busi Mhlongo
and a London-based South African music tand called
Ngoma Group.

As for the President’s conference itself, there are a
number of working groups in place to discuss a variety of
issues affecting small business.

WHITE PAPER Local and foreign delegates at

ja]as

‘to confine its activities to lending. The rest of the activities,
it was agreed, should be taken over by the newly created
Small Business Development Agency.

summit will focus on the plight of the small business:

The special adviser to the Minister of Trade and Indus-
try, Dr Alistair Ruiters, pinpoints six crucial areas on
which discussions will centre at the conference.

Financial assistance, access to markets, training,
infrastructural upgrading, improvement of business serv-
ices and the restructuring of institutions currently servic-
ing small business are key issues close to the hearts of
many small business people, he says.

One issue bound to spark heated debate is the restruc-
turing of the Small Business Development Corporation

After initially taking a hard line on the SBDC, the
government softened towards the end of last year and the
two sides reached a compromise where the SBDC agreed

However, the compromise between the governmentand

the SBDC did not appease all stakeholders in small busi-
ness. There are those who believe in a much more radical”

approach.

Many black business people, who comprise a majority
of small businesses in the country, believe the SBDC is
dominated by a group of whites who are not enthusiastic
about black economic empowerment. Some have called
for a total dismantling of the SBDC.

ﬁawmmameo
is to highlight
the plight of
small business
in the 8::5.%
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BUSINESS Severe staff shortage

Tax collectors

he

By Isaac Moled;

A LONG-STANDING argument between
the Department of Inland Revenue and the
Public Service Commission about the ad-
ministrative autonomy of the department
concerning beefing up tax collection has
been resolved.

The joint finance committee this week
recommended that the department be
granted the autonomy, despite the PSC’s
opinion to the contrary,

This follows JFC’s concerns in its 1995-
96 Budget tabled on Tuesday that about R8
billion of taxes were uncollected.

This also answers the Katz Commission’s
proposals to reform tax collections and ad-
ministration.

The Katz commission report said insuffi-
cient staff in the audit, inspection and inves-
tigation sections of the Inland Revenue and
Custom and Excise resulted in R8 billion in
outstanding tax at the end of September
1994.

About 150 000 VAT audits were in ar-
rears. Refunds of almost R1 billion had been
incorrectly made and 68 percent of company
tax assessments were outstanding at the end
of February 1994,

The joint parliamentary standing on fi-
nance unanimously agreed with the Katz
Commission that the Commissioner should,
“as soon as possible” be given administra-
tive autonomy to perform its function.

Although the PSC was opposed to admin-

s, chalrman of the joint
finance committee.
istrative autonomy in principle, the com-
mittee said, the commission had not pre-
sented a convincing alternative.

The South African Chamber of Busi-
ness expressed strong concern last week
about the Government’s lack of urgent and
concrete steps to rectify the state of tax
administration,

“We need a focus on the restructuring
and reorganisation of the Inland Revenue
and Customs Excise to promote their long-
term effectiveness, instead of short-term
provision of expertise to attack legitimate
structures aimed at minimising tax liabili-
ties,” said Sacob’s taxation committee.

“It is, however, clear that the ability to
restructure both departments will be se-
verely hampered, unless they are given
greater autonomy and flexibility,” the
committee added.

ry in
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“ounr ARRICA’S PUBLIC AC-
COUNTS are in dxsamy with

unpaid taxes g to
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owing

still

one secret project alone, (a total of
R23.8 million had been spent on cov-
ert projects); the Goldstone Commis-

R85 billion and “senous
shortcomings” in tax collec-

sionhad cost the taxpayer more money
than the entire amount spent on nine

tion systems in the former independ
homelands.

The gloomy picture of the counuy s
public finances was painted in Parlia-
ment yesterday by auditor- general Mr
Henri Kluever,

official issions in the 1993.94
financial year. Just over R10,6 million
had been spent on commissions in the
review year, compared to the R10,9
million spent on the Goldstone Com-
mission probe into public violence

less steps were taken to remedy the situ-
ation. Inland revenue and customs and
excise had recorded R8,5 billion in un-
paid taxes, he said in his report.
Kluever told the po]ltlt:lans there were

" in the coll

In his report, Kivever noted an mad- since April 23 1991.
equacy in the Gov ’s Exp incurred by the Gold:
system and wamned that the public serv.  Commission totalled R6,17 million in
ice would collapse within two years un-  the 1993-94 financial year.

Problems arose for varicus reasons:
® Extensions for submissions were
granted when returns for previous
Yyears were ouistanding, record keep-
ing was unsatisfactory, the Receiver of
R seldom issued estimated as-

of income tax in the fonnerTBVC states.

In two of the ex-homelands the tax
affairs of office bearers and senior offic-
ers were not up to date and outstanding
amounts had not been collected.

For 1993-94 it had cost R§1,7 million
to collect a gross revenue of just over
RI9bitlion. In 1992-93 it had cost R59,7
s million tecollect R17 billion.

Uncollected taxes would be enough to
: fund the Reconstruction and Develop-
«=¥ ment Programme, Kluever said. These

—-——3 * } included dishonoured cheques paid to
T ] the Receiver of Revenue.
¢ Giving examples of spending trends,

> 4 Kluever said the South African National
Defence Force had lost R5,8 million on

sessments where taxpayers had failed

to submit returns and incomrect tax -

deductions were not followed up;

©® Fraudulent Value Added Tax
claims to the value of about R214
million had been made. Claims had
also been made based on fictitious
transactions, in some cases with the
assistance of VAT inspectors; and,

@ Taxes were not always collected
efficiently, largely because of staff
shortages and the lack of expert staff.

The report said there were deficien-

cies in the internal control of the South
African Police Service’s secret funds,
andinits 2sset ez, e, butpolice were
correcting this, — Sapa.
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ECONOMY & FINANCE

TAX AVOIDANCE/EVASION

How far can the Rece

ver go?

A crackdown on tax evaders is good news
for law abiding taxpayers who are obliged
to cross-subsidise their activities. However,
it is essential the distinction between avoid-
ance and evasion remains clear, that Inland
Revenue itself acts within the law and that
the authorities don’t resort to counter-
productive retroactive legislation.

However, nothing short of radical re-
organisation of Revenue outside the out-
moded civil service framework will provide
the necessary administrative muscle.

Meanwhile the arrangement which al-
lows civil servants over 50, who have
served 30 years, to take early retirement is
aggravating the crisis of administration.

The arrangement could deprive Com-
missioner of Inland Revenue Trevor van
Heerden of a good proportion of his
remaining experienced tax collectors and
administrators.

Charles Stride, newly appointed special
adviser to Finance Minister Chris Lieben-
berg, has proposed
-~ as an interim mea-
sure — using senior
tax accountants and
lawyers to help col-
lect taxes. Van Heer-
den says he and
Stride are co-operat-
ing closely on key
issues, which have to
be addressed before
private sector tax
practitioners could be engaged, even on a
contractual rather than employment basis.

The first is confidentiality. Anyone who
wants to work at Inland Revenue and needs
access to confidential files, is reguired
under the Income Tax Act to take an oath of
secrecy. This requirement might complicate
a return to private practice.

Secondly, there can be conflict of inter-
est. Clearly, the same person cannot act for
a client in year 1, help Revenue to collect
taxes from that client in year 2 and then go
back to private practice to advise the same
client in year 3.

Although schemes devised to avoid tax
create a problem theoretically distinct from
that of shortage of skilled personnel at
Inland Revenue, they are linked in practice.

Liebenberg says government is taking a
hard line against misuse of the tax system.
Disputes over earlier schemes (notably
affecting movie-making and plantations)
were settled on an ad hoc basis. But some
tax advisers and their clients are continuing
to introduce schemes with many of the
undesirable (if technically legal) aspects of
the previous generation. (See Property.)

Van Heerden says the existing general

Fmzyl3j9e

anti-avoidance sectionL’o %he ncome Tax
Act (section 103) does provide a basis for
countering schemes of this sort. But Rev-
enue hopes to extend the scope of the
section, in line with overseas tax laws, to
make it easier to challenge transactions
whose only purpose is to reduce tax.

Moreover, the Income Tax Special Courts
have recently given several judgments on
tax avoidance — not based on Section 103
but on general principles of our law —
which are of potential value to Revenue.
They held that the courts must look to the
substance of a transaction, rather than its
form, in deciding on tax consequences.

The amendment of the Act to allow
deductions for interest on financial in-
struments only on a day-to-day basis, will
also help Revenue; as will day-to-day
accrual of interest income on financial
instruments, with a term longer than a
year.

Deliberate timing mismatching of de-
duction for interest
(in the hands of the
borrower) and accrual
(in the hands of the
lender) is a feature of
many schemes.

Van Heerden’s
comments should be
read in the context of
the Katz commis-
sion’s call for a sep-
arate administrative
charter both for Revenue and for Customs
& Excise (whose administrative plight is, if
anything, worse) outside the civil service
framework. Anything less is likely to prove
as effective as putting bandaid on a cance®

NONRESIDENT BORROWING
Mo relaxation

Abolition of the financial rand has not been
accompanied by a relaxation of nonresident
local borrowing restrictions. If a company
is 100% owned from abroad, then it may
only borrow locally up to 50% of the
amount it brings into the country.

This includes share capital, shareholders’
loans, undistributed profits and hard core
trade credit.

Reserve Bank exchange control GM John
Postmus says the Bank would react to
pressure from abroad to relax this element,
if it arises. “At present, there is no per-
ceived pressure from foreign shareholders.
If it does arise, it would be our duty to take
it up with the policy makers.”

Abolition of nonresident shareholders’

220)
tax raisg

questions about benefits to com-
panies more than 25% owned by a non-
resident. Officials point out normal com-
pany tax is paid by the company on its
trading profit. Thereafter, the company
declares a dividend making further pro-
vision for the standard tax on companies.
Whatever component of that dividend is
paid to nonresidents is further reduced by
nonresident shareholders’ tax. This will
cease on October 1.

INSURANCE
% o o insfio the breach’

Insurance brokers may, if some conditions
are met, control insurance underwriters.
The Financial Services Board now ac-
knowledges this. Separation of broking and
underwriting, once inviolable, is no longer
maintained.

Two brokers, Price Forbes and MIB, have
a controlling interest in insurer Guardrisk.
Jan Erasmus, who made broker Prestasi a
major force in personal lines of insurance,
is now chairman of Compass Insurance,
which draws most of its business from
Prestasi, though Compass is owned by
Aegis. All major banks now have both
broking and underwriting arms.

There is no statutory reason brokers
cannot have a stake in underwriting.

Yet some Registrars of Insurance took the
issue seriously. It was argued that if brokers
earned commissions, which were con-
trolled, they would have a financial stake in
sending business to a high-price under-
writer. And, as brokers supposedly earn
their income by serving clients’ interests,
they should negotiate the best deal.

Possibly the strongest argument for sep-
arating the functions was that financial
institutions are in a position to force clients
to buy insurance and, if both broker and the
underwriter are owned by the institution,
the chances of a fair deal are limited.

But recent breaches of the convention —

WRONG ADDRESS

FM. subscribers may have experienced
difficulty in receiving their copy of the
March 10 edition. This was doe to
problems with the address labelling ma-
chine which have since been rectified.

Readers who have not yet received
their FM should call our subscription
hotline on (011) 358-2072.
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State aid for smal

business expected soon

BY BRUCE CAMERON economy, enhance their competi-

AND TuaBo Lestmo and allow them access to
new markets,

Faitly rapid movement can be Speaking at a conference on

expected on government support  outsourcing to SMEs, Tabata said

for the development of small busi- ~ South Africa’s small and medium

ness after the president’s confer-
ence on the issue to be held in
Durban this month.

In an interview, the minister of
trade and industry, Trevor Man-
uel, said his department would be
restructured on April 1. That
would create, among other things,
a chief directorate of small busi-
ness.

In Johannesburg yesterday, the
National Economic Initiative’s
executive director, Monde Tabata,
urged the government to pass
anti-trust laws that would weaken
cartels and facilitate competition
to help small and medium enter-
prises (SMEs). Also required was
an integrated strategy that would
ease the entry of SMEs into the

enterprises sector could never be
made competitive or gain access
to new markets as long as con-
glomerates dominated every facet
of the economy.

He said a process needed to be
established to evaluate existing
support for SMEs. “The plight of
SMEs has become an industry
itself and for itself: an industry
that is infested with tsotsis
masquerading as trainers and
counselors — particularly in the
black business sector,” he said.

Free Market Foundation of
Southern Africa director Leon
Louw said an important challenge
was to persuade the government
to discontinue “its plethora of

anti- sm;al&busuxessz}:o‘-ollflg ,q S
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Davis: Budget imperfect

By AUDREY D’ANGEL)24 l 3 ’q g

CAPE BUSINESS EDITOR

The Budget was “an.unimagina-
tive exercise in book-keeping”
which failed to address the prob-
lem of “milking people earning
between R40000 and R80000 a
vear”, Dennis Davis, a member of
the Katz Commission, said yester-
day.

Davis, professor of commercial

* law and host of the TV show

Future Imperfect, was speaking at
the Seeff-Cape Times Executive
Breakfast Club at Sea Point.

He said he found it astonish-
ing that so many thought it was a
good Budget, and wondered what
the response would have been if it
had been produced by former
finance minister Barend du
Plessis: It had “made full use of

320
the B&tand most innovative tac-
tic developed by Barend du
Plessis — fiscal drag.”

Davis said ideally secondary
tax on companies (STC) should
have been abolished, VAT
increased and fiscal drag stopped.

. The government would either
have to reduce its expenditure or
become more efficient, he said.

Davis said he was concerned
that no provision had been made
for budget performance auditing
by government departments.

Another important issue, said
Davis, was that any tax reform
shouid be in the context of an
overhaul of tax administration.

He said he was surprised the
minister spent so much time casti-
gating people for legal tax avoid-
ance when there were other, more
pressing matters, to be dealt with.
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| Ghost squad f
be transparent(C 20)
SAMANTHA SHARPE

THE identities of members of the “tax
police” squad would not be a secret, Inland
Revenue Commissioner Trevor van Heer-
den said yesterday.

The identity of a special tax task force,
seconded from the private sector to en-
hance tax collection, was no more secret
than the identity of other Inland Revenue
employees, he said. It was “unfortunate”
that the media had lat nto the idea of
a secret force

Reports of a ret squ aced soon
after the Budget and drew an angry reac-
tion from business while government re-
mained silent. Van Heerden said the
team’s identity “had not been decided”
when reports about a “ghost squad” sur-
faced. This had led to false assumptions
that its identity was secret.

He said Inland Revenue was continuing
with its strategic business plans, which
would outline a plan for enhanced tax
administration, despite criticism from the
Public Service Commission. The commis-
sion argued that enhanced autonomy of
Inland Revenue would spark similar de-
mands in other government departments.

The plans — which would help guide the
decision on whether the Katz commission’s
recommendations about improved tax col-
lection through increased Inland Revenue
autonomy would be implemented — would
be ready “quite soon”, Van Heerden said.

Finance Ministry spokesman Nicholas
Mason-Gordan said Finance' Minister
Chris Liebenberg had not yet taken a deci-
sion on the Katz commission’s tax admini-
stration recommendations. Liebenberg’s
special adviser Charles Stride, who was
looking into the issue, was in the “embry-
onic” stage of his investigation.
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TAX ON ROYALTIES (B 22/
Anomaly unresolved

Treatment of mﬁm is %nq;r(x;?)!t?utgpm

of double tax treaties. They provide for
transfer of profits, from subsidiaries or
associates, 10 parent companies abroad
which have licensed processes and other
intellectual property, such as trademarks.

This year’s Budget, says Deloitte &
Touche tax partner Anne Bennett, did not
address an anomaly in the tax treatment of
royalty payments, which arose last year
with the imposition of the transition levy.
The levy was not payable on the first
R50 000 of corporate profits.

Amendments to the Income Tax Act
included a provision for a 12% flat rate of
withholding tax on royalties, paid to coun-
tries with which SA does not have tax
treaties. The formula, used to calculate the
tax, is 30% of the royalty, muitiplied by the
ordinary corporate tax rate.

This had the administrative /- 7 .ntage
that nonresident COi.. i’ :§ (CCEIVIE TOY~
alties needed to submit a tax return here, to
claim relief from the levy on the first
RS0 000 of their local taxable income.

It was hoped — with the disappearance
of the transition levy this month — that the
flat rate of withholding tax for royaities
would be reduced from 12% to 10,5%.

This would correspond to 30% of rayalty

Income times the current 35% company tax
rate. But 0o hint of thj i

Bz f this came in the
) The amending Act, to be published later
in @he year, may remedy the omission but
unn[ then.royalties to nonresidents will
continue thh a higher rate of withholding
tax lha:} is actually due. In the case of
companies, the excess is 2,5%. And, as
things stand, the only way 1o claim relief
will be for th; Tecipients to continue to file
tax retumns in SA at the end of their
financial year, showing their tax prepay-
ments have exceeded their actual liability
and they are entitled to a refund. n




In his Budget speech, Finance Minister
Chris Liebenberg spoke of the “misuse of
the tax system through various tax avoid-
ance schemes” His point is that though
many are legal, “some militate against the
general intention of the law and the national
interest.”

These schemes, he said, can be chal-
lenged in terms of the anti-avoidance pro-
visions of the Income Tax Act. “But they
are deliberately engineered in such a com-
plex manner that detection is very difficult.
Their success, as an avoidance measure,
relies to a large extent on nondisclosure to
the tax authorities.”

It is, of course, up to legislators, not
taxpayers, to ensure Inland Revenue gets its
due. However, there is a grey area between
avoidance and evasion and the Minister
clearly places nondisclosure firmly in it.

He intends to act against those involved.
“The Commissioner for Inland Revenue has
been instructed to make resources available
to detect and challenge these schemes and
to apply all the sanctions in the law against
the taxpayers involved and, where possible,
the advisers. The Katz Commission has
also been asked to investigate the pos-
sibility of introducing further anti-avoid-
ance provisions and to make this a priority
of the commission.”

The schemes he referred to “involve,
among others, fixed property acquisitions,
convertible debenture issues, intellectual
property and leasebacks.”

There are two variations of the schemes
in the property finance industry. They
maximise interest and rental costs on the
income staterment, at the expense of capital
outlays, because the former are tax de-
ductible and capital outlays are not.

One tax expert argues Section 103 of the
Tax Act could be used to attack those using
it. However, at least three companies are
always involved and each of their trans-
actions, viewed individually, appears sim-
ply commercial.

In one version of the scheme, a developer
purchases land and erects a building. He
then leases the property for 10 years to an
operating company  which occupies the
building for business. And he receives a
single upfront rental payment.

His next step is to sell the property to a
subsidiary of the operating company at
current market value. Because the property
will not derive any rent for the next 10
years, its value is low and it is sold at a loss.
To illustrate with hypothetical figures, the
building might have cost R5,5m to develop
but the developer sells it for Rlm after
getting an upfront rent of R6m. This leaves
R1,5m profit on which he pays tax.

The operating company and its subsidiary
gain a tax benefit. In a routine transaction,
the purchaser would have paid R7m for the
building and this sum would not be tax
deductible. By splitting the R7m purchase
price between a Rém rental and a Rlm
purchase price, the group has disguised a
major portion of the purchase price as rental
and the operating company would get a
considerable tax deduction.

There is a more complicated scheme. A
company issues debentures to a bank for an
amount greater than required, at a market
related rate of interest. The excess is
typically used by the company to repay a
shareholder’s loan. The borrower signs a
series of promissory notes to cover the
interest for the first 10 years.

The bank discounts these promissory
notes in the money market and sells the
debentures to the property company’s hold-
ing company. Because no interest will be
paid for 10 years, the debentures are sold at
a low value. The holding company uses the
cash received from its subsidiary to fund
the purchase.

The borrowing group pays interest on the
debentures but, because the holding com-
pany is buying back the debentures cheaply,
the net effect is that the borrower is paying
the same in interest it would pay in interest
and capital to amortise a smaller loan. But,
by paying more of the loan in the form of
interest than in capital, it gets a tax
deduction it would not otherwise have got.

One way to tackle the problem would be
to introduce group taxation as has been
done in the US and elsewhere.

If the practice can be eliminated, tax
generation from it will be felt only over the
period of the lease — typically 10 years —
because of the way these schemes are
structured,




?15 Katz commission’s first task
interim report in December had been to
make detailed recommendations to gov-
ernment to prevent foreign investors ex-
ploiting SA, sources said at the weekend.

They warned there was a greater danger
of exploitation because of exchange con-
trol liberalisation. This demanded newly
defined tax and accounting guidelines for
foreigners attracted to SA’s markets.

Commission member Pierre du Toit said
the body would publish a follow-up report
soon. It was expected to deal with transfer
pricing and thin capitalisation. Transfer
pricing involved the under- er overstating
of invoices with a view to exporting funds,
Thin capitalisation rules were intended to
prevent foreign firms from funding invest-
ments via debt rather than equity.

Tax experis said while thin capitalisa-
tion rules applied to local and internation-
al companies, the “more serious haemorr-
hage effect” kicked in with offshore
investors whose tax savings on interest
payments on debt translated jnto_mone:
leaving the country. B,y 216 l

Du Toit said the report would offer more
definitive recommendations than the com-
mission’s original report.

The Katz commission in its interim re-
port r ded that basic provi
for anti-transfer pricing be brought into
the Income Tax Act. These would have to
be accompanied by a facility for advance
pricing agreements to provide certainty
for foreign investors.

The commission said thin capitalisation
rules were linked with SA’s uncompetitive
corporate tax rates and should be intro--
duced into the tax system speedily. - -

Foreign investors were particnlarly sen-
sitive to an aggressive regime against
gearing investments. The commission had
recommended that the current Reserve
Bank debt-to-equity guideline of:3:1 for
companies be replaced by a 5:1 ratio. Tax-
payers should be able to prove that gearing
in excess of this amount was necessary in
certain instances. This would create a bal-
ance between turning SA into a tax haven,
while allowing investors some freedom to
gear in a high tax environment.
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LUMP SUM TAX
[

An exodus of senior and middle-ranking
executives is taking place — ahead of new
rules on retirement lump sums to be applied
from September 1.

High-profile executives who have an-
nounced they are leaving early for tax
reasons include Sanlam senior GM Ronnie
Masson and NBS CE John
Gafney. Pat Retief acknowl-
edges that tax was one fac-
tor behind his retirement
carlier this year from the
executive chairmanship of
JCI. The MD of a listed
short-term insurer, who is
due to retire only next year,
is considering taking the
bait. And scores of exec-
utives with lower public
profiles are known to be
retiring on August 31,

Gafney says “two or
three” other NBS executives
are going.

MD of CU Life John van
der Linde says the life of-
fices are expecting a flood
of single-premium business around August.

This adds up to a premature loss of
talent. Gafney, for example, would oth-
erwise have retired in February 1997.

The reason for the rush is, until end-
August, it is possible to arrange large tax
savings on the one-third of a retirement fund
which can be commuted to a lump sum.

Kessel Feinstein tax partner Ernest
Mazansky says: “The tax-free portion of a
lump sum pay-out is, say, R120 000, and
historically the balance was taxed at av-
erage rates: that is, the effective rate
applicable to other income.

“To tax at the marginal rate would be
patently unfair to average income carners
on, say, R60 000 a year. Their balance of
lump sum would push them into a 45% tax
bracket for the retirement year.

“So Revenue introduced the concept of
applying average tax ratcs, as applied to
other earnings, in a retirement year. If you
arrange your affairs to have no other taxable
income that year, the lowest rate of tax,
17%, applies. A common way to effect this
was to buy a large single-premium re-
tirement annuity.”

A high income earner, due for a RIm
lump sum, could invest R100000 in re-
tirement annuities. This would offset earn-
ings up to R100 000 in the year.

With no taxable earnings, the entire lump
sum would ateract only 17%.

However, this year’s Budget closed out
that option. After September, lump sums
invested in retirement annuities will no

Gafney

longer qualify for concessionary treatment.
They will be taxed at the higher of the
average rates, calculated for each of the two
years preceding retirement. This will make
it impossible to show no taxable income.
The tax benefit — before September —
looks impressive but Southern Life legal &

Masson

tax deputy GM Tony Davey urges caution.

“I have recommended that anyone who
was going to retire this year anyway should
go before September. Those intending to
retire in 1996-1997 should do their cal-
culations carefully. Anyone due for re-
tirement after that would probably be better
off staying in the retirement fund, ac-
cumulating benefits.”

Tax adviser Willem Cronje agrees. He
says many executives are planning re-
tirement but in reality are staying on as
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consultants. “That’s dangerous. The Re-
ceiver has powers to declare that a re-
tirement is not genuine. Then you could end
up paying tax on the lump sum at marginal
rates and also lose all the benefits of
corporate employment.”

He suggests: “A consultant should not be

seen to occupy the same office in the
4 corporation. Ideally, he doesn’t have
an office at all. He must surrender
any company vehicle. And he must
ON ND 4CCOUNE POSSEss any executive
power or be seen to remain in the
corporate fadder.”

He believes the Receiver will
consider genuine the retirement of
an executive approaching retirement
age. “But people in their 30s and 40s
are resigning early.” They appear to
be receiving undue encouragement
from brokers of retirement annuities,
says Cronje.

One early retiree has been ne-
gotiating a restraint of trade with his
employer, with his restraint fee off-
setting what would otherwise be
classed a consultancy fee. “That is
asking for Revenue’s personal attention,”
Cronje warns.

Peter Martin, MD of SA Eagle, which is
losing “one or two middle managers” to
early retirement, says: “The arithmetic de-
pends on what you want to achieve. Do you
really need to commute the total lump sum?
If you don’t need the lump sum, you could
be better off planning a bigger pension.”

1t may be that some retirees have pan-
icked unnecessarily and will actually dam-
age their financial prospects.

LLOYD'S SHORTFALL

Lloyd's insurance market is awash with
solvency problems. To underwrite, in-
dividual Names (members) have to es-
tablish that they have assets to cover
their liabilities. Lloyd’s spokesman Mar-
tin Leach says about 9 000 Names have
been unable to meet this solvency test
and are therefore disqualified from un-
derwriting until they do.

There are implications for the Lloyd’s
market because its solvency is an ag-
gregate of that of its members. The
members who can’t or won't pay for
their losses pushed the solvency shortfall
to £1,06bn at the end of last year,
compared with £661,6m at the end of
1993.

The UK government will decide in
August whether Lloyd’s has met its
annual solvency requirement. This will
not be an easy exercise — Emnst &
Young, the accounting firm that audited
Lloyd’s 1994 results, says there.is “fun-
damental uncertainty” about the “ul-
timate cost” of liabilities.

However, chairman David Rowland
says: “We are confident of passing
solvency.”

Meanwhile, there is a cash flow prob-
lem — the central fund which covers
members’ debts fell by 18% to £737,5m.
Says Leach: “We have to get the money
outstanding to ensure there are no short-
falls in future.”
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INCOME TAX

Taxing winnings
20 Y F1n (4]

#'s not Surprising that Benoni businessman
Raymond Koedyk was taxed on his Pick 6
winnings of R2,Im. (Pick 6 is a form of
totalisator bet on the outcome of horse
races). Revenue, dccording to a press re-
port, claimed R740 000 out of R2,1m. An
out-of-court settlement reportedly of around
R500 000 was accepted.

As aracehorse breeder, owner and

punter, he should have expected that his
gains from horse racing would be regarded
by Revenue as “part of a profit-making
scheme.”

The tax principles involved apply to the
purchase aad sale of shares and property,
gambling activities, competing in com-
petitions for prizes and even illegal ac-
tivities such as prostitution,

What are the criteria for making, say,
gambling earnings taxable (and losses and
expenses deductible)? A pattern of trans-
actions, as opposed to a one-off win, is
crucial. Other relevant factors include a
business being linked to the source of
income.

A stockbroker has a professional as-
sociation with the stock exchange; so it is
hard for him to argue that he bought shares
as an investment, not to trade for a profit.
The same would apply to an estate agent
undertaking a fixed property transaction. Or
to a breeder and owner of race horses. B
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s
Lumped apm ) “

Private-secior retirement benefits are to be
more heavily taxed. Yet government re-
mains inert over taxing lump sums received
by retiring public-sector workers.

ECONOMY & FINANCE

The pension fund members of many
municipalities and agricultural boards have
opted to close funds, paying out employees
and pensioners lump sums, to start afresh as
provident funds.

All the staff member of one municipality
are said to have resigned and received their
payments, only to be re-employed in the
same jobs.

A similar practice was adopted with the
emancipation last year of the Associated
Institutions Pension Fund, which handles
the pensions of universities and State agen-
cies.

There is nothing untoward in what the
funds are doing. They are simply re-

sponding to the fears of members about the.

tax status of future pension payouts.

But there is always a danger that re-
cipients of lump sums — persuaded to take
the lump sums because of the existing tax
benefit — will be lured into unwise in-
vestments of the Masterbond and Supreme

ilk.

Says Old Mutual employee benefits se-
nior manager Kobus Hanekom: “Though
the fund emancipation was handled with a
degree of government control, I have no
doubt many people received poor advice on
what to do with their lump sums.”

One way to bring public-sector benefits
into line with those in the private sector
would be to fix benefits on contributions to

a certain date and apply the existing tax
regime.

Thereafter, pension benefits could be
subject to the same tax regime as that which
applies to the private sector. Hanekom says
the State may decide “to phase out the
maximum tax-free allowance on lump sums
over five years.”

At the heart of the problem lies the
attraction of lump sums over regular month-
ly pensions.

Actuaries Ginsburg Malan & Carsons
director Francois Marais says the author-
ities need to:

0 Remove the taxation anomalies between
provident and pension funds;

Q) Establish a single retirement fund vehicle
with a simple, unified tax regime for all;

U Encourage the receipt of pensions over
lump sums through tax incentives;

[ Remove the means test which discrim-
inates in favour of the receipt of lump sums;
and

Q Discontinue the tax-free status of public-
sector lump sums over time.

Hanekom says controlling bodies handling
employee benefits should be unified. “The
Financial Services Board deals with private
pension funds, State-administered schemes
fall under the Finance Department and social
security under the Welfare Department. Until
the authorities speak with one voice, the
discrepancies will continue.”




~ Parliamelgt steps in
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on pensions ta row

By Bruce CAMERON

POUTCAL EDTOR

Parliament’s influential finance

committee has stepped in to find a
way out of tax changes that will
force the early retirement of thou-
sands of skilled artisans and man-
agers, including senior executives
of top companies, before
September 1.

Committee chairperson Gill
Marcus said in an interview that
the Commissioner of Inland Rev-
enue, Trevor van Heerden, would
appear before the committee next
Tuesday to discuss the iséue.

Alarm bells have béen ringing
in companies since the finance min-
ister, Chuis Liebenberg, announced
in the Budget that changes were to
be made to tax laws which would
substantially push up the tax indi-
viduals would have to pay on their
lumpsum retirement benefits from

September 1.
- Liebenberg's “annbificnleit |
sent people due to retire over the
next two to three years hurrying for
advice on whether to take early
retirement,

Tax advisors have warned that
everyone is affected in different

ways and no one should retire
early without first receiving expert
advice,

Alec Erwin, the deputy minister
of finance, and tax officials recently
told Business Report the measure
was not being reconsidered.

The changes will mean the aver-
age tax rate, which is used to tax
retirement lump sums, will be cal-
culated differently with the result
that it will be considerably higher.

Particularly at risk are people
with provident funds, whose entire
retirement proceeds would be sub-
ject to the higher average rate, and
wealthier taxpayers due to receive
substantial lumpsums.

In many cases, taxpayers retir-
ing after the September 1 cut off
date would spend their time work-
ing entirely for the Receiver, with a
higher average rate of tax on their
lumpsums costing thousands.

For example the tax difference
on a lumpsum payment of
R500000 for 4. person eamning
R200000 a year could be 8 mitich
as R115 000, depending on whether
the person retired before or after
September 1.

The object of the measure was
to curb the flood of retirements in

February every year as people
sought to reduce their average tax
rates by having no real income in
the first year of retirement apart
from their lumpsum.

Legislation spelling out the
details of the proposal is due to be
tabled in parliament within days.
The legislation will be referred to
the finance committee.

Marcus said it was not right that
the prevention of an abuse should
result in thousands of people who
were vital to the economy taking
early retirement. “This is a matter
of real public concern. It is having a
serious impact. The country needs
skilled people. The result will be
that they will go two or three years
early,” Marcus said

The issue was raised by all par-
ties at a parliamentary finance com-
mittee meeting yesterday after
which it was decided to call Van
Heerden to answer the concerns of
the committee

Freedom Front chief . finance
spokesman Willie Botha said the
original intention of the tax mea-
sure had been defeated by a flood
of early retirements.

(1 See Inside
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Parliament joins

retirement tax rgw
T Sl
PARLIAMENT'S Finatnice Com-

mittee has entered the pensions
tax row in a bid to find a way of
tackling tax changes that may
force thousands into early retire-
ment )
Firznce Minister Mt Chris
Liebenberg’s announced in the
Budget that changes would be

- made to tax laws that would sub-

stantially push up the tax on
lumpsum retirement benefits
from September 1.

Many nearing retirement
have sought advice on whether
to retire early to avoid paying the
lumpsum tax.

@ Seo Pago17




Call to change tax o1

Tim Cohen

CAPE TOWN — The ‘parliamtary
finance committee intends pressing for
changes to proposed legislation introduced
to outlaw tax reduction schemes on retire-
ment lump sum payments.

The committee agreed that an unintend-
ed result of the new legislation was that it
was causing large numbers of retirements,
particularly from local government.

According to the Budget Review, the
schemes involved taxpayers arranging
their affairs so that they would have little
or no income in the year they received
their lump sum payments. This was usual-

ly done by arran for
datetofallshortlyafterthemdo the
financial year, resuiting in the lump

being taxed at the minlmum rate of l'l%

Government proposed in the review that
thelumpsumbetnxableatﬂmh:gherof
the two rates calculated for the year of
retirement or the previous year. But be-
cause the provision was due to come into
effect only in September this year, many
people were retiring this year.

The problem was particularly acute in
local government where employees had
been given the option of taking early re-
tirement for political reasons. The scheme
does not effect public servants, who do not

R

ents 7

tee resolved that it woul

lobby the l"inance Department for changa
to the Act to prevent the mass retirements.
The committee did not suggest what mea-
sures might be introduced, although NP
MP Watty Watson said the NP would fa-
vour scrapping the p: amendments
entirely. DP MP Ken Andrew warned that
this would result in “throwing out the baby
with the bathwater”, saying that the issue
needed further investigation.

The committee agreed to schedule a spe-
cial discussion on the issue with Finance
Department officials at its next meeting

next week.




DP wants VAT
to sta% in region

Kevin 0'Grady

A PORTION of the VAT and
national fuel levy raised in prov-

inces should be allocated directly
to them and they should be al- .
-lowed ‘o enter into aid and trade

agreements with foreign govern-
ments, the DP said yesterday.

The proposals, made by Gau-
teng DP leader Peter Leon, form
part of the submission on provin-
cial powers the party’s Gauteng
region will make to the Constitu-
tional Assembly.

Because of the redistributive
nature of the allocation of rev-
enues to the provinces under the

"1 1995/96 budget, the DP also be-

lieved that provinces should be
permitted to raise short-term
bridging finance.

This should be subject to the
consent of the Financial and Fis-
cal Commission but without the
necessity of an Act of Parliament,
Leon said.

The setting of provincial bud-
gets at national level was one of
the reasons for the Gauteng legis-
lature passing only six Acts and
sitting for only 29 days during its
first year in office, he said.

The document moots a surpris-
ingly mild form of federalism
from what Leon described as a
“federal party”. It combines pro-
vincial autonomy in areas such as
housing, education, health and
local government with large
areas of shared responsibilities

X32),,ED,
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national government.

Powers such as foreign affairs,
defence and justice should be held
exclusively by the central govern-
ment, said Leon.

The submission suggests prov-
inces should be “obliged, rather
than permitted to pass their own
constitutions” dealing with the
day to day operation of provincial
legislatures and provincial minis-
ters. Provinces should regulate
the tenure of office, responsibil-
ities, powers and functions of pre-
miers and executive councils.

There was also a “very argu-
able case” for the election of pre-
miers by the electorate and for
the reduction of provincial legis-
latures’ terms of office from five
years to four. This would promote
accountability, he said.

The government of national
unity and multiparty provincial
cabinets, bad “no useful life” after
1999. They should be done away
with although the constitution
should allow coalition govern-
ments. This would answer the “un-
sustainable call” by the NP for an
extension of the government of
national unity.

Leon described the Senate as “a
toothless bulldog” and “Iittle
more than a potted plant” but mo-
tivated for its retention as a body

representative of provincial inter- [

ests. Senators should be elected on
a list system subject to genuine
residential qualification.
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CAPE TOWN — vernmejts policy of
tax harmonisation remained in force de-
spite its contribution to job losses in for-
mer TBVC states, Trade and Industry Min-
ister Trevor Manuel indicated yesterday

He di dinr to a par
tary question that 996 Jobs had been lost in
the Butterworth area since February after
four factories closed.

The reasons for the closures included the
deterioration of Butterworth’s infrastruc-
ture, the collapse of its local authority and
the harmonisation of the taxation regimes
in SA and the former TBVC states an-
nounced in this year’s Budget.

The withdrawal since 1991 of long-term
incentives available under the 1982

mitted to tax policy |

Regional Industrial Development Pro-
gramme was also a factor, with 62 firms
closing down in Butterworth between 1992
and 1994, he said.

“The Trade and Industry Department
cannot prevent factories from closing,
especially in circumstances where they
may have been kept operational through
the past transfer of taxes to these firms.”

The lesson which emerged from these
experiences was that incentives should be
granted only after careful analysis. Ex-
treme caution should.be exercised to en-
sure that when granted, incentives re-
mained sustainable, he said.

Manuel said he had been informed that
the private sector in the Eastern Cape had
agreed to fund an investigation into ways
to fill the vacant factories.




Sacob joins tax debate
i Cohen 320
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CAPE TOWN — Sacob yesterday joinell the’ parlia-
mentary finance committee in calling for a reconsi-
deration of proposed changes to the Income Tax Act
relating to retirement lump-sum benefits.

Saceb said the proposed changes to taxation of
retirement lump-sum benefits shonld be withdrawn
and the Katz commission should investigate and put
forward new proposals.

The various prop could have significantly re-
duced the after-tax value of retirement lump-sum
benefits. They were viewed with concern by those
nearing retirement, said Sacob.

Every new proposal prompted an increase in the
pumber of people retiring early. As the economic

pswing continued to gather the skills of
such people were likely to be sorely missed.

Although Sacob did not favour the solution pro-
posed in the Budget for changes to the Income Tax
Act, it did bring certainty to an aspect of tax policy
which had long been the subject of debate.

But the fact that the finance committee had asked
the commission to re-examine the taxation of retire-
ment benefits made the announcement in the Budget
appear “somewhat premature”,

The final proposals of the commission might differ
markedly from the proposals in the Budget, thereby
perpetuating the uncertainty. Sacab suggested the

" Budget proposals be withdrawn and an aznounce-

ment to this effect be made as soon as possible,
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delivered products to connected companies
(those with an element of common control)
without agreeing on a purchase price.

The price was established only at the end
of the tax year, with a view to maximising
tax benefits within the group. The court
found the selling company had not dis-
closed in its tax return that it had granted
discounts to connected companies.

Revenue discovered these facts only after
the expiry of the three-year period within
which it is entitled to reopen an assessment
unconditionally. However, after three years,
an assessment may be reopened on the
grounds of fraud, misrepresentation or non-
disclosure. Though the group companies in

question had filed tax returns, accompanied
by full financial statements, the failure to
mention the discounts comprised nondis-
closure of a material fact. Hence Revenue
was within its rights in reopening the
assessment.

Revenue then applied Section 103(1) of
the Income Tax Act (the general anti-
avoidance section) on the grounds that the
transaction was abnormal. The criterion for
abnormality is the creation of rights or
obligations which would not normally be
created between people dealing at arm’s
length.

Parties dealing at arm’s length when they
buy and sell goods would have wanted

clarity on the purchase price at the outset.

On these grounds, the court upheld the
Receiver’s right to assess the taxpayer as if
the discounts to other group companies had
not been granted. The pain of this decision
to the group is, of course, increased because
the purchasing companies are saddled with
(lower) deductions calculated on the dis-
counted purchase prices of the goods — not
the deemed prices from which the imputed
income of the selling company was re-
calculated by Revenue.

The moral of the case is that group
accountants or financial directors should
require group companies to deal with each
other at arm’s length.

[




BRUCE CAMERON

POUTICAL EDIFOR

The parliamentary finance commit-
tee yesterday strongly criticised the
finance department and tax collec-
tion offices for having no short-
ferm plans to overcome the critical
staff shortages. The shortages are
limiting the government’s ability to
collect tax.

However, Estian Calitz, the
finance director-general, said yes-
terday at a committee hearing that
the Public Service Commission had
dug in its heels and refused to con-
sider better pay scales for inland
revenue and customs and excise
officials, The commission’ would
alsonot allow the two departments

which would allow them to pay
skilled personnel better salaries,

In documents tabled at the
meeting, salaries of accountants
and auditors were set at R44 000 a
year.

It emerged that the budgets of
the two departments were being
cut back because of a “Catch 22”
situation. They could not spend the
money they had been allocated in
the budget, because they could not
pay the salaries needed tfo attract
the skilled people they required.

Calitz, Trevor van Heerden,
inland revenue commissioner and
Daan Colesky, customs and excise
commissioner, outlined long-term
restructuring plans aimed at over-

State faces tax ‘catch 22°
alpple )
to separate from ifs atthority, ~coming some of the problems, but

220

the committee was concerned that
the problem would remain unre-
solved this year.

Gill Marcus, committee chair-
person said: “We have a major eri-
sis, and I don't see a crisis plan.”

She said that the rest of govern-
ment depended on the proper
functioning of the revenue-collect-
ing departments.

The issue had now been out-
standing for more than a year, she
said.

Calitz agreed that “profound
changes” were required and said a
case could he made for removing
the two departments from the
authority of the Public Service
Commission.
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Tax amnesty lets dodger

By BRUCE CAMERON

POUTICAL EDITOR

A three-month tax amnesty,
announced in April by the finance
minister, Chris Liebenberg, is
scheduled to be introduced in July
and will be the most far-reaching in
recent years.

Details of the amnesty, which is
aimed at bringing more people into
the tax net, were released in draft

legislation published in Cape Town
yesterday.

Two previous tax amnesties in
recent years limited the ture to non-
payment of penalties and interest.
Neither amnesty period was suc-
cessful.

This time the government will
be letting some tax dodgers off
years of unpaid tax.

In limited instances, even
fraudsters will escape having to

a7

forgo ill-gotten gains. Those quali- *
fying for the amnesty include any-
one who was not registered as a
taxpayer on April 26, 1994 for .
employees’ tax, normal tax or ;
value added tax and had not i
applied for registration on or
before April 26, 1994; or anyone ,
who was registered but whose
whereabouts were unknown to the
tax authorities on April 26, 1994.
People who are- granted

Sy frauds

amnesty will not be liable for pay-
ment of:

(0 Any normal tax for the year
of assessment ending on March 1,
1994;

[J Any value added tax for the
supply of goods or services, or
imported services and goods
before Match 1, 1994;

0] Any employees’ tax that was
supposed to be collected and paid
to the tax authorities by an employ-

whether the tax was collected o:
not. If the tax was collected tinc
employer will be able to keep the
money and will not be charged
with fraud. Any employee who
was the subject of the tax fraud
would not have to pay the tax not
submitted to the tax authorities by
the employer if they can prove the
tax was deducted from their pay;
[J Any stamp duty on any

ters off the hook

Gz, eriee) zlsjas

trument or on the registration of,
any marketable security before
March 1, 199¢;

[ Any non-resident sharehold-
ers’ tax due on any dividend

. declared before March 1, 1994;

O Any secondary tax on compa-
nies due from any dividend
declared before March 1, 1994; and

1 Any donations tax due on
any property disposed of by a qual-
ifying person before March 1 1994.
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Draft law on tax

changes _pyblished
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CAPE TOWN — Proposed legislation pro-
viding the first indications on how the tax
amnesty will be applied — but revealing
no changes to new taxes on lump-sum pen-
sion payouts — was distributed in Parlia-
ment yesterday.

The proposed legislation, which will give
effect to Budget tax announcements, also
dealt with har tion of tax regi
unbundling and closing tax loopholes.

1t disclosed no changes to proposed tax-
es on lump-sum pension payouts. However,
government has indicated it does not in-
tend changing the September 1 implemen-
tation date for new tax arrangements on
payouts, despite criticism that the propos-
als are causing mass retirements.

In a letter to the parliamentary finance
committee, the Life Offices’ Association
argued against shifting the date, saying if
the issue was deferred uniil the next Bud-
get, it would lead to a further round of
“financial planning” around the new date.
Even though a holistic approach to tax-
ation of retirement funds was needed, this
review should not lead to a situation where
tax that ought to have been paid was not
recovered, the association said.

The proposed legislation detailed the

116798

general tax amnesty scheme intended to
draw into the system thousands of people
who, for political reasons, had not paid tax.

Finance Department officials hope the
amnesty will come into effect before July.
This would give people three months to
lodge applications for amnesty.

Finance Department officials acknowl-
edged that there could be problems, par-
ticularly in defining who should be eligible
for the one-off amnesty and the extent of
its application. “In a sense, you are provid-
ing the greatest benefit to the worst offend-
ers,” one said. However, this had to be
weighed against the need to draw defanlt-
ers into the tax system.

The draft legislation defined a person
qualifying for amnesty as someone not
registered with the Inland Revenue Com-
mission or who was registered “but whose
whereabouts were unkrown to the Com-
missioner”. The amnesty should apply to
employers and employees, and the range
of taxes against which amnesty might be
sought was broadened by including non-
resident shareholders’ tax. Eligible appli-
cants would be required to pay only last
year’s tax, contrary to the three-year obli-
gation suggested by the Katz commission.
Some relief for personal tax payers in
former TBVC territories was-envisaged.




Bruce CAMERON

POURCAL EDITOR

The government has published
draft legislation defailing how it
intends to increase the taxation of
private sector retirement lumyp sum
payments.

The pension legislation was
part of wider draft tax legislation
which, among other things, slams
the door on a number of creative
tax avoidance schemes. Rinance
Minister Chuis Liebenberg targeted
these in his April budget speech.

The legislation comes against
the background of disagreement
between organised business and
the life assurance industry over
whether the government ‘should
push ahead with it.

The South African Chamber of
Business has warned the move
could lead to the early retirement of
thousands of people in business
and industry, including top deci-
sion-makers. This is disputed by
the Life Offices Association which
wants government to go ahead
with the legislation.

Sections of the assurance indus-
try came under fire at a meeting of
the parliamentary finance commit-
tee yesterday when assurance
salesmen were accused by depart-
ment of finance officials of spread-
ing disinformation.

The officials said life assurance
salespeople had been incorrectly
telling civil servants and municipal
workers they would also be affect-

er(ef)3islas

ed by the legislation in order to sell
them retirement annuities.

The officials said government
and municipal workers remained
exempt from paying tax on lump
sum retirement payments and were
not affected by the legislation.

Other legislation will bring a
halt to methods used to reduce tax
liability on lump sum payments by
reducing the average tax rate at
which they are taxed. The first
method involves using payment of
the lump sum into a retirement
annuity and the second by reduc-
ing income to a minimum in the
year of retirement.

The legislation will result in the
calculation for average taxation
being based on the higher amount

in the year of retirement or the pre-
ceding year. The structure of tax
calculations on payments to retire-
ment annuities has been altered.

Other issues include:

O A change to the structure of
the devaluation for tax purposes on
the purchase of aircraft and ships.
The current system which allows a
40 percent devaluation in the first
year has been changed to a 20 per-
cent straight line devaluation over
five years.

J A loophole in the Transfer
Duty Act, which allowed trusts to
register property at lower transfer
duties in the name of a person, and
then permitted the beneficiary of
the trust to be changed to a compa-
niy, which would have had to pay a

Draft revenue laws tighten up on

evaders
@9

higher transfer duties, will be
closed;

J The practise of claiming for
interest incurred when capital was
raised, even if the payment of inter-
est was deferred, while tax on inter-
est accrued only became due when
paid, is to be changed. The legisla-
tion includes lengthy calculations
which will result in the tax being
calculated on a daily basis for both
tax incurred and acerued; and,

3 The possibility that individ-
ual taxpayers of former TBVC
states may be let off the full force of
being in the South African tax sys-
tem. Those whose fringe benefits
were mostly not taxed are likely to
have their housing allowances
phased in for tax purposes.







Samantha Sharpe( 3 2Q.
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FINANCE%ninister pecia? adviser

Charles Stride had taken the first step
towards meaningfu} reform of tax collec-
tion with a call for a fully independent
inland revenue department, sources close
to Stride said yesterday. '

Finance Minister Chris Liebenberg ap-
pointed Stride, an accountant, to look into
the issue after the taxation commission’s
chairman, Michael Katz, recommended a
drastic overhaul to net uncollected tax.

Recent government estimates, which
put uncollected and avoided taxes at about
R18bn, have driven home the urgency of
tax administration reform.

Government sources said Stride had
completed an interim report which would
serve as a ding board for proposals.

The document echoed the Katz commis-
ston’s call for an independent inland rev-
enue, with “first prize an autonomous rev-
enue department run along proper
business lines”. This would mean new line
functions and performance evaluations.

But muich depended on an increased bud-
get as inland revenue faced chronic staff
shortages and was unable to lure the right
calibre of staff, who demanded market-
related salaries.

Sources said it was unlikely that the full
details of the report would be made public,
with the question of an autonomous depart-
ment still a political hot potato. “The pur-
pose is not to publish the report, which is
essentially a working document that high-
lights areas where it would be appropriate
to gather more information,” one said.

Stride would, however, visit Australia,
New Zealand, Indonesia, Singapore and
London to investigate tax administration
systems abroad, which could.be followed
by a public statement. .

A source said Stride had the full backing
of inland revenue, with the commissioners
of inland revenue and customs dnd excise
in the process of preparing strafeg]
ness plans to improve their efficiency.
“There is no doubt that inland revenue is
backing Stride and his team, with the de-

partment offering its full support.”
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" The Income Tax Amendment Bill — now
made public — contains a clause which will
limit opportunities for dividend stripping.

1t restricts the circumstances in which a
dividend, declared by a wholly owned
subsidiary, may be free of secondary tax on
companies (STC).

Kessel Feinstein tax partner Ernesf )
Mazansky explains that, in 1994, _/t_he STC l

legislation was %4 to allow a wholly
owned subsidiary to declare a dividend to
its holding company free of STC, subject to
certain requirements. These related in par-
ticular to the source of income and the
place of residence of the holding company.

The concession reopened the door to
dividend stripping — in other words, dis-
posing of a company loaded with reserves
to another company willing to act as a
dividend stripper.

The hoiding company would pay an
appropriate price for the cash-rich company
and declare the dividends free of STC,
which it could elect to do under the tax law
as it stood. (Tt would get a fee in return.)

This would relieve the seller (an in-
dividual shareholder or shareholders) of the
potential STC obligation.

To counter this tax-avoidance procedure,
two further criteria for exemption from STC
are now proposed in the Bill.

Firstly, all the shares in the subsidiary
must have been held by the holding com-
pany for at least 12 months before the
declaration of the dividend. Secondly, the
dividend must be declared out of post-
acquisition profits. Mazansky argues the
first restriction is unnecessary as the second
is adequate on its own to protect Revenue.

Another anti-avoidance clause (foilowing
a recommendation by the Katz Commis-
sion) is of importance to foreign investors.
It relates to transfer pricing (the exchange
of goods or services between group com-
panies at artificially high or low rates to
shift profits to a lower tax jurisdiction).
According to the explanatory memorandum
to the Bill, this clause will be used to

counter thin capitalisation (where an over-

seas shareholder invests by way of minimal
share capital and a large shareholder’s
loan). This mechanism enables profits to be

TAX AMNESTY

The fax amnesty foreshadowed in the
Budget will be introduced when the
draft Income Tax Bill is epacted —
hopefully in July. According to Com-
missioner for Inland Revenue Trevor van
Heerden, it could last until the end of
October.

It will roray to sadividuals and com-
panies not registered as taxpayers on
April 26 1994. Applicants will be liable
for taxes due from March [ 1994. These
will have to be paid within one year of

the end of the amnesty period.

4
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pany. This would be an
onsequence of the ad-

justment of a transfer price. In this case, the
excess will be treated as a dividend sul

additional ‘adverse ¢
to STC.

hands of the SA com,

bject

Until now, thin capitalisation has been

contro

lted only by the Reserve Bank

N

nk to hand

exchange control policies. It is
e passage of the thin capitalisation

amendment will enable the Ba
over control of the matter to Revenue.

through
hoped th

untry.)

gh an interest
t pay SA tax on

stripped out pre-tax throu
The propos?d amendment will allow
Revenue to adjust the transfer

charge. (Nonresidents do nof
interest remitted from the coi

price to an

ength price.

objectively determined arm’s-l

e income of

This would increase the taxabl

provide

part of the interest

The proposed amendments also

for the situation where
payable is disallowed as a deduction in the

the SA company and prevent avoidance.




Move to crack down on tax avoidance

"INA rack down on tax avoid-
ance, government has introduced legisia-
tion which closes a loophole in the fiming
of interest payments on finaneial instru-
ments by ensuring interest is calculated on
a daily basis.

If passed by Parliament, it would put an
end to the use of stock, bonds, debentures,

bills, notes and loans to create tax-efficient .

feads and.lags in the timing of interest
payments or finance charges — effectivgly
tay. avoidance. )
Thé'legislation, which is part of the re:
cently-published Income Tax Amendment
Bili, follows proposals in the Budget that
interest payable on financial instruments
issued after March 15 be tax deductible on

But Deloitte & Touche partner Anne
Pappenheim said the legislation went fur-
ther than the Budget proposals, as it would
not only apply to instruments issued after
March 15, but also to ones sold after that
date. It also extended to interest swaps.

Tax sources said the legislation would
most affect those involved in financing
business transactions, with bankers now
compelled to come up with innovative fi-
nancing schemes if they wanted to emulate
the depefits of the old system. The new
wugrangéinent would also add to the com-
plexity of tax disclosure, they warned.

The Bill carried other anti-avoidance
clauses relating to framsfer pricing —~
over- and underinvoicing of goods to shift
profits to a more friendly tax jurisdiction.

Snma@:zgyrpe M b /é 9% a day-to-day (yield to matarity) basis.




"E’ax crackdown omn |
m ent benefits

m hen [ )
CAPE V@l - gllatmn to stop tax |

avoidance schemes related to retirement ||
benefits appears set to be passed by the ||
parliamentary finance committee despite ||
opposition, although those who retire before ||
the implementation date and are rehired as
“consultants” will not be affected.

Inland Revenue commissioner Trevor
van Heerden accepted proposals made by
tax experts in the committee yesterday that |
a “practice note” should be issued indicat-
ing that the commission would not chal-
lenge the validity of rehiring practices,

Tax experts commenting on the legisla-
tion agreed that people who retired and ||
were rehired should not find themselvesina }
situation that a court should decide that |
they did not in fact retire. i

The debate in the committee follows lob-
bying by various organisations and individ-
uals, including Sacob, who argued the pro-
posed changes on retirement lump sum
benefits were causing a flood of retire-
ments before the measures were due to
come into force in September.

These provisions in the Income Tax Bill |}
should be withdrawn and the issue investi- ||
gated by the Katz commission with other
pension fund issues, the parties argued.

Law professor Dennis Davis told the ||
committee that the provisions were seeking ||
to close a “clear tax avoidance measure”,

The committee had to accept that by
closing the loopholes, a flood of retirements |;
would occur to capture henefits.

But if the committee were to cave in on
the issue, it would be sending out a message ||
that * parhament is not particularly inter-
ested”in tax avoidance measures. Howev- |;
er, this implied itshould be dealt with to
lessen harm to the economy, Davis said.

Dayvis was supporting other experts who |
said if people did retire and were rehired as ||
consultantsa hostile court could decide they
had not retxred at all. i




Subcommitte
Samantha Sharpe 520
THE Katz commission on taxation
had established a subcommittee to
investigate the possibility of a land
tax in SA, an idea mooted by Land
Affairs Minister Derek Hanekom, the
commission said yesterday.

Land tax committee chairman
Dennis Davis said the subcommittee
would take as its starting point the
efficacy of a land tax with regard to

and ‘subcommittee member Danie
Uys said that there were several rea-
sons cited as to why a land tax should
be introduced — all of which would

its potential for rajsing reyenye for
local government[%p ‘-Zlb ? [ 4
Coopers & LyBraid rtner

consider land tax

be investigated.

These included the benefits of rev-
enue for local government.

1t had also been mooted as a means
to encourage the productive use of
land, with unused Iand unable to cre-
ate the income to pay the tax.

Tax sources warned that with
many farms already facing bank-
ruptcy the introduction of a land tax
could be the straw that broke the
camel’s back, unless it could be used
as a credit against income.

The role of the tax in the efficient
redistribution of land was also ques-
tionable, they said.

Uys said the closing date for sub-
missions from interested parties was
July 15,
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Samantha Sharpe

SA’s sweeping tax amnesty — aimed at
encouraging non tax-paying citizens to en-
ter the tax-paying fold ~ was unlikely to
lure even a fraction of those it intended to
target into the tax net, industry sources
warned yesterday.

Inland Revenue spokesman Sid Pope
said the amnesty — one of the most wide-
sweeping in SA tax history — had the
potential to bring in millions of unregis-
tered taxpayers.

SA had 18-million registered voters and
only about 4,4-million people subject to
SITE. “We have to question how many of
the 14-million odd remaining voters will be
subject to tax and how many of these will
register in the proposed three-month am-
nesty period”,

Tax sources warned, however, that tax
amnesties historically had an abysmal re-
cord. They said the amnesty would prob-
ably bring only between 5% and 15% of
those it targeted into the tax net.

But Pope said while tax amnesties prac-
tised elsewhere had not enjoyed the great-
est measure of success, they had also not
“put as much on the table” as the proposed
amnesty.

The amnesty extended a period of grace
to all those who have never registered to
pay tax for political reasons as well as to

nesty ‘will
only 3, few’

those who ma a ed to escape the revenue
department’s administrative clutches
through a change of address.

The third category benefiting from the
amnesty was those who had failed to pay
their GST. If they came forward they
would no longer be subject to penalties.

Tax sources said the real value of the
amnesty lay in “wiping clean the political
tax slate”, This meant any tax dodgers
after the amnesty would not be able to use
political dissatisfaction as an excuse.

Katz commission member Dennis Davis
said amnesty had to be accompanied by a
fierce determination by revenue to clamp
down on those who had not taken advan-

tage of it

t tax Itant Willem
Cronje sald it was imperative the amnesty
be accompanied by a strong marketing
campaign if it was to be at all successful.
Previous offenders should learn of the
benefits of paying tax, which included op-
erating in the formal sector and gaining
access to other government benefits, he
said.

Deloitte & Touche tax analyst Louise
Vosloo said the amnesty was unlikely to
bring a lot of joy unless government went
on a concerted education drive to bring tax
information to the informal sector.

The problem lay in the existence of gov-
ernment funds for such a project, she said.




lished to mvestlgnte the taxatlon
of pensjon, provident and retire-
ment funds, the Tax Commission
announced yesterday.

The committee will look at
uniform taxation of the three
funds, how much to tax the

to e probed

payouts and other issues.

Public participation will be
sought.

Submissions are to be for-
warded to The Secretary, Tax
Commission, Private Bag X349,
Pretoria 0001 or faxed to (012)
3823-2017. — Staff Reporter.
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TRANSPORT Minister Mac
Maharaj has proposed a fuel
levy of another 3,5c a litre to
raise nearly R1 billion to re-
pair national roads.

Mr Maharaj proposed this in

his introduction to the debate —

on the transport vote in the
National Assembly on Friday.

The present budgetary allo-
cation ot roads amounted to
the equivalent of 4c a litfe.

“If it were set at 7,5c a litre
— only 3,5¢ a litre above the
current allocation from the
Budget — it would provide
revenue of about R940 million
a year,” he said. . -

That would be sufficient over
the next 10 years to provide
and maintain the appropriate
road network vital for South
Africa’economic and secidl de-
velopment, Mr Maharaj said.

Such a levy would provide a
direct link between the road
user and the country’s roads,

which had a replacement pajue
of R130 billion. ’2{ -

This year tl ver
would spend R522 million on|
road upkeep, less in real ?ms :
than was spent in 1975, 1. ¢

Mr Maharaj warned fof an
“‘expensive disaster” unless
spending trends were reversed.

Only nine percent of the na-
tional roads were in “‘good”
condition, compared with 25
percent in 1991. -

Mr Maharaj said road up-
keep policy would encourage
the use of labour.

R100 million from the recon-
struction and development pro-
gramme fund was being 'used
to strengthen labour intensive
projects that would employ an
additional 1500 people this
year, Mr Maharaj said.

7Y




Zuma to try for tobacco
2169

JOHANNESBURG: Health Minister Dr oxa.lana Zuma says she 5%

to persuade the Minister of Finarice to increase tol
campaign to discourage smoking.

Dr Zuma, who returned from Canada where she received the No
Tobacco Award, said research showed a tax increase on tobacco did not
discourage adult smokers. However, it made it difficult for young starters.

gtax ris B20)|

bacco tax as part of a
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By Joshua Raboroko

THE Receiver of Revenue is to refund
millions of rands to thousands of work-
ers who had overpaid on Standard In-
come Tax on Employees (Site).

‘The managing director of tax consult-
ants Workers Tax, Mr David Heyman,
said yesterday it had been found that
more than 100 000 workers, ignorant of
tax laws, had overpaid on Site.

He said workers earning less than
R50 000 a year had overpaid in taxes
mainly because of the negligence of their
employers or because they had supplied
wrong indjvidual information on their
tax forms.

His company had been able to get
refunds — more than R7 million — for
hundreds of thousands of workers after
consulting them. An average worker had
received a refund of about R850 a year.

They were waiting for refunds of be-
tween R13 million and R14 million for
workers. Some workers had received
between R4 000 and R5 000.

Consultants estimated that about 60
percent of workers had overpaid
R720 million since Site was introduced
in 1980. .

He said workers could submit claims
through the offices of Receivers of Rev-
enue.




Tax dodge
Bill tabled
G2)sfor olofas

nesty to tax dodgers was ta-
bled in Pariiament yesterday.

The Tax Amnesty Bill ap-
plies to all who were not re-
gistered as taxpayers up to
April 27 last year or those re-
gistered but whose where-
abouts was unknown to In-
land Revenue.

The amnesty period ap-
plies until October 31 this
year. — Sapa.

0o o a

The Department of Sport and
Recreation undertook 675 de-
velopment projects involving
44000 people in 1994, ac-
cording to its annual report
tabled in the National Assem-
bly yesterday.

The projects, undertaken
by its 10 regional offices at a
cost of R635 000, aimed at
mass participation and help-
ing to develop young talent.
— Sapa.

o o n

The Consumer Council han-
dled nearly 53 000 complaints
between April last year and
this March. In its final annual
report tabled in Parliament
yesterday, the council — to
dissolve later this year —
said the complaints involved
goods worth-more than R19-
million. — Sapa.

o oo

The Workers' Organisation
for Socialist Action will plan
for an international confer-
ence on socialism when it
holds its fourth national con-
ference this weekend. The
three-day conference, which
begins today, will be attend-
ed by representatives of in-
ternational left-wing move-
ments, — Political Reporter.
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TAX COMMISSION

Investigating pensions

The next phase of the Tax Commission’s
top-to-bottom review of the tax system has
been announced — it has established a sub-
committee to investigate the taxation of
pension, provident and retirement funds.
Commission chairman Michael Katz says
the stdy will be “holistic.” Deadline for
completion of the report is November 30.
The inquiry will consider deductibility of
both employer and employee contributions;
the taxation of the various types of funds;
the taxation of the payments they make to

(3267 FIT TE[6[7L
e incorfic is taxable when received by the

member. The member does not pay tax on
the (deductible) contribution he and his em-
ployer make to the retirement fund.

Individuals use after-tax savings to make
deposits with banks, so only the income
earned on that capital is taxed. Withdrawing
the capital does not render it taxable. This
applies also to life assurance.

With retirement funds, income tax has
eventually to be paid out of the member’s
stake, which now happens automatically.

members; and the possible impl ion
of uniform tax treatment of the funds.

Existing tax rules set limits to the tax
deductibility of the contributions by em-
ployers, employees and self-employed in-
dividuals. The funds themselves are tax-free
(save for the involuntary payment of sec-
ondary tax on their dividends received.)

On Tetirement, the basic rule is that pen-
sions are fully taxable, though there are tax
concessions for lump sums.

Life Offices Association executive direc-
tor Jurie Wessels says attention centred first
on assurers. Now that issue has been re-
solved through the introduction of the four-
fund approach.

There are two principles in the taxation
of savings. ’

Depositors and investors should be taxed,
at their average rate, on the income derived
(when they receive the income).

Savings institutions should be
taxed at the corporate {ax rate on
profits, after paying interest to
savers and depositors. Taxation of
banks meets these requirements.

The taxation of life assurance
meets the principles, with some de-
viation. The assurer pays tax at cor-
porate rates on its profits, on behalf
of policyholders, at an average rate
of tax before the policy matures.
But no further income tax is paid
on the pay-out by policyholders or
their heirs.

The way in which retirement
funds are taxed implies a deferral of tax, but
not a tax break. The employer’s contribu-
tion is part of his salary bill. It accrues to
the employee through his fund credits,
which are received only after leaving ser-
vice. In line with other salary-related pay-
ments, the empiover = - ontributions should
continue within limits to be made out of
pre-tax incorme.

By making the contribution, the employ-
ee (or a self-employed person) opts {0 defer
a portion of his income until retirement,
automatically deferring the tax to be paid.

Retirement funds pay no tax on invest-
ment income (other than secondary tax).

Wessels regards the current approach to
retirement fund taxation as theoretically
pure. There are still two questions: is there
any justification for the partial exemption
enjoyed by lump sum payments, and can
anything be done about the deferral?

Tax on lump sums implies a considerable
de facto capital gains tax, through taxability
of pensions. If fund members had saved for
retirement through investment in unit trusts
or direct investment in shares, the capital
appreciation would not, usually, have been
subject to tax.

There may be better ways to compensate
for this effective capital gains tax than the
limited lump sum exemption — but there
should be some form of compensation.

Given the deferral of tax while members’
money is in the hands of the funds, there is
no theoretical reason why retirement funds
should not use the same approach as taxable

Py
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life assurance funds, and pay tax on behalf
of members during the build-up phase, but
pay after-tax benefits as tax-free pensions.

Liberty Life vice-chairman Dorian Whar-
ton-Hood thinks a “modest” rate of tax on
retirement funds could be considered, if the
rate is fair and does not escalate later.

There are two practical problems, argues
Wessels. First, the idea of applying an av-
erage rate of tax (which will be necessary if
retirement funds pay on behalf of all mem-
bers) is unpalatable to many people in a
country with such wide disparity between
affluent and poor as exists in SA.

Second, the transition will be difficult to

manage. After the introduction of a tax on

retirement funds’ build-up, the maturity val-

ue of former members’ pensions would be

partly accumulated from pre-tax money and

partly after-tax money. Determining a fair .
tax could be awkward.

Last, asks Wessels, what role does SA
want retirement funds to play in the econ-
omy? The solution must be true to tax prin-
ciples without undermining this role, what-
ever it may be.

O Closing date for submissions is July 15.0

THE RESERVE BANK

N o

A fine line =)
L

At the heart of the debate over central bank
independence is what monetary policy can
realistically be expected to achieve. Cyrus
Rustomjee, technical adviser to the Con-
stitutional Assembly, dealt with this issue in
a presentation to the assembly last week.

“Previously, the central bank was held
responsible for many MACTo-eCONOMic is-
sues, including price stability and the at-
tainment and maintenance of full employ-
ment. Developments in macro-economics,
and in financial markets, however, chal-
lenged the rationale for vesting a spectrum
of responsibilities with the central bank.
Consequently there has been an interna-
tional shift towards more independent cen-
tral banks, closely focused on maintaining
price stability.”

SA has followed this trend, requiring the
Reserve Bank only to maintain the value of
the currency.

Recently there has been pressure from
those who believe there is a trade-off bet-
ween employment and inflation and would
tike to see the Bank become a tool of gov-
ernment policy. The SA Communist Party
made submissions along these lines to a
subcommittee of the Constitutional Assem-
bly in February (Currents February 24).

‘As a step in this direction, it asked for the
interim constitution to be amended. Section
196 now states that the Bank “shall perform
its functions independently (provided) that
there should be regular consuitation bet-
ween (it) and Minister responsible for na-
tiona' financial matters.” The SACP would

... consultation between” changed to “in
consultation with.” This is based on the
interpretation that the latter implies agree-
ment is reached.

The proposal was adopted by the ANC
and the proposed changes were drafted.

Now Rustomjee has recommended “re-
verting as closely as possible to the wording
of the interim constitution (which) accu-

—
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Katz to investigate
capita] fransfer tax

Samantha Sharpe :

SA’s wealthier people faced the threat of
increased taxes with the Katz commission
set to investigate the possibility of a cap-
ital transfer tax, tax sources said at
the weekend.

While estate duty taxes netted about
Rim for the fiscus, a conversion to a
system of capital transfer taxes levied
on transfer of assets could boost govern-
ment coffers by about Rlbn, commission
sources said.

Commission member Dennis Davis said
a subcommittee had been established to
look at the possibility of replacing SA’s
estate duty system with a capital transfer
tax system. While it was fair to say capital
transfer tax had the greatest effect on the
wealthier members of society, it was not a
wealth tax, he said.

“This kind of tax has been around since
* the ’50s in one form or another.”

Davis said the subcommittee, which
would be chaired by Katz commission
chairman Michael Katz, would investigate
the appropriateness of a capital transfer
tax and the form the tax could take.

b4 /17/6/9
his was not 4 radical departure from

the past. Taxpayers generally expected, at
the very least, a rise in estate duties.

The real beneficiaries would be the life
offices. They stood to gain from increased
demand for insurance products which pre-
pared people for substantial tax payments
on the transfer of their assets later in life,
he said.

Other subcommittee members said SA
was out of step with the rest of the world in
terms of taxes on the assets of the rich.
Said one: “SA is a tax haven for the weal-
thy.” A revamp of estate duties, introduc-
tion of a land tax or creation of a capital
gains tax were all taxes on wealth. Howev-
er, a capital transfer tax would be difficult
to implement in a country characterised
by rising inflation and inclined to encour-
age tax avoidance.

It would also have a negative effect on
economic hehaviour, he said. Because the
tax was levied on the realisation of assets,
the tendency was for people to refrain
from trading their assets.

This left land tax or a revamp of estate
duties as the only alternatives. However, a
land tax would also be difficult and expen-
sive to administer.




Local govt could be granted

Sello Motlhabakwe

THE Financial and Fiscal Commission fa-
voured the introduction of surcharges on
national taxes, including income tax, by
lower levels of government, the commis-
sion said yesterday.

It released a framework document for
intergovernmental fiscal relations detail-
ing its approach to financing lower levels

Wun transfer duties, it said. g 24 ’ f Sm

Personal income tax would be most suit-
ed to an additional surcharge by provincial
authorities. Local governments could be
granted the discretion of supplementing
revenues from property rates and implicit
excises on services such as electricity with
a surcharge on, among others, the fuel levy
and transfer duties.

“The national tax bases must be used un-

sionsaid. It € sifrcharges on
personal income taxes should be limited to
a few percentage points, partly to keep the
maximum rates within acceptable limits
and not dissuade people from living in par-
ticular provinces.

1deally local governments should raise
as much as possible of the revenue that
they spent, the commission said. It would
recommend that borrowing pewers be ex-
tended to provinces to finance capital ex-

institutions as government involvement in
these markets was likely to lead to incor-
rect allocation of resources.

The commission would have access to
government’s draft Bill on provincial bor-
rowing powers and would make recom-
mendations for inclusion in the Bill.

1t would further recommend that lower-
tier government debts be guaranteed by
national government only if the debt con-
cerned essential services. If national gov-

power, mmamwwé surcharge on

of government. altered, but provinces and (in some cases) 3 X imited. th

Tower-tier governments could be grant-  local governments may add a few percent-  penditure, but not for recurrent expendi- ernment guarantees ﬂ.mnﬂ._EEEnmE_ 3 e

ed the discretion of implementing flat-rate  age points to the national tax rate accord-  ture. However, allocation of loans should  lower government’s liabi ity would be
come part of SA’s national debt and affect

surcharges on national taxes, fuel levies ing to their own discretion,” the commis- be left to capital markets and credit rating

EM country’s credit rating.
Commission chairman Murphy M
sajd the commission would, mecwmomwwm
wmmwmwh”ﬂw to &.wm a final document on
sharing fo
finano yonas g formula for the 1996/97
Revenue-sharing funds wo
e T uld be allocat-
mnfwnoom&nw to 2 formula Eoowronmzﬂm
minimum standauds and objective varia-

bles such as pogviation number:

be possible to phase in the monswwmmwmo_._%

mE»mEm statistical data became m<w:wﬂ_m
‘This is also necessary to avoid disruptin ;

- .. public services,” the commission said, €
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Drastic changes
for tax department
= le! 95 320
LEGISLATION t0 drastically restructure the depattments
of Internal Revenue and Customs and Excise will be sub-
mitted to Parltament in February, Finance Minister Mr
Chris Liebenberg said yesterday.

It should be approved by Parliament before the
1996/97 Budget in March, although the restructuring
would take place gradually. “This is not something you do
shooting from the hip in a cavalier way,” he said.

Top finance department officials were visiting other
countries for advice on restructuring. Mr Liebenberg said
he had also held talks with the “top eight” SA companies
who were eager to help the restructuing process.

He said it was important to send a signal to taxpayers
saying: “If you have a problem, come and talk to us and
we'll show you how to pay less tax.”

Past tax structures had probably made criminals out of
honest people, he added. .

@ A Finance Select Committee report tabled in Parlia-
ment yesterday said the inland revenue department did
not have the human or material resources to meet its
obligations to integrate revenue offices.

The committee said the department should be given
administrative autonomy as recommended by the Katz
Commission, In the meantime, more resources should be
allocated to deal with the crisis. — Sapa
® See Page 3.
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Sello Motlhabalkwe

TAX experts yesterday gave a cau-
tious welcome to the Financial and
Fiscal Commission’s preliminary
'proposals which suggested that lower
tier governments be afforded the dis-
cretion of imposing surcharges on
national taxes.

They warned that a proliferation of
taxes at lower levels of government
could lead to an intolerable tax bur-
den. However, if properly imple-
‘mented, the s;3tem could be work-
able and would be similar to other
federal systems.

Sacob economist Keith Lockwood
said a chamber committee would
look at the tax proposals and give a
-compreliensive response later but the
‘proposals ¥ould make sense if they

d by a

were by -

was that individual hikes looked
harmless in isolation but added up to
a lot more when taken together.

Independent tax consuitant Willem
Cronje said he would go along with
surcharges on personal income tax
and a provincial fuel levy as these
taxes were fair and easy to adminis-
ter. He said new taxes should not be
introduced before “bad and complex”
taxes such as the Regional Services
Council levies were scrapped.

Cronje said provinces stood to gain
by introducing surcharges on person-
al income and the fuel levy. A 1%
surcharge on the estimated R50bn a
year fuel levy could net about R500m
for a province,

He said the commission’s overall
proposals on borrowing powers to
second and third tier authorities were

ate reduction in direct taxes.
He said the danger of small taxes
-being added onto the national taxes

in that they endorsed the
constitutional position that funds be
spent on capital expenditure projects
rather than recurrent expenditure.

ponse to tax proposals

Kessel Feinstein tax partner Beric
Croome said proper tax collection
would obviate the need to introduce
surcharges at any government level.

A study by the Katz commission on
tax had found that of SA’s working
population — about 14-million — only
about 6,5-million paid income tax.

Croome said current tax rates in
SA were already high, and an addi-
tional surcharge would raise levels
even further. (%) 22 %at

The commission was Ls ZK%!
last year in terms of SA’s interim
constitution and was charged with
working out a formula whereby pro-
vincial governments could share rev-
enue from the national fiscus.

In the preliminary draft released
yesterday the commission argued for
miore fiscal powers to the provinces
and third tier governments in the
belief this would help them generate
and boost their own revenue.

® Comment: Page 10

—————
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Samantha Sharpe

SA’s tax environment would discour-
age inward investment and drive
domestic achievers offshore, the
Southern Life annual report warned.

Southern Life chairman Neal
Chapman said that while the Receiv-
er of Revenue might find it attractive
to focus on the “haves” — successful
companies or individuals — the con-
sequences could be dire.

Chapman said the group supported
the Katz Commission in its efforts to
widen the tax net and close loopholes.
But proposed retrospective legisla-
tion aimed at diminishing retirement
provisions was “alarming”.

He said retirement planning start-
ed well before superannuation and
was dependent on certainty.Any sud-
den change was, in effect, retroactive
and had serious implications for
those on the brink of retirement.

ﬁﬂ ges to iﬁ;{atus quo should

not undermine the credibility and
purposes of the legislation nor invali-
date planning, he warned.

Southern Life posted a 27,1% rise
in attributable earnings to R306m in
the year to March, which led to a
total dividend of 116c compared with
94c at the same time last year.

Chapman said that the group's
distributable earnings and dividends
a share had shown an average annual
growth rate of 21,7% since Southern’s
listing on the JSE in 1985.

He said growth in tbtal income and
assets had been modest in the year
under review, with the industry trend
being to move pension fund assets off
the balance sheet. However, the actu-
arial excess of assets over liabilities,
which increased to R3,65bn, reflected
the group’s inherent strength and its
longer-term profit potential.




TAXING QUESTIONS

By Marshery MarsHery

A combination of aggression and
education, not amnesty, is what is
neered to encourage people to pay tax

320) :
Tax amnesty is

bound to fail
cr(er)2efblis .

our weeks ago, deeply concerned over the impli-
Fcaﬁons of the new tax amnesty reported to start

next month, I pondered the possibility that the
government had gone mad.

It seemed as if little thought had been given to the
fact that previous tax amnesties failed to deliver.

According to the Tax Amnesty Bill, all individuals
and companies who had not registered by 26 April last
yeat, or those who had registered, but whose where-
abouts were unknown to the Receiver of Revenue, will
qualify. The taxman’s olive branch will extend over a
three month period.

Statistics show that two-thirds of South Africa’s eco-
nomically active population paid no income tax last
year. Reports also show that there are only 4,4 million
taxpayers out of the nation’s economically active popu-
lation. Accordingly, the government is losing billions of
rands in taxes as the result of so many remaining out-
side the tax net.

Untouchable

There is a concern in commerce and industry that
millions of people in the informal sector have declared
themselves “tax untouchable”.

If this culture of tax ungovernability is not nipped in
the bud, it will undermine the rule of law and emascu-
late the tax authorities.

The government has to take effective practical steps
— and soon — to bring everyone into the tax net.

Tam of the school of thought that you do not neces-
sarily need an amnesty to force people to contribute to
the cost of running the state.

Taxpayers are intelligent enough to know that the
government is a non-profit organisation and therefore
needs to rely on the taxpaying public to help meet its
responsibilities. While the political merits of the
‘amnesty might be warranted, there is no guarantee that
it would change irresponsible people into responsible
citizens.

Awareness

It is government's behaviour that will either influ-
ence tax responsibility or discourage it.

To encourage and promote a culture of tax respon-
sibility, the state must punish tax offenders.

For example, if the law provides that a tax offender
must be jailed, the authorities must uphold the law,
This will send a signal to other tax dodgers that the
government means business,

Back to the amnesty. Taxpayers are given only three
months to register, reasonable in the circumstances, But
the inland revenue department does not have enough
staff to handle tax affairs.

So, how will they be able to cope with an amnesty
awareness campaign within the given three months?

1f, after the expiry of the three month grace period,
there remain taxpayers who argue that they were not
aware of the amnesty, will they then be punished?

Whatever the merits of amnesty, it can be no more
than a short term fiscal plan. What about a long term
fiscal plan?

Government should start to introduce tax education
at school. Tax exposure at school level will not only cre-
ate awareness of the reality of how economy works but
will also help the next generation understand why
taxes are levied .

Before the election the ANC, which represents the
majority in the government of national unity, promised
to ensure efficient collection of taxes. We're still trying »
to read their lips. o

[l
2 Matsheru Matsheru is an independent tax consultanter -
i
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TAXING QUESHONS

L
By Marsiery Marsigey -

A combination of aggression and
education, not amnesty, is what is
needed to encourage people to pay tax

Gz

Tax amnesty is

bound to fail
. Ey-(na;a)zqelqs, .

Jour weeks agd, deeply concerned over the impli-

cations of the new tax amnesty reported to start

next month, I pondered the possibility that the
government had gone mad,

1t seemed as if little thought had been given to the
fact that previous tax amnesties failed to deliver.

According to the Tax Amnesty Bill, all individuals
and companies who had not registered by 26 April last
year, or those who had registered, but whose where-
abouts were unknown to the Receiver of Revenue, will

ualify. The taxman’s olive branch will extend over a
three month period,

Statistics show that tworthirds of South Africa’s eco-
nomically active population paid no income tax Jast
year. Reports also show that there are only 4,4 million
taxpayers out of the nation’s economically active popu-
lation. Accordingly, the government is losing billions of
rands in taxes as the result of so many remairding out-
side the tax net.

Untouchable

‘There is a concern in commerce and industry that
miltions of peopte in the informal sector have declared
themselves “tax untouchable”,

1f this culture of tax ungovernability is not nipped in
the bud, it will undermine the rule of law and emascu-
late the tax authorities, y

‘The government has to take effective practical steps
— and soon — to bring everyone into the tax net.

Tam of the school of thought that you do not neces-
sarily need an amnesty to force people to contribute to
the cost of running the state.

Taxpayers ate intelligent enough to know that the
government is a non-profit arganisation and therefore
needs to rely on the taxpaying public to help meet its
responsibilities. While the political merits of the
amnesty might be warranted, there is no guarantee that
it would change irresponsible people into respansible
citizens,

Awareness

Tt is government’s behaviour that will either influ-
ence tax responsibility or discourage it.

To encoutage and promote a eulture of tax respon-
sibility, the state must punish tax offenders.

For example, if the law provides that a tax offender
must be jailed, the authorities must uphold the law.
This will send a signal to other tax dodgers that the
govemment means business.

Back to the amnesty. Taxpayers are given only three
months to register, reasonable in the circumstances, But
the inland revenue department does not have enough
staff to handle tax affairs.

So, how will they be able to cope with an arnesty
awareness campaign within the given three months?

If, after the expiry of the three month grace period,
there remain taxpayers who argue that they were not
aware of the amnesty, will they then be punished?

Whatever the merits of amnesty, it can be no more
than a short term fiscal plan. What ebout a long term
fiscal plan?

Government should start to introduce tax education
at school, Tax expostire at school level will not only cre-
ate awareness of the reality of how economy works but
will also help the next generation understand why
taxes are levied .

Before the election the ANC, which represents the
majotity in the government of national unity, promised
to ensure efficient coltection of taxes. We're still tryinga,
to read their lips. ing

ol
O Matsherte Matsher is an independent tax consuftandey J
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INCOME TAX ngy

Info the net

23/l /9¢
Anti-ovoidance scheries, targeted by the
Income Tax Amendment Bill, include an in-
genious arrangement to avoid fringe ben-
efits tax on cars.

It involved an employer taking over an
asset, such as a motor vehicle, at the end of
a financial lease, for the employee’s use.
The value of the vehicle would be treated as
part of his income. But in establishing the
value, the employee would ignore the ear-
lier lease payments.

This would reduce the value of the asset
to a derisory amount.

The amendment, says Deloitte & Touche
Reef tax partner Anne Bennett, obliges the
employee to use the vehicle’s market value,

Changes also are intended where employ-
ees receive a car allowance, as well as the
use of a company car — at a rental equal in
value to its fringe benefits value. This prac-
tice reduces the value of the company car to
nil: the employee then discloses in his tax
return only the car allowance and not the
use of the company car. In turn, the car al-
lowance would not have been taxable be-
cause it would be adjusted to equal the
amount which the employee claimed to
have spent on travel costs.

The deduction for the rental paid by the
employee will be disallowed. From Septem-
ber 1 he will be subject to tax on the full
fringe benefits value of the company car.

There are new provisions for accruing
interest (if a lender) or deducting it (if a
borrower) on a day-to-day basis (Economy
June 9) to prevent timing mismatches which
allow tax to be deferred. But KPMG tax
partner Noel de Charmoy explains this will
not necessarily apply to instruments or
interest-rate agreements held as trading
stock. Instead, market value may be used.
The Commissioner will have to approve the
accounting method applied to determine
market value.

Tax consultant Willem Cronje explains
that this route — which is administratively
simpler — should have much the same tax
impact. This is because the market value
method influences the value of closing
stock at the end of the financial year, and
therefore taxable income. Only where inter-
est rates change substantially, during the
life of the instrument, will there be a ma-
terial difference. This is because its market
value will closely track the impact of the
interest rate shift while the accrual basis,
about to be introduced, depends solely on
the original issue discount of the instru-
ment. If the accrual basis is used, the im-
pact of interest changes is only recognised
for tax purposes when the instrument is re~

g
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deemed or transferred.

An anti-avoidance section, introduced two
years ago, has been extended. It applied to
sale and leaseback transactions V\_lhlch al-
lowed the seller to dispose of a capital asset,
at a large capital profit, to a financial in-
stitution and then lease it back. The tax ad-
vantage to the seller, explains Kessel Fein-
stein tax partner Emest Mazansky, was first
a tax-free injection of capital and second
that it could ¢hen claim a deduction of the
subsequent lease payments, based on the ap-
preciated value of the asset.

The 1993 amendment stopped the finan-
cial institution basing its depreciation claim
on its cost. Instead, it
had to base deprecia-
B tion on the lesser of
the cost to the seller
(and subsequent
lessee) or the market
value at the date of
sale. This reduction
in the tax benefit
made the deal pro-
hibitively xpensive
and effectively
brought these
schemes to an end.

But it remained
possible to circumvent the provision by in-

Mazonsky

- terposing a sub-lessee. The taxpayer would

sell the asset to the institution, which'would
lease it to an intermediary — which_ in turn
would sublet it to the taxpayer. This route
too will be blocked.

Assets originally
affected were plant
and machinery, indus-
trial buildings, ships
and aircraft. Intellec-
tual property — such
as inventions, patents, |
designs and trade- |3
marks — was not af- [§
fected, but is now in- §
cluded.

Mazansky argues
that the new tax con-
cessions for small
businesses will have little effect. In the first
place, to prevent misuse of the concessions,
they are limited to sole proprietors and part-
nerships of individuals — so a vast number
of businesses, currently trading as close
corporations, would not qualify.

Only enabling provisions are set out. The
various criteria for eligibility will be pre-
scribed by regulation later. If these are
drawn too narrowly, only microbusinesses
— which would not have registered for tax
anyway — will qualify.

There are several provisions for harmon-
ising the tax laws of the former TBYC
states with SA’s. Most important, anything
done under the TBVC rules will be recog-
nised. Thus, the tax value of assets carried
forward at the end of the year, will equal
the tax value brought forward at the start of
the next. This allows for more generous de-
preciation than under the SA Act. Similarly,

Cronjo

any assessed loss incurred under TBVC law
would qualify to be brought in and carried
forward. u
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Linda Ensor /é /73—
LONDON —~ SA was seeking assistance
from British officials in restructuring the
departments of inland revenue and cus-
toms and excise, Charies Stride, adviser to
the finance minister, said on Friday.

Stride was speaking in London at the
cuimination of a tour with four other offi-
cials which included visits to Australia,
Singapore, Indonesia, France and Britain,

Stride said British assistance would be
sought in moving the inland revenue and
customs and excise departments towards
autonomy.

Being freed from the Public Service
Commission would make the departments
more competitive with the private sector
in terms of salaries.

Stride emphasised that these depart-
ments were different from other govern-
ment departments in that their budgets

were about 2% income and ahout 98%
expenditure.

British assistance was also vital in train-
ing to address the critical manpower
shortage, and with the installation of new

computer systems. Having been successful

in downsizing its own customs and excise
department, Britain could also help in rid-
ding the SA customs and excise depart-
ment of its heavy bureaucracy.

One British practice which Stride wan-
ted to introduce in SA was the incorpora-
tion of change management into board-
room deliberations. .

The aim was to make SA an attractive
location for investment hy expediting cus-
toms clearance and the payment of excise
and other taxes.

Stride, noting that the world was in-.
creasingly moving towards a “paperless”
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. TAXPAYERS could still could

Transitional levy ‘not

settied :gl)next year’
Samantha Sha %ZD %) Zg ‘, I q 5

paying 8A’s transi-
tional levy, introduced more than a year ago, deep
into 1935, tax consultants said yesterday.

It was expected most of the 5% levy would be paid

.in the 1994/95 financial year, with the remaining

1,67% ¢o fall due in the first three months of 1995,

However, inland revenue said yesterday that some
taxpayers would have until the end of the 1995/96 tax
year to come up with the final leg of the levy.

Inland revenue spokesman Ian Meiklejokn said
confusion bad arisen out of the department’s an-
nouncement — before the Budget — of a set of tax
tables aimed at eliminating gender discrimination,
These tables bad allowed for the levy to be paid over
an extended period.

“This was introdaced as a relief measure because
most of those subject to the levy bad to face higher
tax rates,” Meiklejohn sald.

However, the interim tables were not implemented
immediately by all employers, he said, with some
choosing to wait until the official 1995/1995 tax tables
kicked into effect in June,

Employers cheoosing to implement the interim
tables were able to spread the levy payment over
another year, with the majority of employers falling
into this category, he said, Those who waited for the
official tables would have paid the levy by June 1.




DP a lone voice in opposing’

‘burdensome’ Income Tax Bill

(@80

CAPE TOWN — A plethora of tax Bills —
including the Tax Amnesty Bill and the
Income Tax Bill, came a step closer to
becoming law in Parliament yesterday,
when they gained the support of all parties
except the DP.

Addressing the debate on the Tax Am-
nesty Bill, Finance Minister Chris Lieben-
berg acknowledged that while some would
be unhappy with the Bill, it was the best
method of drawing unregistered taxpayers
into the tax net.

Liehenberg was addressing the argu-
ment that the amnesty net was being ex-
tended too broadly, because it included not
only those who had refused to pay taxes in
the past for political reasons, but also oth-
er tax avoiders.

Liebenberg said the Bill was the product
of much soul-searching and research.

He gave the assurance that government
would use the full force of the law to crack’
down on tax avoiders who did not take
advantage of the Bill's tax amnesty.

NP MP Armiston Watson said while his
party was concerned about certain dis-
‘criminatory aspects of the Bill, it had no
option but to support it because jt 4 ev
the playing ﬁeld" “7

Freedom Front
every effort had to be made to broaden the
country’s shrinking tax base.

DP MP Douglas Gibson said his party
would not be supporting the Income Tax
Bill because government was continuing to
ignore the plight of the middle classes. SA
had one of the world’s steepest marginal
tax rates on incomes up to R50 000, and a

nominal corporate tax rate of 35% plus a
25% secondary tax which was a “positive
disincentive to investment,” Gibson said..

“Too much of a burden falls on the 4,4~
million taxpayers who have to support a
population of 43-million. Lower taxes
would make more funds available to the
Envate sector for productive mthment,”

e said.

Liebenberg said that if the low VAT rate
and non-taxation of dividends were taken
into account, SA people were not highiy
taxed compared to other countries. ,

He said it was not the level of taxes
alone that should be considered, but whe.
ther citizens got value for their money.

He conceded that SA people did not cur+
rently get good value for their money be:
cause government consumed too mu
and said that this was an area that nf

to be discussed.

ANCMPGlllMarcussaldtheeffechve
tax rate paid by corporations warranted
attention, with the focus on incentives. |

Sapa reports Gibson alleged officials itj
the Johannesburg office of the Receiver of
Revenue were accepting bribes of up tn
R50000 to “lose” tax files.

“This shocking state ot affairs needs td
be investigated,” he saif

Liebenberg said the clmms would be
probed once the DP made available what:
ever information it had.

Other Bills discussed in the National
Assembly yesterday included the Taxation
Laws Amendment Bill, the Public Invest:
ment Commissioners Azfitndment Bill, the
Public Accountants and Auditors Amend-
ment Bill, the Land Bank Amendment Bill
and the Local Authorities Loans Fund
Amendment Bill. i
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Wednesday June 28 1995

CLIVE SAWYER
Political Correspondent
FAR-REACHING tax laws,
creating a once-off amnesty
while closing avoidance loop-
holes and tightening up admin-
istration, have heen passed by
the national assembly.

The amuesty is meant to
bring those who declined to
register for or pay tax during
the apartheid era back into the
fold. But there is an iron fist in
the welcoming glove.

Finance Minister Chris Lie-
benberg warned that the full
force of the law would be used
| against those who did not take
advantage of the amnesty.

Of the eight bills Mr Lieben-
berg shepherded through the
national assembly yesterday,
only one was opposed.

The Democratic Party op-
posed the Income Tax Bill in
protest against the huge burden
on middle-income earners and
government failure to create a
climate conducive to saving.

Mr Liebenberg also an-
nounced the phasing out over
the next five years of gender
diserimination in tax conces-
sions for lump sum payments.

" At present women get this ben-

efit at 50 and men at 55. The
new measure will make 55 the
age of eligibility for both gen-
ders.

Other bills approved were:

@ The Taxation Laws

Once-off amnesty in

far-reaching tax
ey zslgl% (32)
Amendment Bill;-which in-

laws

cludes seven amendments to
bring taxation legislation in
line with the constitution by
eliminating gender discrimina-
tion and closes loopholes which
allow avoidance of transfer
duty.

@ The Public Investment
Commissioners Act, which pro-
vides for more commissioners
to be appointed to make the
body more representative,

@ The Public Accountants
and Auditors Bill, which gives
widet powers to these officials
to make disclosures —~ a bold
step aimed at protecting peo-
ple from fraud and corruption.

© The Land Bank Amend-
ment Bill, which retrospective-
ly includes former TBVC areas
in the bank’s area of operation.

® The Local Authorities
Loans Fund Amendment Bill,
which enables the fund — de-
signed to help councils too
small to enter the commercial
loans market — to open an ac-
count at a commercial bank,

©® The Bophuthatswana Na-
tional Provident Fund, which
eases up regulations of the
fund, including the provision
making membership compul-
sory.

In the debate on the Tax
Amnesty Bill, Mr Liebenberg
said the government had pro-
posed the measure after much
soul-searching.




Tax officials under
scrutiny for fraud

CLIVE SAWYER, Political Correspondent
SEVERAL tax officials are being prosecuted for
fraud and corruption, said Minister of Finance
Chris Liebenberg.

He was replying to allegations by Doug Gibson
(DP) about corruption in the inland revepue de-
partment. 20

Speaking in a parliaméntary extended public
committee debate yesterday on the Income Tax
Bill, Mr Gibson said the Johannesburg receiver of
revenue’s office was getting a reputation for being
“briveable”. ARG 28 f E ? 915

“It costs R50 000 for an official to lose a tax file.
For a payment of R5 000 or R10 000, other favours
are possible.”

Mr Gibson called for an urgent investigation of
the matter and said prompt action should be tak-
en. Failure to do so would undermine the tax sys-
tem, he said.
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Govt warns
tax evaders

CORRUPTION and high tax rates will undermine the government s
ability to collect oufstanding taxes despite the coming amnesty, the
ppP has warned. BRUCE CAMERON reports.

E govemment will use the
1l force of the law against
taxpayers who fail to take

advantage of the tax amnesty
to be mtroduced within

weeks.
Minister of Finance Mr Chris Lieben-

berg delivered the warning in Parlia-

ment yesterday, telling errant taxpayers . :
this was their last chance to put things * -

There ‘would be no rollitg .
amnesties, he told Parliament in a_*

debate on the the legislation.

“1t is imperative we succeed with..

this one.”

had major unphcauons for business and

private people.

and the Receiver’s office in Johannes-
burg was developing a reputation for
being bribable.

It cost R50 000 o7 an vificial o
“lose” a tax file; for a payment of RS 000
or R10 000 other favours were possible.

This shocking state of affairs needed
urgent investigation and action. Failure
to act would undermine the whole basis
of our tax system,

Mr Gibson, who Was opposing

E another of the eight pieces of financial

Corruption had raised its ugly head

s Lfkbenberg has
edto ccaekdaw%n téfevaders

light of middle-ncome earners.
> They felt they were being flogged to
death. In most parts of the world, tax-

_payers had to be wealthy before they

were expected to pay supertax: In South
Africa the highest marginal tax rate
kicked in at a ludicrously low level.

Mr Liebenberg said the claims would
be probed when the DP made its infor-
mation available.

Dealing with the Amnesty Bill, Mr
Liebenberg said the legislation would
discriminate against some people but
that it was the lesser of two evils. It was
the best method of attracting non-regis-

2[b[2¢

()
tered people into the

He said an effective marketing cam-
paign would be launched in an attempt
to ensure the success of the amnesty.

Anyone who was not registered as a
taxpayer for employees tax, normal tax
or value added tax (VAT) before April
26, 1994, or anyone who was registered
before that date but whose whereabouts
was unknown to the tax collectors,
qualifies for the amnesty.

Application

Anyone applying for amnesty must
make an application in writing and give
an undertaking to pay normal tax for
the last year of assessment, ending on
March 1 this year.

Any tax already paid by a qualifying
person will not be refunded and anyone
who was already being investigated by
the tax authorities before April 27 1994

will not qualify.
A person who qualifies for the

amnesty will not have to pay: e

@ Any normal tax for the tax year
ending March 1, 1994;

@ Any VAT on the supply or impor-
tation of goods or supplies before March
1,1994; ’

® Any employees tax deductible
from remuneration pald or payable
before March 1, 1995; -

@ Any stamp duty for any instru-
ment or the registration of a marketable
security before March 1, 1994;

®Anynon-resident shareholc. .
on any dividend duclared beiox
1,1994;

@ Any secondary tax on companies
in respect of any dividend declared
before March 1, 1994;

@ Any donations tax payable before
March 1,1994; or

® Anything owing on the now
defunct General Sales Tax.

——————
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Taxman probes
alleged brlhe

Samantha Sharpe

INLAND revenue had laun% rléeél

gation into suspected corruption in the rev-
enue department following allegations of
bribery among Johannesburg tax officials,
Inland Revenue commissioner Trevor van
Heerden said yesterday.

Van Heerden said any tax official found
guilty of accepting bribes would incur the
full wrath of SA’s legal system, with the
department ready to take quick action
against offenders.

The investigation was started yesterday
following allegations by DP MP Douglas
Gibson that the Johanneshurg revenue de-
partment had become a breeding ground
for bribery among revenue officials.

Gibson said it cost only R50 000 for a tax
official to “lose” a tax file, while bribes of
between R5 000 and R10 000 could secure
less important “favours”. Stories about
corruption in the Johannesburg revenue
department had filtered through from
various impeccable sources within the tax
industry, although the scale on which the
alleged corruption was taking place was
difficult to gauge.

Van Heerden said it was imperative that
the reputation of the revenue department
remained completely above reproach. “We
are dealing with the taxpayers’ money,
which makes it very important that all our
dealings are above board.”

It was not impossible that certain offi-
cials had fallen foul of the law, with the

" poor salary scales in the department mak-
ing it impossible for inland revenue to
attract the calibre of staff needed.”

“Wlthout the right staff we are unable to

Continued on Page 2 \
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Continued from Page 1

implement the internal controls needed to
stop this kind of thing from happening,”
Van Heerden said. The anticipated restruc-
turing of the department wonld hopefully
eliminate the temptation among under-
paid staff to accept bribes.

Gibson said it was unfortunate that the
many “superb revenue officials that were
entirely above suspicion might now have

suspicion cast upon them”.

The finance ministry announced at the
weekend that it was seeking doner funds to
help finance the restructuring of the inland
revenue department as part of an effort to
increase its efficiency. The UK had been
approached to help with the restructuring,
which was centred on increasing the auton-
omy of inland revenue and customs and
excise, enabling them to offer salaries
competitive with the private sector.




Expert slams propesed
income tax amendment

By CHARLOTTE MATHEWS
INVESTMENT EDTOR

A proposed amendment to the
Income Tax Act means that tax
advisers cannot advise foreign
investors with any certainty about
the tax implications of their fund-
ing to local subsidiaries, David
Clegg, Ernst & Young tax partner,
said this week.

Section 31(3) of the Income Tax
Act being considered by parlia-
meni, gives the commissioner for
infand revenue the discretion to
decide whether financial assistance
or foans made to a local subsidiary
are excessive or nof and to disaflow
the deduction of any “excess inter-
est” and treat it as a dividend,

Clegg said a legislated maxi-
mum ratio of five ta one for debt to
equity for local subsidiaries of a
foreign company would be in line
with the international norm.

‘The reason for capping the level
of debt allowed was that a prof-
itable local subsidiary could pay lit-
tle or no tax because its entire prof-

CT(%) = 74%!?@%11’&&11 in thecz;gnf:f}%er—

est on debt to ifs foreign parent.

Interest payments ave generally
tax deductible to the subsidiary
and tax-free (in South Africa) to the
foreign parent.

Clegg said he fully supported
control methods such as the Katz
commission’s  recommendation
that a debt-equity ratio of five to
one be legislated.

However, South Africa could
not attract foreign investment suc-
cessfully on the basis of discre-
tionary rulings which might vary
between taxpayers.

There is also fear that the legis-
lation could be retroactive, in other
words, a foreign subsidiary with a
ratio of debt to equity of eight to
one might have to change its capi-
tal stracture to comply with the
new rules.

“It is impossible to give advice
to incoming investors about the
financial and tax consequences of
their proposed investments with-
out firm and binding rules on
which to base it,” Clegg said.




DP allegations of bribery

By BRucE CAMERON

POAMCAL EDITCR

An immediate investigation is
being launched into claims made in
parliament that bribery is rife in the
office of the Receiver of Revenue in
Johannesburg.

The claims of corruption were
made bv Douglas Gibson, a Demo-
cranc Partv MP. He said files could

e “lost” for R50 000.

Trevor van Heerden, commis-
sioner for inland revenue said he
was starting an investigation,

Van Heerden said it was the
first he had heard about the claims.
“It was a bit of a shock,” he said.

The department was very strict
on fraud and corruption and a
number of people had been sent to
prison recently from the Pieters-
burg, Germiston and Johannesburg

_tax ofﬁce t estl ted
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He said he had a problem keep-
ing control because of the lack of
qualified staff.

“When you work with money
vou have to be strict and we have
strict controls.

“The problem is when the peo-
ple in control leave and they cannot
be replaced, inevitably thmgs will
g0 wrong.

“We have lost those key people
in control positions,” he said.

Gibson said he had no proof of
the claims but had been told of the
situation by two senior practition-
ers during the past two days. He
did not want to identify them.

He said he had spoken to Chris
Liebenberg, the finance minister,
who “expressed great concern. He
appealed to me and anyone else to
disciose any information,” he said.




Tax law ‘could affect

overseas investors’

ntha Sharp
Ny Sfe
consul ta lay that they were con-

cerned about SA’s proposed Income Tax Bill, especial-
ly in relation to thin capitalisation rules for interna-
tional investors.

These rules determined the acceptable levels of financial
assistance, relative to their equity stake, that interna-
tional parent companies could offer SA subsidjaries.

Tax sources said the new thin capitalisation rules gave
the Inland Revenue Commissioner a discretion to
decide whether an ofishore company had invested too
little share capital in its subsxdxary

Thls made lt impossible to give advice, often urgently

q d, to incoming i s on the fi 1 and
tax consequences of their proposed investments,

Ernst & Young tax partner David Clegg said the Katz
Commission had recommended that legislation set a
debt to equity ratio of 5:1.

“If this country is to attract foreign investment it cannot
be o the basis of discretionary rulings, which may
vary,” or be suspected to vary.

“Even if a discretion is seen to be necessary to dedl with
exceptional situations, as in the case of the existing
Reserve Bank guidelines, the legislation must set the
norm, from which a departure may be motivated,” he
said.

But Kessel Feinstein tax partner Ernest Mazansky said
that what constituted thin capitalisation for one busi-
ness was not necessarily so for another. It would be too
rigid to pres; rlbe debt to lq J ratios in the Income

Tax Act.

The comrmssxoners discre ore practical:

However, Mazansky said a practice note setting out
ratios within which companies knew they could oper-
ate without question should be issued as quickly as
possible. This should be accompanied by an that In-
land Revenue would respond speedily to a request to
move outside the guidelines, Mazansky said.




‘THE ANNUAL SAPOA CONVENTION
De Klerk, Sanlam express
alarm over affirmative action

BY MaGGIE Rowtey
PROPERTY EDITOR

Deep concern over the way in
which affirmative action was
being implemented, particu-
larly in the public service, was
expressed yesterday by FW de
Klerk, the deputy president,
and Marinus Daling, Sanlam's
chairman.

Addressing the annual
South African Property Own-
ers’ Association convention,
attended by about 650 foreign
and national delegates at Sun
City, De Klerk said the Nation-
al Party was unhappy with the
manner in which the ANC
was dealing with affirmative
action.

“There is a clear perception
throughout the country that
white males, and to a lesser
extent brown and . Indian
males, regardless of skill,
merit or enthusiasm, have
very little prospect for promo-
tion or appointment in the
civil service.

“However, one might try
to explain this away, this is
perceived as reverse discrimi-
nation. As a result, many of
the best, most competent and
most experienced people are

FW de Klerk

leaving the public service.
These are people our country
can ill afford to lose and will
not be easy to replace.”

De Klerk said a judicious
and balanced implementation
of affirmative action would
seek to retain and motivate
these people rather than drive
them away.

His sentiments were
echoed by Daling who said
that South Africa was losing
skills at an alarming rate
through emigration and early
retirement.

This could spell economic
disaster, they said.

“The sooner we realise that
skills are the backbone of our

c/m) 20/ bj15

Marinus Daling

economy, the sooner we shall
be on the road to success.
“Affirmative action —
which in itself is removing
skills from our economy —
will suffer directly as a result.
“You cannot develop the
unskilled without the assis-
tance of the already skilled. As
a matter of urgency, we have
to strike a balance between
rewarding existing skills' and
developing new ones.”
Daling said that as far as
the public sector was con-
cerned, there were indications
of problems affecting the qual-
ity of administration during
this period of adjusment to a
new political dispensation.

It was clear from the gov-
emment's recent white paper
on the transformation of the
public service that affirmative

action policies would be vig- |¢

orously pursued through the
setting of targets and the strict
monitoring of progress.

“In certain categories iden-
tified for affirmative action,
however, there is a critical
shortage of suitably qualified
and experienced candidates.
About 1 200 top officials have
gone on early retirement and
500 more are expected to take
this option before September

Both speakers also high-
lighted the necessity of resolv-
ing the current dispute over
the draft labour legislation.

They warned that this

could prove to be a serious |,

impediment to foreign invest-
ment, competitiveness and the
creation of employment.

Daling pointed out that
there was no precedent any-
where in the world for labour
legislation which was more
favourable to labour than the
proposed bill.

“For labour to use mass
action as an instrument for
acquiring more rights is eco-
nomic suicide.”

e
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Katz to tighten the belt on, tax

By MaGGIE RowLey

PROPERTY EDTCR

Tax incentives distorted the tax
system and all 200 existing
incentives were being re-
viewed, said Michael Katz,
chairman of the Katz com-
mission on taxation.

Katz was speaking at the
annual conference of the South
African Property Owners’ As-

sociation. He said the commis-
sion believed that existing, as
well as any future tax incen-
tives, should only be permitted
within the tax system if they
complied with four criteria.
These were: they should
advance an important state
economic objective, the tax sys-
tem should be the best means
of achieving this objective, the
cost benefit advantages should

outwexgh the dlsad antag
and it should not lead to large-
scale avoidance

He said the commission
had considered the possibility
of introducing tax holidays to
attract foreign investors,

The commission had found
broad consensus among the
local and foreign business rep-
resentatives they had inter-
viewed regarding pre-requi-

IVB
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sites for choosm a country in
which to invest. Pohhcal stabil-

ity, the absence of exchange |

controls  and  harmonious
labour relations were among
the most important considera-
tions, he said.

The commission believed a

holistic new tax structure |

should support the reconstruc-
tion and evelopment pro-
gramme, he said.
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A SURVEY IN THE STAR, ARGUS, DAILY NEWS AND PRETORIA NEWS

ETIRING EARLY ,8 AVOID ,Ex 2
Claim of thousands :w m 58 ﬂﬁ

nwﬁnmﬂa. Chris Em
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No one really knows how many inpeople planning their retirement Hesaldalot of 5 1
people will be forced into early around the end of February, at the  think that the N»Noeoo EEE..@. Eamnmﬁanﬁmﬁxg “From among those who will place, which would En:ﬁm the |7 i
Petirement as a result ol changes  end of the tax year. bate on lump sums had dropped 1n his letter, he said the concern  vetire, wo believe a considerable  retirement lump sum taxing differ- H
in tax legislation on lump sum “By retiring at the end of the tax away. Thia was not the case. appeared to be that many peopls in pumber of them will remain in-  ences between the private sector | .
retirement benefits. year private sector. employees Van Heerden belleves the few  skilled and leadership positions  volved in ::wEBm EB:@SEEN and the publie sector. E

The SA Chamber of Business  would reduce their income for the  high-profile early retirements, like  would be lost to the business con  upother “A notlead

bas predicted “thousands” of peo-  following year when theyreceived  that of Western Province Rughy mmmityatatimewhen theeconomy ment capacily E.ERER— fulfiing to a situation where tax, which
ple could be affected and wonld the lump sum payment—thisbeing  Union president Ronnie Masson,  needed to malntain the growth  consulting rales to provide support should have been levied in respect
retive early, with serious conse- Emamhoumanﬁagiﬁm Emwwugwaum_.m_n.gmmnﬁ ‘which had emerged over the last for businesses needing their skills. of benefits arising from past tax §

quences for the economy. taxing structure in the: charge of .En given  year, and when individuals with ‘Many (needing  exempt is not recov-
Neither the Life Offices Asso- Van Heerden argued that most i needed. are likely to be small  ered.”
cintion nor Trevor van Heerden,  people planning to retire early in  ber of retirements. “While we are in this could Van Niekerk said in any case if |43 T
the Commissioner for Inland Reve-  the current tax year would have The Life Offices Assoclation, the country can ill afford to lose  support the initiatives of the RDP  the jssue was deferred for another | toadd!
nue, believe it. done so in Februaryand wouldnot ~ which supporis the legislation,  such people, we do not belleve the i regard to small business devel-  six months the same problem of | 4 %Eﬂnogucc_ﬁﬂm
In an Interview, Van Heerden have suddeniy been taken by sur-  agrees with Van Heerden impact through retirementswillbe  opment.” people retiring early would occur. ] i__;u—a
-said he did not believe avery large  prise by the changes in the legisla- LOA chatrman Gerhardven Nle-  as great asenvisaged,” he sald. ‘Van Niekerk also argued agninst  This would also lead to another ke hellto
number would be affected. There  tion. “The altered structure affect-  kerk wrote & letter to the pariia- “Firstly, while many are un-  delaying the change until after 8  unnecessary and counter-produc- Y lose intaxis i

Were two reasons: “The eurrent  ed mainly people in the higher  mentery finence about i their op- holistic investigation (announced  tive round of financial planning uts 2 . ¥ i’ P
tax structure had already resulted  income bracket.” the issue after concern was ex-  tlons at present, clearly not all  this month by Finance Minister sessions by senior cadt SR ERUEEL « BRSNS mel B JaTe
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Every year in February, before the start of
the new tax year on March 1, the number
of peaple taking retirement would hit high
levels. The reason was not to take advan-
tage of the late summer days, but to reduce
taxation on lump sums payments,

The tax authorities did not like belng
diddied out of what It felt was its falr share
of money as no tax had been paid on the
money In the first place because money
contributed to a retirement fund s deduct-
ed from taxable income. The tax on this
portion Is only paid after retirement.

‘The Commissioner of Inland Revenue
hes tabled an explanatory memorandum
in Parllament to explain why and how this,
and another method, of reducing tax llabil-
ity on lump sum retirement benefits will be
outlawed from September 1.

Inthe memorandum it is stated that var
lous provisions of existing tax legistation.,
acknowledge that a person’s taxuble in-
come for a year may consist of “regulas

business income, and “irregular” non-re-
current income, such ag lump sum pay- |
ments on termination of service, excessive
farming profits derived in cerain cireum-
stances and speclal pay derived by mine
proto-teams,

“Th

‘Change aimed af -
curbing two tax
dodging schemes

‘recurrent {ncome, such as a selary and ;-

g

and the total tax pald and establish 8
average (R300 divided by R2000 mul
plled by 100 equals 15%). So f the pers
retired and recefved & R100 000 lump su)
payment they would only pay 15%
R150 000 and not the higher 20% m:
rate. (These figures do not reflect the act
&l tax seales or rebatea that apply but e}
used to simplify what can be a series
very complex caleulations,
Untll the change takes effect In Sep-
e
o

SEREISTo<
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tember, it will be possible to reduce
raie of taxation on Jump sum payments t
the actual minimum average rate of 17%in
the tax year of retirement.

'The explanatory memorandum conti -
ttes to say the changes to the taxation o
lurp sums is aimed at curbing vario
schemes by which taxpayers “artificia]
Jor tax purposes, reduced their regulur
income in a year in which irregulhr
amofints were recelved”,

!
i
Schegmes |
‘The first scheme involves making & s:‘n-
i
of

fund equalto 150 o the
alumpsum payment (the total less the first
R

]

& givensp
ciat taxation treatment in that they do not
increase the taxpayer's “marginul” tax
rafe bu! are instend taxed at the “average”
rate of tax, which is applicable to reguiar
income.

To explain what Is meant in the memo-
randum: Two different rates apply in pay-
ing Income tax. The marginal tax rate is
higher than the average rate becuuse of
the progresstve form of income tax. This
means that the more a person earns, the
more they pay, but each step up the grades
1 blocked off.

Calculation

In simple terms the method of calcula-
ton of the marginal rate Is: If someone
| earned R1000 & month and the first step or
grade of tax was 10%, they would pay R100
In tax on the amount, If the salary went up
to R2000 and the rate on second R1 000
earned Increased to 20%, the person would
pay R300 a month in tax - that Is R100 on
ge first R 000 and R200 on the second

1000,

‘This progresstve rate means no one can
earn less by advancing into & new grade
{The claim Is often made that salary
Increases can be more than absorhed by
tax but this 15 totally untrue.)

To caleulate the average tax rate in this

hlch bs tax frec) recetved on ter-
mination of service. The deduction could
easly reduce (he taxable pordion of regu-
lar income to zero, with the result thst
“wealthy taxpayers were able to contrive &
minimum tax rate of 17% on pension or
provident fund refirement beneflts in
exeess of R1 million”, !
The tax changes will affect the cateula-
tion of & taxpayer's average rate of thx
applicable on regular income by includipg
only the percentage of the retirement
annuity fund contributions that would
havé been permitted If an irregular pay-
ment had not been teceived. |
The amendment to the tax legislation
does not place any restriction on the
amount of the retirement annuity fund con-
tributions which may actually be allowed
a3 a deduction In determining taxable
Income. It restricts only the use of such con-

The second method used to reduce the
tax rate on Jump sum paymenis was to
arrange to have little or rio regular incore
in the year of retirement by arranging to
postpone a penslon until the next tax year
to reduce the average rate of tax to the
minimum. !

The amendment in the legislation pfo-
vides that the average tax rate levied will
be the higher of the rates for tHe currdnt
year and the preceding yoar. Y

Thed;tangeslr;H\ataxaﬂoﬁ ufbrlvaﬁ' i
sector

e
. Commissions will probetange
<% of pension taxation

nissue:

only one of anumber of pension
taxatlonissues. Anumberof othersarg,
under Investigation by the Katz it
commission of Inquiry intothe tax, ., 1.

m and the Smith committee of
inquiry into retirement provision.,

One of the more controversial interim
recommendations of the Katz commis-
slon wasto cap claims for rebates on

Ik atRgO00a

iy

,» the Budget, it did notmean they had
«~beendiscarded. !

22« However, apart from the taxation
changes on private sector fump sum

- benefits, no other changes would be
Implemertteduntil furtherwork had -
;beendone, hesald, *

5 Other issuesto 'hecomldevedbythe

¥ear for employees and R18 000 a yea
cr:_mployem .

WThe deductibility of employer and
employee contributlons. :

eamln5 more than R10000a month
Swould stimated R

The tfunds,
e taxation of payments from funds

and L mi-
lion ayear In additional taxesfor -
government.

[} een
‘anid clvl) servics perislon contributions,
with the clvil sérviee being excluded

enptthe .,

pension Industry Into a tizz, with
warnings that millions of rand would be
withdrawn or no longer invasted in the
retirement iridustry, undermining the .
country’s afrea gile savings base.

Inthe wake of the dire wamings of
theindustry, Finante Minister Chrig

Liehenberg: held back on tqe issueinhis |

u on lump sum benefits,
leutrality In taxing of defined
benefit and defined contribution funds
which have different tax regulations.
MThe principle of tax penaities to
prevent people, on res;a:nlng or
retrenchment, from withdrawing thelr(
accumulated pension benéfits to use ol
on-pension benefits; » A -

s
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Brmgmg the ‘unofficial

eoonomy mto the system

avesdropping on ordinary
Eday to-day conversations, it

becomes clear that our tax
system is in need of urgent and
effective reform to make it as strong
and firm as possible, let alone ratio-
nal and efficient.

Prof Barry Spitz, a senior con-
sultant at the International Law
and Tax Institute, is an astute obser-
ver who has raised a number of
concerns about our tax system.

One of them is that the current
VAT collection system blankets the
entire population, casting the heav-
iest burden in real ferms on the
poor, since VAT appiies to many
vital necessities.

In South Africa, for the last ten
years or so, a large percentage of
our population has been engaging
in what we can term “unofficial
economy”,

There is nothing immoral about
the unofficial economy. The fault
lies with a tax system that has
failed to keep up with social devel-
opment.

Public revenue must be protect-
ed. And in order not to have an
incteasing portion of the popula-
tion making its livelihood on the
wrong side of the Jaw, the law must
be chinged. This-is ‘where the
emphasis on VAT as a reliable tool
of revenue collection becomes rele-
vant.

There is no intention on the part
of the VAT system to throttle the
poor to death. But we have to move
with the times and also be realistic.

Over the years, income tax has
been a reliable instrument of rais-
ing revenue.

Yet today income tax is handi-
capped, being unable to fill the
state’s tax baskets. In fact, if the
income tax regime were to be given
a “physical”, we'd find the lungs
burned, the skin scorched, the tis-
sues poisoned and the vital fluids

up.

In contrast to VAT, income tax
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By MaTSHERU MATSHERY

VAT, especially, is in
need of reform if tax is
to be effective

can easily be manipulated. The pro-
gressive nature of income tax (the
more you eam, the more tax bites)
detracts from the work ethic and
undermines productivity.

Income tax is unpopular. But it
is particularly unpopular in South
Africa, where it forces people to
spend their entire disposable
income in order to survive; to
acquire the basic essentials of life
and educate their children.

As the system stands at present,
it is nothing less than pickpocket-
ing those who engage in any legal
form of economic activity.

Squeeze

It is therefore surprising that so
large a number still insists that the
emphasis should be on income tax
to squeeze the goose that lays the
golden eggs. The advocates of
direct tax to finance state expendi-
ture have taken a fiscal road pep-
pered with potheli<, They suffer
from fisce! i 5

When VAT was introduced,
there was pressure from certain
quarters for basic foodstuffs to be
left outside the net. But there has
been no visible economic gain for
the poor from VAT exemption,
other, perhaps, than a perception of

polmcal glory.

Yet the plight of the poor can be
tackled outside the tax system, pro-
vided the government is competent
and willing to do so.

Firstly, there must be a speedy
curtailment of government fiscal
extravagance. Less spending im-
plies less taxing. This will enable
people to get more after tax and
give consumers more spending
muscle. This, in turn, would act as
a fillip to the economy.

The majority of small business-
es are taxed as individual taxpayers
and are being suffocated by the
high maximum marginal rate of
45 percent. Lower tax rates will
help them grow and take their
rightful place as employment cre-
ators, thereby helping the poor.

Secondly, there must be earnest
implementation of privatisation.

In the process, government will
getits money back and have a func-
tioning economy with fewer head-
aches and problems, along with a
much larger tax base from a flour-
ishing mix of businesses.

It is clear that what is “casting
the heaviest burden on the poor”
{to borrow Spitz's expression) is
government’s inability to come to
terms with reality and adopt a
sound economic and tax policy.

Our leaders are learning —
from bitter experience — that jobs
are not clay pots which can be mass
produced.

So far, despite the high-pow-
ered and expensive tax commis-
sions, the authorities have barety
scratched the surface of tax reform.

Perhaps we should put an ad-
vertisement in the media for a gov-
ernment that will be able to deliver
prosperity, which is sensitive to the
tax system and the laws required to
gear up for a strong and resilient
economy.

{OMatsheru Matsheru is an
Independent Tax Consultant.




Latest Katz report aims to prevent SA becoming tax-free haven

BY BRUCE CAMERON

POUTICAL EDITOR

The Katz tax commission has issued
an interim report — its second — to
prevent South Africa becoming a vir-
tual tax-free haven for foreign in-
vestors.

In the report, the commission said
that with the removal of exchange con-
trol, foreign investors would be able to
finance an investment mainly with
borrowed money and little equity — a
practice known as “thin capitalisa-

CTLBRATIT LTS s cnoho 2D
tion”. Under current exchiange corf| ﬁw \ENM\ENMM& economt aﬁoﬁo% It

regulations, a shareholders’ debt to
equity ratio of 3:1 is required.

The commission has recommend-
ed the same ratio be applied by the tax
authorities.

The commission said that with the
current strong trend towards the relax-
ation of exchange controls, the posi-
tion had become particularly urgent.

“If left unattended, a shift in ex-
change controls as regards transfer
pricing and particularly thin capitali-
sation could result within a very short

warned that within months the coun-
try could develop a debt burden that
would take years to clear, if existing
investment was refinanced away from
equity towards debt, and new foreign
investment was heavily geared to gain
tax advantages.

The commission has warned gov-
ermnment to move quickly on the issue
by amending the Income Tax Act,

‘which would give inland revenue “the

legislative armoury to counter price
manipulation across borders, includ-

ing excessive debt funding”. A general
legislative rather than a detailed codi-
fied approach should be taken, with
the commissioner issuing a practice
note giving guidelines.

Initially the restrictions would
apply only to thin capitalisation in
international transactions but should
be extended to other forms of transfer
pricing, which affect both domestic
and international transactions. It could
be defined as “the pricing of goods or
services outside normal parameters to
gain some tax advantage”.
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More on transfer pricing
7 A 7/TE

New rules On transfer pricing and thin cap-
italisation are vague and discretionary, says
Emst & Young tax partner Ray Eskinazi.
And, though the Katz Commission recom-
mended the UK rules as the model for SA,
the recently amended Section 31 of the In-
come Tax Act has a wider scope than its
UK counterpart.

A transfer price applies to a transaction
between two parties which do not negotiate
at arm’s length, for instance, between a par-
ent and subsidiary compamies.  *

Thin capitalisation is the term used for
the financing of a
subsidiary, mainly
through loans from
the parent, with a

.small or even nomi-
nal share capital.

UK rules apply to
transactions in one
direction only; Rev-
enue is allowed to
make an adjustment
only if it will lead to
an increased taxable
profit or reduced tax-
able loss. In SA, ad-
justments can be
made to all interna-
tional transactions,
between so-called
connected parties.

As an adjustment
which allows a tax-
payer to pay less tax
is clearly not in the
interests of Revenue,
the real purpose of the amendment must be
to reinforce exchange controls. By assum-
ing power over transactions intended to
avoid exchange controls, through transfer
price manipulation, it reduces the scope for
both residents and nonresidents to expatri-
ate funds.

But the Reserve Bank has its own set of
guidelines on export of capital and the
amendment seems to give & venue the right
to set its own (compeiing) guidelines. This
could be a recipe for confusion.

UK legislation refers only to property
transactions while the SA Act includes the
sale of goods or services. This means more

administrative work for SA companies,
which will have to keep detailed records
covering a far wider range of transactions
than in the UK, to ward off any possible
attack by Revenue on a transfer price.

The negotiation process with Revenue,
about the adjustment of transfer pricing,
will be more extensive than in the UK, as it
would include some forms of service agree-
ment — such as the performance of work
and insurance — which do not fall within
the UK rules.

The extension is important in the SA con-
text. For example, local subsidiaries of
overseas companies frequently agree to pay
them management fees, which then become
an important means for expatriating profits.
Revenue will now be able to attack the de-

well as those between companies or part-
nerships.

The UK requires only that one party —
either the buyer or the seller — must be
either a company or a partnership.

The UK rules include detailed guidance
on the administrative procedures to be fol-
lowed by Inland Revenue when seeking to
apply the transfer pricing rules. SA Rev-
enue has an unfettered discretion, limited
only by the general procedures, in the Act,
governing objection to and appeal against
assessments.

This difference of scope suggests again
that the new Section 31 is directed as much
against clever procedures by SA residents
to outwit exchange controls as against
transfer pricing or thin capitalisation. B

1

ductibility of the payment by the subsidiary.

The Katz recommendation that SA intro-
duce an “advance pricing agreement” — a
right for companies to get a ruling from
Revenue on the reasonableness of a pro-
posed transfer pricing agreement. But there

is no provision for this in v.he amending leg-

islation.
So much for transfer pricing.

The SA Act also says the transfer pricing

provisions relate to
thin capitalisation.
This is achieved by
including the grant
of loans in the def-
inition of financial
assistance. The
Commissioner has
the power to adjust,
to an arm’s length
rate, the interest
charged on aloan
between connected
persons, as well as
the amount of the
loan.

Eskinazi finds it
extraordinary that
the Commissioner
is given the discre~
tion to determine
whether the amount
of debt is excessive
in relation to equity
capital. Katz rec-
ommended a ceiling of 5:1 for the debt-eq-
uity ratio.

There is no indication whether existing
investments, which do not comply with the
proposed ratios (whatever they may turn out
to be), will be affected. Presumably, in the
absence of any exempting proviso, the
Commissioner can disallow as tax de-
ductible interest payments and require the

imposition of secondary tax.
The SA Act applies the new rules to in-
ternational tr ions between c d

persons (as defined in the Act).
This would include transactions between
individuals, trusts and trust beneficiaries, as
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South Africa could learn from’ Chﬂe 5 tax pohcy, says report

BY SUDARSAN RAGHAVAN

SPECIAL VWRITER

Chile is in. Asian “Tigers” are out. At least
according to Keith Lockwood, a South
African Chamber of Business economist.

In the latest issue of Productivity SA,
Lockwood argues that South Africa should
look to Chile rather than Asia for guidance
— particularly in the area of tax policy.

“The way that Chile addressed this
problem could be of particular relevance to
South Africa — especially since there is
perhaps a general view here, as in Chile,
that foreign investors should not be undu-
ly favoured over local ones,” he writes.

Chile’s solution was to give fore1gn in-
vestors a choice: select between a fixed tax
scheme or the prevailing one.

The fixed route entails a 10 to 20 year
commitment —depending on the amount
invested — at a rate not of 35 percent but of
42 percent.

The investor can switch to the prevail-
ing basis at any stage. But if they do so,
they may not switch back to the fixed plan
if the prevailing one becomes less favour-
able. This allows foreign investors
“absolute certainty” when they “sink
money into a nation: At the same time it
allows them to choose taxation on a more
favowrable basis, once they have gained
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sothe conﬁdence and ekperience in the
market.

Chile, Lockwood points out, has done
extremely well for itself with this ap-
proach. Billions of US dollars have flowed
into the country so far. It has posted good
economic growth rates and addressed sev-
eral tough developmental challenges.
Many, however, would argue that this is
too simplified. Lockwood disagrees.

“It needs to be a key aspect of any strat-
egy to increase long-term capital flows into
the country — particularly when the gov-
ernment is new and still has to establish a
track record and gain the trust of the inter-
national investment community.”
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on tax reform made a number of recom-
mendations as to how the operation of the
tax system could be improved.

One important recommendation was that
there was an urgent need to repair the leaking
collector’s baskets. According to Henri Kluever,
the auditor-general, about R8 billion in tax was
lying uncollected.

South Africans who had the interests of the
country at heart would not condone so
appalling a situation. And they should not be
blamed when they directed the following ques-
tions to Infand Revenue:

O Are you inefficient?

[J Are you reluctant to tread upon toes?

[ Have you been ordered not to collect tax
from certain people?

I Do you believe that the International
Monetary Fund or World Bank will bail you out
every time the country is in the red?

But the mind-boggling issue of tax collection
does not only concern Inland Revenue. We are
all involved — directly or indirectly.

For a start, the Katz report revealed that only
| two-thirds of the working population paid tax.
Millions of others escaped the finance minister’s
tax tomahawk. A situation where some pay tax
and others not distorts the tax system. Tax must
be applied with the unbiased eye of a priest.

Second, the tax rate was high, discouraging
honesty. Taxpayers felt they were being taxed as
! if the nation’s leaders were milking cows. Tax
" morality had accordingly gone to the jackals.
Third, there existed an unacceptable greed
" on the part of some taxpayers not to contribute
to the cost of running the state, no matter

The Katz commission’s ﬁrst interim report

Stop the leaks n
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TAXING QUESTIONS

BY MATSHERU MATSHERY

Txpayers, being milked
" like cotis, have thrown
tax morality to the jackals

whether the tax rates were high or low.

Fourth, Inland Revenue should improve its
tax collecting approach.

The following guidelines are recommended:
O Taxes must be collected within the confines of
the law;

O Public confidence in the integrity of the tax
system must be maintained. Inland Revenue
must be professional, fair, uniform, impartial
and efficient; and

I'Voluntary compliance must be encouraged by
deterring tax avoidance and tax evasion through
taxpayer education.

Tax education was paramount to create an
understanding among all South Africans as to
how the economic system operated. Failure to
consider tax education may confirm the view
that African governments were not entirely
happy with an electorate that was literate and

e tax basket

independent in its analysis of economic issues.

Also, it has been the tradition of South
African finance ministers to roar like lions in
parliament as they promised to bring all the peo-
ple into the net and stop tax evasion.

Their failure to translate their pronounce-
ments into concrete actions had been evident in
tax evaders continuing unhindered. The
promise by Chris Liebenberg, the minister of
finance, to put his foot down against irresponsi-
ble taxpayers was welcome.

Another disturbing issue was that we had
the temerity to call ourselves a people-orientated
society. Yet a snap survey revealed that most
South Africans don't know the name of the
commissioner for Inland Revenue.

The king-size problem of tax collection dic-
tates that energy, time and money should not be
spent in trying to introduce new taxes or raising
tax rates. This would not save us from our pre-
sent fiscal cul de sac. Energy should rather be
employed to devise effective strategies with
which to fill our tax baskets.

Our leaders should get their priorities right
lest their behaviour created a perception that
blunders were coming to roost. And they were
not elected to biunder.

In his book Public Finance in Developing
Countries, AR Prest writes: “No income tax sys-
tem can work effectively unless there is a situa-
tion of mutual respect between taxpayers and
tax officials”.

Such mutual respect does not exist in South
Africa — or does it?

Matshery Matshery is an independent tax
consultant.
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“Wholes are not mere artificial con-
structions of thought; they point to
something real in the universe, and
Holism is a real operative factor, a
vera causq.” — Holism and Evolu-
tion, Gen Rt Hon JC Smuts

PUBLIC invitation was ex-

tended recently by the Katz

commission for submis-

sions on the “holistic re-
view” of SA’s tax system.

Our country has a new political
order and a new legal order. But it
still functions under the Income Tax
Act of 1962 and the Companies Act
of 1973. Small wonder that the busi-
ness order has not changed.

We talk about wider business
ownership and turning the informal
sector into the formal sector. But the
rules of the game still point in the
opposite direction.

Have we the right to be disap-
pointed if once more we entrust this
review to technocrats?

If we asked our mechanics to de-
sign us new cars, the chances are
that we would still be driving around
in Model T Fords, albeit heavily
modified and well maintained. Why
then are we disappointed with our
tax system?

_ he Margo commission took sev-
eral years and few of its recommen-
dations were adopted. The interim
report of the Katz commission took
far less time, but met with more di-
rect resistance in some areas. No one
would dare call its proposals holis-
tic, at this stage.

Income tax consultants un-
ashamedly look forward to amend-
ments to the Income Tax Act so that
new holes can be found in them. Is
this what holism means to some?
Now the same technocrats are ask-
ing for another chance. We owe it to
our country to take a fresh look, with
fresh people.

Jan Smuts, a man whose inter-
ests spanned many disciplines, not-
ed that holism was not an artificial
construction but was rooted in re-
ality. Holism is not the terrain of
lawyers, but of social engineers —
lawyers should be their draftsmen.

fres]

Tax law needs
an entirely
proach
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LINDSAY MADDEN

CAMEYEIS

Have we perhaps appointed drafts-
men as our engineers?

British jurist Lord Denning de-
scribed English Law as suffering
from “a wealth of detail but a dearth
of principle”.

He could have been talking about
our Income Tax Act. How else can
one describe an Act which is silent
on its most fundamental principle,
giving no certainty on what is cap-
ital and what is revenue?

If we are to design a tax system
holistically, then we should start by
agreeing on what tax is. In reality, it
is a system for redistributing re-
sources in accordance with the wish-
es of goverment.

It has no inherent moral content
nor any principled origins.

Good law should be understand-
able by the people it regulates, and it
should bring some certainty. To
achieve this, one must begin by
agreeing on some principles of de-
sign. Once this is done, lawyers with
the necessary technical expertise
can draft clear legislation to give ef-
fect to the principles.

In the right hands, a holistic re-
view of the Income Tax could pro-
duce some fundamental changes.
What could we expect?

First, we could expect notice that
the Income Tax Act will be repealed

KATZ

in its entirety.

Second, the new Act should clear-
ly state its social purpose and the
principles on which tax legislation is
to be based. If we are aiming for a
stable, educated middle class, then
it should say so, and its success mea-
sured against it.

Third, the Act should be written

PARLY VIEW/ .

in plain language and understand-
able to all. (In Australia, the Plain
English Campaign cut one of the
most complex pieces of tax legisla-
tion to 30% of its previous size, with
no loss of meaning. It proved that
the bureaucrats administering the
law did not understand it.)

Fourth, the Act should separate
tax classes into three and specify a
tax rate for each class. (Most of us
can only keep three items in mind at
one time — high, middle and low.)

Fifth, the Katz commission sug-
gests that increasing use be made of
tax numbers in dealings with the
state. With respect, this misses the
point. Rather do away with the mul-
tiple income tax, RSC levy and VAT
numbers and use ID numbers or
company/cc numbers, which are al-
ready unique. Bureaucracy thrives
on duplication and spurious com-
plexity. People can live and die with-
out applying for a tax number. This
is the problem.

Sixth, link the receipt of social
benefits to participation in the sys-
tem. The real difference between the
formal and informal sectors lies not
in size or profitability, but in par-
ticipation in the fiscal system. Why
try to persuade people to pay rent
and taxes when they are enjoying
the benefits without paying? A holis-

tic approach should link the two.

Seventh, drastically reduce the
number of internal revenue employ-
ees, both in quantity and qualifica-
tion. Technocrats design systems of
increasing complexity which require
bureaucracies to run them. Simpler
systems require fewer and less qual-
ified staff. .

Eighth, replace the tax collection
system with self-assessment and
random five-yearly auditing of ev-
eryone. Punish offenders publicly.
This may improve our moral fibre.

Ninth, recognise the inefficiency
of bureaucracies in collecting tax
and redistributing funds. Rather re-
turn people their civic pride by giv-
ing them some control over directing
their payments.

Make matched contributions to
high priority causes. We might pay
tax more willingly if we could peint
to a house it had built.

Tenth, those who want special
treatment should draft their own
legislation on one page and submit it
for approval. This should lighten the
administrative burden and also en-
sure that users understand their
own law.

m leventh, where taxpayers re-
ceive special deductions, allowances
or public funds, then the receipts
and their tax returns should be a
matter of public record.

We have a right to know who is
getting special treatment.

Finally, list the other Acts which
should be changed to integrate with
this holistic approach (for instance,
the share incentive scheme sections
of the Companies Act) so they can be
thrown open to public debate.

Commissions have no monopoly
on ideas.

Our tax system was last reformed
in the year after we became a repub-
lic. Thirty-three years of faithful
maintenance have kept it running,
but at the price of increasing com-
plexity. What we need now is simply
people of holistic vision. Let them
come forward.

C Madden is Mallinicks Attor-
neys GM.




By JEFFERSONLENGANE

FAILURE by black bus-
iness people to pay taxes
during the apartheid era
was part of a strategy to

support former libera-

tion movements, Nation-
al African Federated
Chamber of Commerce
and Industry (Nafcoc)
president Joe Hlongwa-
ne sajd this week.

Hlongwane was spea-
king at a press confer-
ence in Johannesburg to
brief journalists on the
organisation’s 31st an-
nual conference, to be
held from July 23 to July
26, under the name “Un-
ited and integrated busi-
ness strategies: Chal-
lenges and opportunities
in a democratic South
Africa”.

He said; “The govern-
ment knows what we
mean when we talk of
tax indemuosty.

The fact that black
business owes lots oy
money in taxes dogs not'
only arise from their ex-
clugion from the tax sys-
tem by the former re-
gime, but also from the
fact that black business
could not be expected to
polish the fetters of for-
mer oppressors through
payment of taxes. It was.
a support strategy for
former liberation move-
ments.
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#.deve president Joe

Hreguane thinks back faxes are unfalr.
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“NOw.udl the strat-
egy has worked, black
business is expected to
pay back taxes owing to
the past regime as a re-
sult of this support strat-
egy. This is unaccepta-
ble. The question to be
asked is: what wrong has
the black businessman
done to the GNU from
a tax perspective?”

He attacked the GNU
for distancing itself from
black busjness and stiow-

ing a “leaning towards”
white big business con-
glomerates.

“In 1948 the Afrikan-
ers empowered their peo-
ple and we are saying our
government must begin
to empower black busi-
ness,” he said.

Defending Nafcoc’s
maintainance of a black
character in 2 non-racial
democratic South Afri-
ca, Hlongwane said:
*“Hure we are discussing

issues of empowering
people. We are dealing
with peopie who have en-
dured economic aban-
donment for the past 350
years.”

He dispelled as a myth
that calling their busi-
ness document a “busi-
ness manifesto” meant
Nafcoc was socialist. He
said that they could not
call it a charter because
a charter represents a set
of human rights de-
mands. A manifesto
deals with issues of gov-
ernment and the corpor-
ate world,

Former Tanzanian
president Julius Nyerere
will address the confer-
ence on the subject
“Where did Africa go
wrong?”, and a Malay-
gian representative will
talk on the Malaysian
experience of empower-
ment of the native Ma-
lay population.

Other scheduled spea-
kers include Deputy
President Thabo Mbeki,
Minister of Trade and
Industry Trevor Manuel,
Minister of Public
Works Jeff Radebe, Mi-
nister of Public Enter-
prises Stella Sigcau,
North West Premier Po-
po Molefe and Cosatu
president John Gomomo.

Over 1 000 Nafcoc
members are expected to
attend.




By SUDARSAN RAGHAVAN
SPECIAL WRITER

A 300-page report on corporate tax-
ation by the South African Cham-
ber of Business argues that South
Africa can learn many lessons from
other nations — particularly in the
realm of tax incentives.

“What Sacob is trying to
achieve is to learn from the success-
es of these countries and to learn
from their failures,” said Ernest J P
Lai King, a group tax consultant
with Sentrachem who worked
closely on the report.

In all, six countries were scruti-
nised from various angles — In-
donesia, Malaysia, Singapore,
Chile, Zimbabwe, and Hungary.
All but Hungary were visited by T]
Steenekamp, a professor of eco-
nomics at Unisa, who was commis-
sioned to write the report.

With the exception of Zim-
babwe, South Africa lagged behind
the other nations from an economic
standpoint.

The report posed a central and
critical question: “What is the level
of taxes the economy can bear,
which is not punitive and uncom-
petitive so as to constrain invest-
ment, but is still able to raise the
finance to fund increased social
expenditure?”

Like several other independent
studies, the Sacob study found that

nominal corporate tax rates around
the world had fallen since 1980
while South Africa reflected a rise
in the corporate rate.

The average nominal global tax
rate for companies in 1993 was
40 percent compared to 45,8 per-
cent in 1980. South Africa’s was
47,81in 1993 — higher than all its
major trading partners.

Of the nations surveyed, South
Africa had the highest nominal cor-
porate tax rate for local sharehold-
ers and the second highest, after
Hungary, for foreign shareholders.
Its maximum marginal personal
rate also topped the list.

Incentives

At the same time, South Africa
offers no tax-based incentives,
which creates a predicament that
could throw many a policy maker
into an analytical corundrum in
comning months: should the nation
broaden the tax base and lower cor-
porate nominal rates? Or should
high corporate rates be kept and
incentives be placed on the table?

“We've ended up with the
worst of both worlds,” said lan
MacKenzie, chairman of Sacob’s
fax committee.

Solving what could become an
economically emasculating puzzie
is one reason to look at the experi-
ence of these countries.
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Corporate tax lessons from a

suggest a way forward for South Africa

Tax incentives are used in most
nations to atiract investment to cer-
tain regions, sectors, and industries
as well as to promote exports, cre-
ate employment, and engender
technological transfers and skills
development.

“It's very effective as a signaling
tool that you're open for business,”
said Lai King,

While in Zimbabwe, Indonesia,
and Chile tax incentives were
scrapped and tax rates were
brought down, East Asian nations
such as Singapore and Malaysia
have put in place the other extreme:
a wide menu of incentives as well
as low tax rates.

Indonesia, for example, got rid
of all income tax-based incentives
in 1983 and slashed its corporate
rate to 30 percent.

The result? Both foreign and do-
mestic investment has soared since
1986, the report noted.

Malaysia has a full imputation
scheme and taxes companies at a
rate of 30 percent, giving generous
tax incentives for investors. Bet-
ween 1988 and 1994, it posted GDP
growth rates between 7,8 percent
and 9,7 percent.

Interestingly, after investment
surged in the mid-1980s and early
1990s, the Malaysian government
made incentives more selective and
focused them on promoting re-
search and development, upgrad-
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ing skills, and pushing exports of
manufactured goods, according to
the report.

Since the late 1980s, Hungary
has experienced tumbling growth
rates. In an effort to stem the slide,
the government installed a number
of incentives to atiract foreign
investment and cut corporate rates
from 40 percent to 36 percent, The
nation is slowly but surely catching
the eye of many influential inves-
tors such as its native son, zillion-
aire trader George Soros.

In Chile, relatively few tax in-
centives are offered for direct in-
vestment. The report found that
investors preferred stability over
anything else as long as tax rates
were “reasonably competitive and
reward investment and savings”.

Rival

Closer to home, Zimbabwe
could become a serious rival for
foreign invesiment, the report
noted. Its tax rate for non-residents
of 37,5 percent was lower than
South Africa’s 48 percent; it had
progressed in promoting educa-
tion, while enjoying a stable work
force and a natural resource base.

When it came to putting in
place incentives, a “lead can be
taken from Singapore”, according
to the report.

Singapore’s income tax-based

Ximuyni:marginal per:
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Chile

Hungary

Indonesia

Malaysia { normal }
Singapore { normal )
Zimbobwe

South Africa
1994/95
1995/96

* Rate for foreign shareholders is obtained by including witholding fax
on dividends paid to non-residents
+( 35% plus 25% STC but excluding the transifion fevy )

For foreign
shareholders

35
48,8
44

incentives are never used on their
own. Rather, they have been used
selectively and are used mainly to
promote export-oriented projects.
As market reflectors change, so
should the focus of the incentives.

Options

With all these diverse choices,
which way should South Africa go?

The report argued that any
meaningful tax reform should be
spurred by “successful govern-
ment intervention” and said that
state spending should be brought
under control.

Reforms could take the route of
Indonesia or Chile where “tax neu-
trality, greater tax collection effi-
ciency, tax stability, and competi-
tive low personal and corporate
rates boosted investment and sav-

ings,” the report noted.

Or the reforms could follow
Malaysia and Singapore’s models,
laced with “carefully targeted tax
incentives”.

In its recommendations to the
Katz commission released on
Monday, Sacob called for the adop-
tion of a single low corporate tax
without exemptions, but suggested
a nwmber of selective tax-based
incentives for reconstruction and
development related projects.

Some tax experts expressed

approval of Sacob’s tax incentive
proposals,

“It seems to me that they're
striking the right chords,” said
Marius van Blerck, a tax consultant
for Anglo-American. “There is
scope for limited incentives.”

Others, however, disagreed.

“Incentives lead to all kinds of

Switzerland
Taiwan

United Kingdom

Japan
Netherlands
Switzerlond
Taiwan

United Kingdom
United States

30,0 30,0 30,0
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60,0 56,8 56,8
56,0 56,0 53,0
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72,0 72,0 40,0
300 300 300
40,0 40,0 40,0
40,0 400 40,0
730 352 37,9

Disfributed eamings - includes surtaxes, provincial & local taxes

‘SOURCE: MC Van BLERCK - IMF AND MISCELLANEOUS SOURCES

loopholes and distortions,” argued
Tony Davey, a tax lawyer.

In this respect, Singapore pro-
vided another important lesson,
the report noted. The nation’s Big
Brother bureaucracy effectively
controls and monitors an “uncor-
rupt” tax system.

Some feel that South Africa ha:
yet to reach that level.

“One of the primary require
ments for incentives to work mus
be an efficient tax collection sys
tern,” said MacKenzie. “We're no
in favour of (unlimited) incentive:
because of the potential for abuse.”



Company tax is a )
major issue for

investors — Sacob

By Mzimkulu Malunga

THE South African Chamber of Business
says it rejects the notion that investors do
not consider a country’s company tax rate

when they evaluate grospects for jnvest-
ne SO0 AN 203146

While it is true that tax is not the first
thing investors consider when making an
investment decision, once they invest tax
becomes one of the major issues, says
Sacob tax committee chairman lan
McKenzie.

He made these comments this week as
the organisation released its study on com-
pany tax and taxation in general.

On'company tax, Sacob advocates pos-
sible options: One is a cut in company tax
that should be accompanied by the scrap-
ping of all tax incentives given to compa-
nies,

The other option, which the organisa-
tion says should be a temporary measure,
is to leave the tax rate high and come up
with incentives that will encourage invest-
ment and are RDP friendly.

While Sacob’s position has always
been that the tax rate is too high and should
be reduced, the organisation is aware that
it is not going to be easy for the Govern-
ment to reduce company tax in the next
few years, hence the need for incentives.

McKenzie emphasises that when the
wholeissue of company tax is looked at, it
should be scrutinised in the context of the
country’s broader taxation system.

No form of taxation should be
looked at in [solation, says lan
McKenzie,

“No form of tax should be addressed in
isolation,” he says.

Things like import duties, fuel levy,
Value Added Tax and other forms of
indirect tax should be taken into consid-
eration when the issue of company tax is
addressed, he argues.

He re-emphasises Sacob’s long stand-
ing opposition to issues such as wealth
tax, land tax and tax on dividends.

Sacob would also like to see the excise
taxes being scrapped and perhaps re-
placed with a hike in VAT rate.

The bottom line in the whole issue of
tax is containing government expendi-
ture because without putting spending
under control there is no way the tax
burden can decrease, he says.
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Our tax system should encourage investment but otherwise be as neutral as possible

SA’s corporate tax rates are too high by
world standards to be attractive to foreign
investment, and recent changes have made
things worse rather than better. We need a
simple system with a lower, single rate and
no exemptions. That, in a nutshell, is
Sacob’s response to the Katz Commission’s
request for its input on corporate and re-
lated tax matters.

Of course, no international tax compar-
ison is ever quite as simple as that. Coun-
tries do not even all have the same defi-
nition of pre-tax profit, or of what costs can
be offset against it. There can also be wide
gaps between nominal and effective tax
rates, a phenomenon well known in SA.

Sacob has obtained unpublished Depart-
ment of Finance figures that the effective
corporate tax rate here was 32,2% in 1990
and 35,0% in 1991. These confirm that the
gap between the nominal and effective rates
is narrowing.

Despite its imperfections, comparison of
nominal tax rates rémains a valid exercise.
Capital — like people — is internationally
mobile, and nominal tax rates are one factor
that determines where it locates itself.

Sacob therefore commissioned Unisa’s
Prof Tjaart Steenekamp to do an intercoun-
try study, focusing on six developing coun-
tries: three in fast-growing Southeast Asia;
Chile and Hungary as ex-socialist econo-
mies; and Zimbabwe, partly because it is
our closest neighbour and partly as an ex-
ample of what not to do — it is the only one

of the six whose economy has underper-
formed ours in recent years.

The fact that other developing countries
could do better than us, even in an adverse
world environment, suggests that we have
not been making the best use of our re-
sources. The argument, broadly, is that eco-
nomic growth depends on capital invest-
ment. Developing countries are capital
importers, and though tax is less important
than the business and political environment
in attracting foreign capital, if the other fac-
tors are favourable the tax structure is im-
portant in determining questions like timing

FALLING CONTRIBUTION
Company taxes as % of GDP

1982 | 1985 1990
Chile 21 23 2,2
Hungary 8,2 6,3 6,6
Indonesia 13,5 12,8 11,0
Malaysia 75 9.1 46
SA* 7.0 6,2 5,1

44 (38 4,3)

Zimbabwe 57 ‘ 7.8 | 5,0

* Figures in brackets exclude mining

SOURCE: IMF GOVERNMENT FINANCE STATISTICS YEARBOCK

SOAKING THE INDIVIDUAL

Who bears the tax burden

Chile|Hungary |Indonesia [Malaysia |Singapore| SA[Zimbabwe
Tax year 1992 1990 1993 1993 1991 1990 1991
Tax level: Tax revenue as % of GDP

19,2 449 18,9 18,9 18,7‘ 25,9’ 39,3

Tax composition: Tax types as % of total tax revenue
Corporate 18,6 14,6 32,0 32,0 26,11 19,6 17,8
Individuals 3,5 6,5 10,3 10,3 14,4 343 29,7
Sales 44,3 16,8 11,9 11,9 -| 26,2 29,0
Excise 10,2 11,6 12,0 12,0 60| 45 85
Import (customs) 11,6 5,6 15,2 15,2 33 39 20,3
Direct taxes 30,8 56,0 44,0 44,0 50,9| 58,1 49,3
Indirect taxes 69,4 44,0 56,0 56,0 431| 41,9 50,7

SOURCE: IMF GOVERNMENT FINANCE STATISTICS YEARBOOK, 1993 {ALL FIGURES ARE PERCENTAGES)

or method of financing.

Nominal corporate tax rates in capital ex-
porting countries seem to average around
39%; in capital importing countries, around
33%. SA’s rates would be high even for a
capital exporter.

As Sacob director of economic policy
Ben van Rensburg pointed out at a media
briefing, tax is one of the few direct mea-
sures at government’s disposal to foster in-
vestment; an investment-friendly policy is
an effective come-on to foreign investors.

This is where SA has gone wrong. By
comparison with our major trading partners,
we are the only one whose nominal com-
pany tax rate is higher now than it was in
1980. And though the corporate tax burden
has fallen as a percentage of GDP, this re-
flects a fall in the contribution of the mining
sector; the nonmining sector (which is
what’s trying to attract foreign investment)
is contributing a virtually unchanged per-
centage of GDP.

The paradox is that, despite this, direct
company tax is not an excessive proportion
of total tax revenue. Of Steenekamp’s six
countries, only in Hungary is corporate tax
a significantly lower proportion of total tax
revenue; in Southeast Asia, it was much
higher. OQur big problem is personal tax, at
34,3% of total tax revenue; other than Zim-
babwe (hardly a model), the highest per-
sonal tax burden in the Steenekamp coun-
tries is in Malaysia, a mere 14,4%.

The converse of this excessive reliance
on personal tax is that indirect taxes — es-
pecially customs (import) and excise — are
a subnormal contributor. Low excise duties
reflect the historic political strength of the
tobacco and wine lobbies; given our high
tariff protection, low revenue from import
duties is more difficult to understand, and
further research into this may be indicated.

Be that as it may, Steenekamp concludes
that any easing of the overal] tax burden
should first be for the account of individ-
uals, while corporate relief must be found
in higher cconomic growth. He suggests
higher excise duties as a possible source of
relief — Sacob would prefer a higher Vat
rate or broader Vat base.

Our whole tax system is unbalanced, so
reforms must be not piecemeal, but holistic.
While opening up the economy requires im-
proved competitiveness and hence lower
business costs — of which tax is one — the
new democracy is putting pressure on gov-
ernment to provide more social services.

As Sacob tax committee chairman lan
Mackenzie elegantly put it: “Tax reform re-
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1980 ( 1990 | 1993
Nominal tax rate averages ~ 40 countries
Companies 45,8 40,4 40,0
Individuals (max) 627 | 478 | 450
Company tax rates

SA 42,0 | 50,0 | 47,8

Belgium 48,0 | 43,0 40,2

France 500 | 422 | 333
Germany 46,9 469 | 419
Japan 479 458 46,6
Netherlands 48,0 35,0 35,0
Switzerland 30,0 30,0 30,0
Taiwan 35,0 25,0 25,0

United Kingdom 52,0 350 | 33,0
United States 51,4 40,6 415

Individual tax rates

SA 50,0 45,0 43,0

Belgium 758 | 594 | 61,1

France 60,0 56,8 56,8
Germany 56,0 56,0 53,0
Japan 80,0 | 650 | 650
Netherlands 72,0 | 720 | 60,0
Switzerland 30,0 30,0 30,0
Taiwan 60,0 40,0 40,0

United Kingdom 60,0 40,0 40,0
United States 730 | 352 | 379

'LEADING ARTICLES

. ally means cutting the overall tax burden”

— but it’s not clear that that’s how gov-
ernment sees it.

Still, even on a more limited objective of
making SA more attractive to foreign in-
vestment, recent reforms could be counter-
productive. Sacob points out that the intro-
duction of Secondary Tax on Companies
(STC), and then the decision to scrap non-
resident shareholders® tax (NRST), are
wrong-headed. STC is a bad tax in prin-
ciple, and hits foreign shareholders partic-
ularly hard, because they generally can’t
credit it against tax in their domestic ju-
risdictions. NRST, on the other hand, is of-
ten painless for foreign investors, because
they can credit it against tax elsewhere.

The planned abolition of NRST, there-
fore, may not reduce the tax foreign in-
vestors pay; they may simply pay less here,
and more at home. Steenekamp/Sacob call
this “exporting the tax base,” and it’s an im-
portant general principle (which has prob-
ably not been sufficiently recognised) that
tax concessions by SA are pointless if the
corporate beneficiary picks up an offsetting

tax bill abroad, so the real beneficiary is the

HOW THEY'RE CHANGING

Trends in nominal rates, SA and its
major trading partners (%)

SOURGE: MC VAN BLERCK - IMF AND MISCELLANEOUS

WHERE WE RATE

Nominal corporate and maximum marginal
personal income tax rates (%)

For local For foreign

shareholders | shareholders*
Chile 15,0 35,0
Hungary 36,0 48,8
Indonesia 30,0 44,0
Malaysia 30,0 30,0
Singapore 27,0 27,0
Zimbabwe 37,5 50,0

SA

1994-1995 48,0 55,8
1995-1996 48,0 48,0

* Including withholding tax on dividends
** 35% + 25% STC but excluding transition levy

government of their home country. Tax
“holidays” can also be an example of this.

Specifically, though, Sacob believes it
would have been better to abolish STC
rather than NRST, and if STC were
scrapped an NRST could be reintroduced
without jeopardising foreign investors. The
complaint is heard that the cost to the
fiscus of scrapping STC would be too
great — Steenekuamp calculates it would
mean raising the nominal corporate tax
rate by 4,6 percentage points. This
would mean a nominal rate above the
40% Sacob considers the highest that’s
acceptable — and that only for a “rea-
sonably short” time.

It would actually like to see govern-
ment take a “leap of faith™ scrap STC
and cut the corporate rate to between
30%-35%, in the hope that this could
encourage additional economic activity
which could well increase the aggregate
tax yield.

It may be because it realises this
won’t happen that Sacob devotes much
attention to tax incentives, which are
used in most developing countries to try
to attract investment to particular re-
gions, sectors and industries. They dam-
age the purity and neutrality of the tax
system, and countries like Indonesia and
Chile have consciously moved away
from them towards a broader tax base,
but Singapore and Malaysia use them
actively. While they normally go hand-
in-hand with high basic rates, Singapore
set a trend by simultaneously lowering
tax rates.

Where they are used successfully, as
in Singapore, they are:

O Never used on their own;

U Highly selective;

J Dynamic and tlexible;

Q Export-orientated; and

U Combined with a sound administra-
tion and monitoring.

Sacob would add that for local appli-
cation they should relate to:

1 Skills training;

L) R&D activities;

Maximum U New technologies;
marginal Q Smu_ll and medium
enterprises;
personal rate Q Ef‘;or(s to establish
45,0 SA as a regional finan-
44,0 cial services centre; and
30,0 Q Efforts to attract op-
32,0 erational headquarters
30,0 companies.
40,0 Most of these criteria
are broadly compatible
43,0 with the RDP.
} 45,0 If only for adminis-

trative reasons, a
straightforward compa-
ny tax as we had pre-
STC is preferred to the
more complicated im-
putation systems that apportion tax between
the company and its shareholders.

On other matters, Sacob repeats the call
for a more efficient tax administration — it
says that, if anything, this is actually still
deteriorating — and a simple, consistent
and certain system. Significant tax reform
can only come from a real reduction in gov-
ernment spending. New “small” taxes
should be avoided, as should dedicated tax-
es (which undermine Budgetary and parlia-
mentary control of spending and fiscal pol-
icy), and if they arc necessary should be
accompanied by a reduction in other tax
rates 50 the overall burden is not increased.

Broadly, capital taxes should also be
avoided. But user charges are acceptable,
though they too should be accompanied by
compensatory cuts in the overall tax burden
equivalent to government’s “saving.”

The Sacob proposals are broadly in line
with basic free market assumptions that in-
vestment is the flywheel of economic
growth, and that a tax system should en-
courage investment but otherwise be as
neutral as possible, both between local and
foreign investors and between investment in
different sectors. To that extent they must
clearly be supported.

A higher nominal rate eroded by hosts of
speciul incentives is clearly second best,
and should therefore be opposed. But read-
ing between the lines, Sacob clearly fears
there’ll be much pressure to adopt this op-
tion. And if that’s the way we go, will it be
for economic reasons or to promote author-
itarian social engineering objectives?

The latter would be the worst outcome of
all.

As Sacob points out, tax decisions are
important not just in terms of raising rev-
enue, but as signals of a government’s at-
titude towards business. So changes in the
corporate tax system — which could come
as soon us next year'’s Budget — will be
closely watched both at home and abroad as
a key indicator of whether the supporters of
free enterprise are still in the ascendancy in
the Government of National Unity. ]

SOURCE: SACOB
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Business rejects dedicated taxes

wine(bm)21-072]9s (320)

Reg Rumney
THE South African Chamber of

Business (Sacob) has cau-

tioned against bringing in
“dedicated” taxes and levies such the
one suggested to fund a new health
system.

Opposition to such taxes is set out
in the chamber’s submission on cor-
porate tax to the Katz Tax Commis-
sion, released this week.

“The whole rationale for dedicated
taxes — as distinct from user
charges — needs to be questioned,”
says Sacob.

Sacob argues a “health tax”, for
example, would not necessarily
ensure any greater funding for
health: other priorities might tempt
the government to cut the “non-ded-
icated" budgetary allocations to that
department.

“Aplethora of dedicated taxes could
therefore simply serve to undermine
budgetary and parliamentary control
over aspects of state expenditure and
overall fiscal policy.”

To be sure, Saccb's starting point is
business needs rather than social pri-
orities. And it makes a fine distinction
between a health tax and a dedicated
road fund, financed from a fuel levy.
The chamber has long argued for a
dedicated road fund.

Sacob's argument is that fizel con-
sumption and road use are synony-
mous, so a road fund represents a
“user charge”.

The chamber’s rejection of dedi-
cated taxes is founded on a funda-
mental caution about considering
any one tax in isolation.

Hence looking at the corporate tax
rate, be it the “nominal” rate pub-
lished by the authorities or the
much lower “effective rate” the busi-
ness sector pays on average, is only
one part of the picture.

‘The business sector also has to
'pay, among others, taxes on divi-

How S$A’s tax rates shape up

Norinal corporate tax and maximum marginal personal income tax rates for

tian-residents

include the transition favy
+*Nomyal” rates

selected countries
Forlocal Forforelgn Maximum
shareholders shareholdars” marginal
personal rate

Chile 15 35 45
Hungary 36 488 44
fridonesia 30 4 30
Malaysiat 30 30 32
Singaporet 27 27 30
Zimbabwe 375 50 40
SouthAfrica -~ 48+ 48 45

*The rate for foreign sharehalders includes withholding tax on dividends paid to

+This figuire, 35 percent plus 25 percent Secondary Tax on Companies, does not

dends and Regjonal Services Coun-
cil levies.

Sacob’s contention that dedicated
taxes be avoided is one of several
recommendations that arise from
the apparently well-researched doc-
ument, which examines six coun-
tries’ economic performances and
tax regimes in detail, and other
international corporate tax trends.

Concluding that the South African
corporate tax rate is too high com-
pared to those in successful coun-
tries, the Sacob study finds that:

@ If Secondary Tax on Companies
(STC) were scrapped, the average
tax rate levied on corporate income
would have to be raised 4,6 percent-
age points to compensate for rev-
enue lost. The nominal corporate tax
rate is now 35 percent, which is
raised to 48 percent by STC.

@® A single corporate tax rate of
above 40 percent would be highly
damaging to business and investor
confidence, Even a return to 40 per-
cent should be accompanied by a

reduction to an internationally com-
petitive level in a short while.

@ Tax incentives or tax rates
should not result in effective tax
rates lower than those in countries
whose companies are likely to invest
here. Such rates merely export part
of the South African tax base to a for-
eign country.

@ Tax incentives come second toa
single, low corporate tax rate with-
out exemptions.

@In the absence of alow corporate
tax rate, tax incentives can be used
~ but carefully and selectively.

@ Lower tax rates and tax incen-
tives alone will not attract invest-
ment. Unfavourable “environmen-
tal” factors will still discourage
potential investors.

Among other recommendations
are that tax administration be beefed
up, as was proposed by the interim
report of the Katz Commission, and
that government spending be
reduced, without which tax reform
will remain mere tinkering.
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A ONCE-OFF tax amnesty, promulgated
last week, will last until the end of Octo-
ber, Deputy Finance Minister Alec Erwin
announced today. FRLT 2512 /9€

The amnesty is to encourage those who
stayed out of the tax system during the
apartheid era to come into the fold.

1t covers any liability dating from be-
fore March last year for income tax, val-
ue-added tax, stamp duty, donations tax,
non-resident: shareholders tax and second-
ary tax on companies.

It applies to anyone not registered, or
who had not applied to be registered, for
those taxes by April 26 last year.

The Tax Amnesty Act contains special
provisions for VAT, exempting people
from penalties for previous non-payment
provided they pay up during the amnesty
period or within six months after it ends.

The amnesty will not apply to anyone
under investigation by tax authorities be-
fore April 27 last year, provided they
were aware of the investigation.

People who want .amnesty will have' to
apply in writing during the amnesty peri-
od to the Receiver of Revenue or to the
Tax Amnesty Office, PO Box 402, Pre-
toria. Application forms are available
from revenue offices, the tax amnesty of-
fice and commercial banks.

For more information ring the toll-free
inquiry number B 0800 11 3930.




Scrap apartheid tax backlog, says

By LLEWELLYN JONES

STAFF WRITER,

The National African Federated
Chamber of Commerce and In-
dustry has called on the govern-
ment to provide indemnity to
black-owned businesses for tax
arrears accumulated during the
apartheid era.

Speaking at Nafcoc's 31st annu-
al conference at Sun City yesterday,
Nafcoc president Joe Hlongwane

said demands by the receiver of
revenue for black business to pay
tax debts could demolish black
enterprise.

“Many black businesses will be
destroyed and entrepreneurs bank-
rupted if government continues to
collect taxes owed from before
April 271994

The reasons Nafcoc objected to
paying taxes before that date was
based on the principle of “no taxa-
tion without representation”.

Hlongwane said the former
regime did not provide equal edu-
cation for black people, modern
infrastructure for townships or
opportunities for black business.

“Why are we now expected to
pay retroactively into a tax system
of a government we did not
recognise?

“Those who abused human
rights in the past are now being
indemnified and I fully support the
Truth and Reconciliation Bill.

“Equally, we need to write off
tax offenses committed during the
years of the struggle for liberation.”

If this indemnity was granted,
Hlongwane said Nafcoc would
work closely with the government
to ensure that tax and rental pay-
ments would be honoured.

“We look forward to imple-
menting a comprehensive educa-
tion campaign to instruct business
people about the tax system and
the need to become responsible

_
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citizens of South Africa.”

He said the economic transfor-
mation to allow black empower-
ment was one of the most important
challenges facing the government,
big business, labour and all citizens.

To assist in this, he said Nafcoc
not only had to succeed in creating
an organisation which could effec-
tively deliver services to its mem-
bers and professionally represent
the interests of black business local-
ly and internationally but, more

3
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on the cause of black economic
empowerment.

Hlongwane also called on gov-
ernment to give safety and secunity
priority: “Just when we are on the
verge of obtaining substantial for-
eign direct investment, the criminal
element in this country has begun
to cast a shadow of negativity over
South Africa. Reconstruction can-
not occur while criminals are intent
on destruction.”
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South Africa’s finance ministry
launched a tax amnesty which, it
said, was the Beginning of reforms
aimed at bringing more people into
the tax net.

“In our opinion, this is a reas-
onable start to the reform of tax. It
is a carefully crafted amnesty to get
us off to a good start,” Alec Erwin,
the deputy finance minister, told
reporters at the launch of the
amnesty promulgated last week.

He said the amnesty, effective
for companies and individuals not
registered as taxrlayexs on April 26,
last year, or whose whereabouts
were unknown to the revenue
authorities, was not aimed at
immediately increasing ,

“Our aim js not suddenly to
bring in increased revenue but to
get the tax net stable with everyone
in it. The future flow of tax is what
we are interested in,” said Erwin,

Those who wished to make use
of the amnesty had until October 31
to apply but would be liable for all
taxes due since March 1, last year.

. The taxes covered include
income tax, value added tax, non-

resident shareholders’ tax, second-
ary tax on companies, donations
tax and stamp duty.
1 group Trevor van Heerden, the com-
missioner for inland revenue, said
1 WOODROOF

studies of similar amnesties world-
wide showed the local one was
“one of the most advantageous
ever produced — we are actually
writing off taxes,” he said.

But he would not speculate on
the response it would elicit from
tax dodgers or what it would add
to the department of inland rev-
enue’s coffers. “If we knew how
much we were not collecting we
would go out and get it. { am very
hopeful we will have a number of
people coming forward.”

He said 2 800 outlets would dis-
tribute 1,4 million amnesty applica-
tions, a toll-free telephone service
would be established and
advertisements would run in the
media to lure delinquent taxpayers
into the net.

“The message we would like to

| ‘Amnesty is first

)
of i refyrm

get across is: get to us before we get
to you,” said Van Heerden.

Erwin said it would be “very
unwise” not to make use of the
amnesty as the department of
inland revenue was undergoing a
“major reform”,

Chris Liebenberg, the finance
minister, said a team had visited
several countries to investigate
how best to revamp the depart-
ment and was making recommen-
dations. The initial report was
“very impressive’s;-and, when

cabinet,
It would be fitther discussed
with the parliagl tary standing
committee on finance and the
national econgl'nic.. development
and fabour countil, and passed as
legislation by February next year.

“incollecting tax. <
. Thifs was Hisclosed by e Mi
‘ 1}1“e Pretoria yesterday: Lishenber

visits 10 coulitries

Tax net in for some mending

ndand Revenue and Custoris dnd Excise e t b6 radbiic
next year’s Budget tomake the agendes more effective

jesterd therg said th
e g o s e ot el

i Hes: sis of the agencies was being rewritten follo
t had ifriplemented tax enhancement
Legislation should be passed by Felruary,
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Tax evaders-urged
to use amnesty to
turn themselves in

PRETORIA. — Finance Minister Chris Liebenb’éﬁg

. called on people not paying tax to make use of the

government’s tax amnesty which came into effect

- last week and ends on Octoher 31.

“Get to us before we get to you. Severe penalties
will be imposed on those who fail to apply for
amnesty,” he told a Press briefing in Pretoria yes-
terday.

The reprieve was to encourage people not regis-
tered for tax on April 26 last year, or who were
registered but untraceable, to come forward with-
out fear of being penalised.

The Tax Amnesty Act which provides for the re-
spite was promulgated on July 19.

Mr Liebenberg said the y had benefits as
well as disadvantages. The lesser of the evils was
drawing the new and broader taxpayers’ base into

| the tax net,

Deputy Finance Minister Alec Erwin said this
was a “politically-charged” issue. One of the valid
arguments in favour of an ammesty was that it had
heen justified not to pay tax under the previous
government.

However, it was not possible to ascertain the
motive of every individual for not paying tax. The
government's aim was to set up a new tax dispen-
sation where more people would pay tax.

“We had to accept that, in the previous dispensa-
tion, the facilities and the effort made to get tax
from black persons were not as we would “have
liked in the curr cxrcum ance Y Mr: Frwin
said. p ’ ﬁ <

“So our approacli has heen let [it try to start
anew. Let us begin to establish a tax reglme where
everyene pays tax.” — Sapa.
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Liebenberg warns of tough steps

Campaign to
pull dodgers

into ta
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Samantha Sharpe

THE inland revenue department hoped to
draw recalcitrant taxpayers into the tax
fold by printing 1,4-million amnesty appli-
cation forms to launch its own version of
the Masakhane campaign, commissioner
Trevor van Heerden said yesterday.

But gentle persuasion would not last
indefinitely and coercion would take over
when the period for amnesty ran out at the
end of QOctober, he said.

Finance Minister Chris Liebenberg also
warned tax dodgers yesterday that it
would be extremely unwise to stay outside
the tax net after the amnesty's expiry.
“With the major reform process translat-
ing into a far greater chance of getting
caught, it is a case of you getting to us
before we get to you,” he said.

Van Heerden said the amnesty applica-
tion forms would be distributed through
2 800 outlets at commercial banks, magis-
trate’s courts and the Receiver’s offices.

The distribution would be accompanied
by a massive advertising campaign, semi-
nars and workshops to explain the advan-
tages of entering the tax system.

However, industry sources said Van
Heerden had printed too many forms. Only
a fraction would be lured into the tax net,
no matter how attractive the bait.

One sgurce said: “Tax amnesties have an
abysmal record and at best inland revenue
could expect only between 5% and 15% of
those targeted to respond.””- "

Liehétiberg told a news conference a
final éport detailing the finance minis-
try’s ‘récommendations for restructuring

inlan@¥evenue would be ready within two

Restructuring the revenue department
and customs and excise was the major
thrust behind the Katz commission, which
maintained an independent inland revenue
and customs and excise would bring bil-
lions of rands in uncollected taxes into the
tax net, he said.

The return of special adviser Charles
Stride from an overseas tour of countries
boasting reformed tax departments, had
led to a rewrite of Stride’s initial recom-
mendations on the restructuring process.

This amended report would be ready
early in August and would then be submit-
ted to Cabinet, various Cabinet commit-
tees and to the standing committee on
finance for further input. The report’s im-
plications would also be discussed with the
National Economic, Development and La-
bour Council, Liebenberg said.

Negotiation would have to take place
inside government before a final draft was
presented to Cabinet — possibly within the
next six to eight weeks. “Before next year’s
Budget we should have draft legislation
that will help put the show on the road.”

The amnesty would apply to individuals
and companies not registered with the rev-
enue department for normal tax, employ-
ees’ tax or VAT on April 26 last year and
those who had not applied for registration
before that date. It also applied to those
already registered, but whose whereabouts
were unknown to the commissioner.

The amnestycovered. normal, income
tax, VAT, stamp duty, donations tax, non-
resident shareholders’ tax and the secon-
dary tax on companies incurred before
March 1 last year.




Nafcoc fears black tr@ 5oulg

ruined by tax debts

ks

2 HE Receiver of Revenue’s
demands onblack business to
pay tax debts accumulated in
the past 10 years could de-
molish black enterprise, the
National African Federated Chamber of
Commerce said yesterday.

Nafcoc president Mr Joe Hlongwane
said many black businesses would be
destroyed and black entrepreneurs
bankrupted if the Government contin-
ued to collect taxes owed from before
April 27 last year, reports Sapa.

Crippling businesses

“The Department of Trade and Industry
is focusing on small business develop-
ment ... but the Receiver of Revenue is
intent on crippling businesses which are
on the verge of entering the formal
sector,” Hlongwane told delegates to
Nafcoc’s annual conference at Sun City.

“The former regime did not provide
equal education for our people, modern
infrastructure for our townships, or op-
portunities for our b

“Why are we now expected to pay
retroactively into a tax system of a gov-
ernment we did not recognise?”
Hlongwane asked.

Nafcoc has demanded indemnity for
black-owned and operated businesses
with tax arrears remaining on the books
before April 27 1994.

Hlongwane called on the Govern-
ment to give safety and security priority.

“Just when we are on the verge of
obtaining substantial foreign direct in-
vestment, the criminal element in this
country has begun to cast a shadow of
negativity over South Africa.”

Isaac Moledireports that reports that
stakeholders in black business have es-
tablished 2 committee that would lobby
the Government to address problems
affecting black business people.

The committee comprises bers
of Nafcoc, the Federated African Busi-
ness and Consumer Council, Black
Management Forum, Black Lawyers
Association, Association of Black Ac-
c of SA and Thebe Investments.

!
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PEOPLE rushing to r&re before Septem-
ber to avoid paying tax on lump sum bene-
fits could still find themselves subject to
the new tax dispensation, inland revenue
warned yesterday.

Inland revenue senior tax officer Viok
Symington said many people were under

the impression that if they retired on
August 31 they would escape paying the
higher average rate of tax applicable from
September 1. ' -

However, in terms of most pension fund
rules, pension fund benefits accrued the .
day after retirement. “If an individual re- |
tires on August 31 his benefits will normal-
ly accrue on September 1, which places
him well inside the new tax dispensation.”

Symington said inland revenue had is-
sued a note to life-offices reminding them
that the day after the date of retirement,in - .
terms of pension and provident fund and
retirement annuity rules, was the first day
in retirement. He warned people planning -
to retire on August 31 to escape higher
average tax rates to check their pension
fund rules to establish exactly when lump
sum benefits accrued.

Old Mutval legal analyst David Mar-
cusse said the 1995/98 budget review indi- |
cated that amendments to the.average
rate concession would apply o taxpayers
terminating service on or after September |
1. “Many understood this to mean that the |
determining factor was the date on which |
services are terminated. The 1995 Income |~
Tax Act makes it clear that the new tax
regime will apply in respect of all benefits
which accrue on or after September 1.”

Old Mutual employee benefitsiegal ser-
vices.manager Kobus Hanekom:said there
were ways of circumienting thedump sum |
technicality.. “Members can rgtire one
month earlier — at the end of Jyly — and
receive aAl their benefits on August 1. The
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Pensions
Continved from Page 1
disruptive effect of this option at this late

stage could be reduced by an agreement to
remain on until the end of August as a

" Another option would be for
fund trustees or boards to amend rules so
that benefits would accrue on the last day
of the month. Inland revenue would sup-

@@_’2&) o
21. ,')'hg port both measures. Qe

. However, Southern Life senior legal id-?

viser Rosemary Lightbody said inland rev-. -

enue’s note would have caught man:

ple intending to reﬁmughunawaréﬁ‘
Southern Life representative would ap-
proach the Life Offices Association today
t0 canvass its help in persuading inland
revenue to change its stance,
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FINANCE Minister Mr Chris Liebenberg this week an-
nounced a three-month tax amnesty for people and compa-
nies not registered as taxpayers before the April 27 1994
elections.

Making the announcement in Pretoria, Liebenberg said
the amnesty would involve company tax, employees tax
and Value Added Tax.

Amnesty

But Liebenberg said the amnesty, which started on July 19
and will run until Qctober 30 1995, will not apply to any
tax, duty, interest or penalty paid by any person as a result
of any return of information submitted by the person or his
representative before April 27 1994.

“It will also not apply to persons who were under
investigation by the commissioner of taxes prior to that
date, and if such person or his representative was aware
thereof,” Liebenberg said.

The minister said the amnesty covered, among other
taxes, stamp duty, donations tax, non-resident sharehold-
ers tax and secondary tax on companies for which liability
might have arisen prior to 1 March 1994,

“It will also apply to any employee’s tax that became
payable prior to March 1, 1995, whether or not such
employee’s tax was in fact deducted or withheld,” he
explained.

Liebenberg said the Tax Amnesty Act of 1995 promul-
gatedon July 19, has special provisions relating to sales tax
for persons who paid outstanding sales tax during the

‘ammnesty period or within six months thereafter.

Submit applicatlons

It also makes provision for persons who are dissatisfied
with the calculation of any sales tax they are held respon-
sible to pay. Liebenberg said in such cases the affected
persons should submit applications during the amnesty
period for a re-examination of the matter and payment of
the tax would be re-determined by the commissioner
during the amnesty period or within nine months.

Liebenberg said persons who are unable to furnish the
commissioner of taxes with accurate information in re-
spect of payment of any sales tax, had the chance to reach
an with the issioner on the amount they
should pay for sales tax “and raise an assessment giving
effect to such agreement.”

“If the sales tax so agreed upon is paid within nine
months after the date of such assessment, no penalty shall
be payable. If the sales tax is paid partially, the penalty will
be reduced proportionately,” Liebenberg said.




NP boosts move
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BARRY STREEK
POLITICAL STAFF

THE move for greater openness
about the incomes of parliamen-
tarians has been boosted by a
National Party call for the tax
returns of MPs to be scrutinised
and reported on.

The NP said in a submission to
a Constitutional Assembly theme
committee that taxpayers who
held public office should “be
above suspicion and set an exam-
ple to other taxpayers”.

But the NP rejected the com-
pulsory disclosure of incomes and
assets of all parliamentarians pro-
posed by the ANC.

The ANC already has an inter-
nal code that all its public repre-
sertatives must sign, but its secre-
tary-general, Mr Cyril Ramaphosa,
and Water Affairs and Forestry
Minister Mr Kader Asmal have
urged that a similar code be adopt-
ed for all MPs.

Mr Asmal has supported disclo-
sure and public debate of the
salaries and perks of all who oper-
ate in the public domatn, includ-

ing company directors and news-
paper editors.

The NP said that as people who
held elected public office at all lev-
els of government were the people
who Iaid tax burdens on others
their own tax affairs should be
transparent.

“It will inspire public confi-
dence if there i certainty that the
elected leaders bear an equitable
tax burden and honour their com-
mitments.” 0

The NP wanted the constitu-
tion to require the Commissioner
for Inland Revenue to submit an
annual report to Parliament giving
the names of elected public repre-
sentatives who had defaulted.

Exposure *

“Information should be dis-
closed with respect to tax returns
in arrears for more than a year as
well as amounts of tax outstanding
for more than a year.

“This should be sufficient
exposure and the NP does not pro-
pose any other special steps
against such defaulters.”




Tax frame for small
business in pipeling

Samantha Sharpe :
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GOVERNMENT had yet t0 formulate a workable tax

fr k for small busi despite the high priority
it had given to the creation of small and medium enter-
prises in stimulating growth, sources said yesterday.

Deloitte & Touche tax partner Gerald Lambert told a
tax seminar yesterday new legislation would enable the
finance minister to determine the definition of a small
business, taking into account the nature, turnover, tax-
able income or profit of the undertaking.

The minister could also change any provision of the
Act relating to the determination of the taxable income
derived from a small business undertaking and for the
relaxation of various administrative requirements.

However, government had called for further consulta-
tion with interested parties before the introduction of
effective relief for small enterprises,

Lambert said the Katz commission had proposed mea-
sures last November aimed at reducing the compliance
burdens and cash flow constraints of small businesses.

The commission had identified that small and
medium-sized enterprises contributed a significant share
of the economy, with “considerable further potential for
generating growth and redistributing income”.

He said one of the commission’s recommendations was
that small enterprises could choose to be taxed on a cash
flow basis which would allow revenue and expenditure to
be recognised only when payment were made,

However, government had insisted that before legisla-
tion was introduced it was necessary to establish accept-
able criteria to identify a small business undertaking,
and the most effective measures that could be granted.

Independent tax consultant Willem Croije said the
worst thing that government could do was to introduce
poorly drafted legislation in a hurry. The onus was also
on the private sector to'come up with workable solutions.




. j' South Afriean taxpayers have every
‘right to feel over burdened, according
. fio Old Mutual's latest economic com-
entary.

Last year taxpayers had to hand
ver one rand in every seven of their

Revenue — in 1983 it was only one
and in 10, and in 1962 one in 20.
Terence Moll, an economist at Old
*Mutual Unit Trust, says part of the
tax spurt last year was a rise in the
.maximum tax rate to 45 percent
while the scope of income tax was
also widened to include more wage
| earners. Bracket creep, whereby tax-
\payers are pushed into ever higher

tax brackets because of inflation, is

also a culprit.

| “Earners have been pushed into
igher tax brackets even though the
urchasing power of their incomes
ay not have risen,” he said.
By world standards, South African
ax levels are onerously high. South
rica’s tax is nearly 10 percent of
DP — in many other countries it is

disposable income to the Receiver of.

One rand in seven goes in
Stad 2|81

only 4 percent.

Moll says penal taxes undermine
savings and investment and encour-
age people to spend instead. “High
taxes also give people more incentive
to evade them. This increases the bur-
den on everyone else and makes the
economy run less efficiently”

Moll says people are unhappy about
paying tax because of poor percep-
tions about government spending. He
says: “Education is absorbing large
resources, but is not delivering, and
state spending does not reach the
poorest of the population.”

2



‘Encourage
business
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Legls fation Qm d at encoura
small business through tax Egrllg
cessions was urgently needed, said
Miles Divett of Deloitte & Touche at
a seminar on tax law in Durban
yesterday.

A change to the Tax Act allowed
the minister of finance to make reg-
ulations, but it was unclear when
these would emerge, he said.

The government had indicated
that it wanted to consult all the
parties on proposals which would
define what constituted a small
business, and on the most effective
form of tax relief.

Divett said it was not known
when the regulations would
appear, but it was clear that busi-
nesses operating through a close
corporation, company or trust
would be excluded.

He said the logic of this escaped
him — trading as a close corpora-
tion or as a company was ustally
done to limit personal liability and
not to govern the operation’s size.

The proposals, drawn up by the
Katz commission, suggested that
small business should be taxed on a
cash-flow basis.

Divett also said that the admin-
istration and collection of taxes
appeared to be going from “bad to
worse”.

He said that while the govern-
ment had appointed Charles Stride
to shake up the system, proposals
emanating from his office had been
poorly received by tax officials as it
reflécted on their abilities.

There was a lot of intemnal poli-
tics in this, Divett said.




Informal sector a gold

mine for the

plethora of new businesses
is mushrooming in South

ca.

This is line with the changes
taking place in the country. These
enterprises will, in time, become
the bedrock of the South African
economy.

The Government Gazette
recently reported there were more
than 800000 small, medium and
micro-enterprises in this country.
The growth of small business will
create a new base from which tax
can be collected.

Inland Revenue is sitting on a
gold mine because of the growing
informal business sector.

Attempts by the government
through the tax amnesty to spread
the tax net to include the informal
sector are most welcome. Those
already on the register cannot fur-
ther fund the government as they
are overburdened.

The inclusion of new leaves
blossoming from the fiscal tree may
result in a teduction in tax rates,

. providing taxpayers with some

breathirig space in the suffocating
atmosphere of high tax rates.

The situation is desperate and
cries out for attention.

Michael Katz, the head of the
Katz Commission, says: “Tax re-
form is a national endeavour. Its
primary objective is to support
reconstruction and development.
Tax is now a legitimate instrument
to achieve national democratic

" objectives and is no longer a means

eT(hR
TAXING QUESTIONS

By MATSHERU MATSHERY

Small businesses must
be welcomed into South
Africa’s tax system

of funding repression.”

The time for using the tax sys-
tem as a political football is past. It
is now time to use the tax system as
an arena for stability and economic
development,

As someone once said: “The
real test of the government is not
winning the election (but) in gov-
erning the nation.”

However, simply bringing new
taxpayers into the tax registry will
not result in tax obedience. To
ensure tax responsibility, the
authorities must be ruthless in
applying tax regulations.

For example, small businesses
should not be granted a business
loan, be allowed to open a bank
account or be given government
tenders without first producing a
tax number.

The commission’s recommen-

Receiveré
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dation that small enterprises be
allowed to choose to be taxed on a
cash flow basis, which allows rev-
enue and expenditure to be recog-
nised only when cash is received or
payment is made, is commendable.
Many small businesses do not have
a reliable record-keeping system.

However, if the owner of a
small business finds that the cash
flow approach is good for him he
may opt to remain small. This
could hamper economic growth
and the creation of employment.

South Africa does not need a
government with questionable
economic values.

Encouraging small businesses
to participate in the mainstream
economy and to contribute to the
cost of running the state may back-
fire. Small traders, who are mainly
sole traders, are taxed at a high
maximum rate of 45 percent.

To enhance the credibility of the
tax system, the government could
consider opening tax collection
offices in former black townships.

To the owner of a small busi-
ness who is entering the tax reg-
istry for the first time, welcome to
the tax club and may you remain
an honourable member of the club
until you die.

In South Africa, fiscal policies
must be led by tax surgeons who
will remove all traces of tax irre-
sponsibility.

J Matsheru Matsheru is an
independent tax consultant
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The most important issue in the
political debate about federal pow-
efs for the provinces — taxation —
is still wide open.

Ttis the power to levy taxes and
to spend taxés raised provincially
and allocated from the national
Budget that will determine the
degree of independence of the
provinces. But it will also effect the
percentage of taxes individuals and
companies could pay in the
provinges.

The.issue has been made more
difficult by the boycott of the
Constitutional Assembly and its
committees by the Inkatha Free-
dom Party, which favours maxi-
mum provincial autonomy.

A first draft report from theme
committee three of the Consti~
tutional Assembly prepared by
Denis Davis shows there are more
questions than answers.

The parties have not even
agreed on whether taxation issues
of the provinces should be detailed
in the constitution or dealt with
under separate legislation.

 §  Oneofthe few areas over which

|
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RV

1

 there appears to be some agree-
ment is that income tax and. VAT
should continue to be levied by
central government,
The issues involve the collec-
' tion of taxes, the division of those
taxes between the different levels of
government and the power to
decide on how the taxes are spent.
| There are also questions such as
whether ~ wealthier  provinces
should subsidise poorer provinces.
The ANC believes that the
country should have a unified leg-

8|75

islative and administrative fiscal
and public financial system.

The National Party believes the
fiscal relations between the three
tiers of government should reflect
the spirit of the constitution, recog-
nising the functions of the various
levels and grant them, on an equi-
table basis, access to the country’s
tax base and financial resources.

The Democratic Party argued
that international experience show-
ed that legislative powers without
the necessary financial resources to
implement programmes led to an
erosion of the credibility of the
provincial or local government.

Davis, in drawing up a matrix
on agreement, differences and
unanswered questions, believes a
substantially different draft will
come out of the committee within
the next few weeks after the pre-
sent series of meetings.

The parties seem to agree that
the provinces should be allowed to
spend their allocations from the
central tax system as they see fit.

There is also agreement that
provinces should be entitled to levy
non-national taxes such as from
gambling and vehicle sales,

The NP said the Financial and
Fiscal Commission, which must
work out the formula under which
provinces will be allocated a share
of the central government tax col-
lections, should be able to recom-
mend an extension to the list of
provincial taxes.

Davis said the DP was unsure
whether the transfer duty on prop-
erty shouid be part of the provin-
cial list, but it had submitted that
the provinces should be competent
to levy taxes, other than income
taxes or VAT,

Provincial independence

hinges on power over tax
T (i) yf

The ANC has not defined what
are non-national taxes.

The DP and the NP said the tax-
ing powers granted to the provin-
ces should be included in the con-
stitution. The ANC said taxing
powers should be the subject of leg-
istation as the parameters of taxa-
tion changed continually.

The ANC said the constitution
should only provide the determi-
nation of the formula for the divi-
sion of taxes collected nationally.

The parties agreed that the
provinces ‘ should have limited
borrowing powers for bridging
finance and capital expenditure.
The NP recommended the estab-
lishment of a loans authority to co-
ordinate the issue of loan stock.

On the division of the central
government-collected taxes there is
no agreement. The ANC wanted
this left to the legislature and not
included in the constitution, while
the NP and DP said it should be.

The ANC recommended the
establishment of ‘a budgetary co-
operative council to give the
provinces a greater role in deter-
mining the national budget, with
the senate also playing a greater
role in the process.

The NP wants the status quo fo
remain with the provinces receiv-
ing a share on a formula basis but
with the provinces having to use
money to meet minimum criteria,
The NP also wants the constitution
to include a clause preventing the
government from withholding the
revenue share of a province, as
President Nelson Mandela recently
threatened to do to KwaZulu Natal.

There is also no agreement on
the appointment of the Financial
and Fiscal Commission,
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SA income tax ‘painfully
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How heavily taxed are we?
Reg Rumney weighs
conflicting evidence

RE South African individ-

uals heavily taxed? Old

Mutual economist Ter-

ence Moll this week

dubbed South African
income tax “painfully high".

Moll based his stricture on income
tax as a percentage of gross domestic
product (GDP), the total value of all
goods and services produced in a
country. The South African figure is
10 percent of GDP; in many coun-
tries the figure is only around four
percent, says Moll.

Moreover, he notes that bracket
creep — whereby inflation pushes
taxpayers into ever higher tax brack-
ets without their actual buying
power rising — has meant a steadily
rising burden since 1962. In that

year, R1 of take-home incorne went
to the government. Last year, Moll
says, the figure was R1 of every R7.

Aglance at the tables supplied by the
South African Chamber of Business
(Sacob) in its recent submission to the
Katz Tax Commisston shows that indi-
vidual income tax as a percentage of
GDP more than doubled, from 3,7 per-
cent in 1980 to nine percent in 1993,
Company tax as a percentage of GDP
more than halved, from 8,6 percent in
1980 to 3,1 percent in 1993,

The problem, according to the
South African Fiscal Association’s
Marius van Blerck, is not the mar-
ginal — or maximum — tax rate of
around 45 percent, but that ordinary
taxpayers too quickly find them-
selves in this bracket.

It has also been argued that indi-
viduals in South Africa increasingly
shoulder a higher income tax burden
than companies.

This year it is estimated that indi-

A

the tax the government collects,

Three years ago, according to Syfrets
economist Eimien de Kock, the figure
was 33 percent. The average in other
developing countries is 10 percent.

Company tax contributes 11 per-
cent, down from 16 percent three
years ago, and out of line with com-
parable economies, which average
16 percent.

over a four-year period at 40 per-

cent of revenue. Internationally the
figure ranges between 50 percent and
60 percent, according to De Kock.,

The economic argument is that dis-
tribution of the tax is irrelevant, com-
panies employ people, and those
employees profit if companies prosper,
while firms pass on higher taxes to
consumers in the form of higher prices.
The important figure is total tax rev-
emue as a percentage of GDP. That per-

— ndirect tax has remained constant

high’
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e has hovered around 24 per-
cent for the past 10 years,

Even if that argument is accepted,
high income tax rates encourage tax
avoidance and evasion.

That the company tax rate is 10
percentage points lower than the
personal marginal rate of 45 percent,

provided no dividends are paid,-
opens up one obvious avenue for |'

avoldance. Indeed, the effective rate
of tax companies pay was estimated

at 35 percent in 1991, according to i

the Sacob study.

Moll notes another pernicious eco-
nomic effect: high income taxes dis-
courage savings, which South Africa
desperately needs for investment.

Finally, high taxes lead to ineffi-
ciency. “High and rising income
taxes can also lead to waste. If gov-
emment has large sources of income
which it can raise each year it has
less incentive to cut costs and func-
tion as efficiently as prssible.”
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Tax ammnesty triggers
roblems of definition

eT(er)3[85

By FranNcoist BoTHA

STAFF WRITER

The Tax Amnesty Act has come
under attack from the accounting
profession because of severe short-
comings, according to KPMG, an
accounting firm.

“The act aims to draw into the
tax net those people who have so
far evaded it. But it fails to achieve
this aim because of poor drafting
and a severely limited amnesty,”
said David Knight, a tax consultant
at KPMG.

In terms of the act, a qualified
person will be exempted from the
payment of certain taxes, interest
and penalties for the years ended
before March 1 fast year, In order to
qualify, the person must not have
been registered with the Com-
missioner of Inland Revenue on
April 26 last year.

The problem of poor drafting
arises with the definition of a qual-
ified person. This, in terms of the
act, is a person who was not regis-
tered for the payment of, among
others, employees’ tax and VAT.

“This automatically preciudes a
taxpayer who is registered for any

(50

one of the named taxes, but not for
the others. Based on the wording,
only if a person is not registered for
all the named taxes can he apply
for the amnesty.

“The effect of interpreting the
act in this manner is that people
who are registered only for one tax
could decide that they are better off
taking their chances of being
caught by (the Receiver of) Rev-
enue in the future, as opposed to
voluntarily giving themselves over
to (the Receiver of) Revenue now,
when the amnesty does not actual-
ly apply to them anyway,” he said.

Another problem is that the tax-
payer may only apply for the
amnesty if the commissioner is
unable to enforce the tax law
because he does not know the per-
son’s whereabouts.

“How is the taxpayer expected
to know whether his whereabouts
are known to the commissioner or
not, or whether the lack of enforce-
ment is simply because of under-
staffing?” asked Knight.

According to the office of the
minister of finance, the amnesty
runs from 19 July this year to the
end of October.




T e e

MONDAY AucusT 14 1995 15

Erwin: State seeking to m.mms%mn heavy EMWN_@E.Q@S

BY JOHN SPIRA

GAUTENG BUSINESS EDITOR

Government is seeking to relieve
the heavy tax burden on middle-
income earners in South Africa.

That's the heartening news from
Alec Erwin, deputy minister of
finance.

Speaking at the Midas fran-
chisees conference at Sun City on
the weekend, Erwin said it would
remain government policy to move
away from providing endless tax
exemptons.

This would enable it to reduce
personal, company and VAT tax
rates to the benefit of all.

Erwin claimed that govern-
ment's re-examination of economic
policy, along with the appointment
by President Nelson Mandela of a
committee devoted to engendering
growth, did not mean it was pan-
icking about the economy. Rather, it
was a necessary re-evaluation
process designed to determine
whether government was achieving
its economic objectives and whether
adjustments were required.

Erwin identified the following
problems as requiring urgent atten-
tion:

O The need to find ways of
breaking through barriers to high
growth rates — the South African
economy was not structured to
achieve a growth rate of greater
than 3,5 percent.

“We must get the manufacturing
sector to respond to competitive
pressures. This is one reason why
we are lowering tariff protection
barriers. At the same time we must
develop the small business sector.”

2/9s
7] The need to speed :m-mbm [J The problems of violence and

delivery, which has to some degree
been impeded by the institutional
capacity of government and the
provinces.

2 Infrastructural development,
where expenditure of between
R50 billion and RB80 billion was
required in the next five years.

“This cannot be financed from
the Budget. We have to have an
innovative partnership between the
public and private sectors to satisfy
this need. This process could well
lead to the sale of state assets.”

corruption which need to be
addressed “through a partnership
with sodiety”.

These were areas which had an
unfavourable effect on potential for-
eign investors.

Also addressing the conference
was Brand Pretorius, chairman and
chief executive of McCarthy Motor
Holdings, who said successful
South African companies in the 21st
century would be those that
focused on inspirational leadership
and human resource development,

which he termed “people-driven
He believed leadership in a
period of transformation would
require a unifying vision, shared
values, empowerment, an empha-
sis on teamwork and entering into a
moral contract with team members.
Sarel De Vos, chief executive of
Midas, said that because of its low
failure rate and other benefits, fran-
chising was set to play a major role
in the establishment of a successful,
rapidly expanding small business
sector in the future South Africa.
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Sta‘tg aims
to lighten
tax load,

I L]
TWIN says
ARG 14§17

SUN CITY. — The government
will pursue ways to relieve the
heavy tax burden on middle in-
come earners, says Deputy Fi-
nance Minister Alec Irwin,

But it was government poli-
cy to move away from endless
tax exemptions to enable it to
reduce personal, company and
VAT tax rates, he told a fran-
chisees conference here at the
weekend.

Administration and collec-
tion would have to be im-
proved.

The government was not
panicking about the economy
but was re-evaluating its policy
to decide whether objectives
were being achieved.

Key government depart-
ments were united on econom-
ic policy, Mr Irwin said.

Sustainable growth was es-
sential but there were no short
cuts to South Africa’s economic
ills and a number of problems
required urgent attention.

Ways needed to be found to

break through barriers to high
growth rates as the economy
was not structured to achieve
growth above 3,5 percent.
; To reach higher growth rates
heeded to fund social develop-
ment, the government had low-
ered tariff protection barriers
to get manufacturers to be
competitive.

The lack of infrastructure
development was a major con-
cern, with R50 billion to
R380 billion needing to be spent
in the next five years.

“This cannot be financed
from the budget. We willhave
to have an innovative, partner-
ship between the public and
private sector to meet this
need.”




Erwin: Govt wants to

i BY JOHN SPIRA

Government is seeking to
relieve the heavy tax burden on
middle-income  earners in
South Africa.

That’s the heartening news
from Alec Erwin, deputy minis-
ter of finance,

Speaking at the Midas fran-
chisees conference at Sun City
on the weekend, Erwin said it
would remain government poli-
cy to move away from providing
endless tax exemptions.

This would enable it to re-
duce personal, company and
VAT tax rates to the benefit of
all

Erwin claimed that govern-
ment’s re-examination of eco-
nomic policy, . along with the
appointment by President Nel-
son Mandela of a committee
devoted to engendering growth,

El

did not mean it was panicking
about the economy. Rather, it
was a necessary re-evaluation
process designed to determine
whether government was
achieving its economic objec-
tives and whether adjustments
were required.

Erwin identified the follow-
ing problems as requiring
urgent attention:

U The need to find ways of
breaking through barriers to
high growth rates — the South
African economy was not struc-
tured to achieve a growth rate
of greater than 3,5 percent.

“We must get the manufac-
turing sector to respond to
competitive pressures. This is
one reason why we are lower-
ing tariff protection barriers. At
the same time we must develop
the small business sector.”

The need to speed up RDP

delivery, which has to some
degree been impeded by the
institutional ecapacity of gov-
ernment and the provinces.

0 Infrastructural develop-
ment, where expenditure of
between  R50billion  and
R8O billion was required in the
next five years.

“This cannot be financed
from the Budget. We have to
have an innovative partnership
between the public and private
sectors to satisfy this need.
This process could well lead to
the sale of state assets.”

2 The problems of violence
and corruption which need to
be addressed “through a part-
nership with society”.

These were areas which
had an unfavourable effect on
potential foreign investors.

Also addressing the confer-
ence was Brand Pretorius,

cQ:man and chief executive

of MeCarthy Motor Holdings,
who said successful South
African companies in the 21st
century would be those that
focused on inspirational lead-
ership and human resource
development, which he termed
“people-driven growih”,

He believed leadership in a
period of transformation would
require a unifying visien,
shared values, empowerment,
an emphasis on teamwork and
entering into a moral contract

with team members,
Sarel De Vos, chief execu-
tive of Midas, said that

because of jts low failure rate
and other benefits, franchis-
ing was set o play a major
role in the establishment of a
successful, rapidly expanding
small business sector in the
future South Africa.
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DIFFERENTIAL RATES MOOTED

Marais puts case

for more local taxes

(:OMPANIES should be
charged “packaging tax” by
their local authorities,
which had to clean up the litter left
by consumers, Western Cape local
government Minister Mr Peter
Marais suggested yesterday.

He was delivering submissions
at a public hearing of one of the
Constitutional Assembly’s theme
comumittees.

Mr Marais said that provincial
and local government should stop
depending on central government
funding. To end this reliance, he
said, the constitution must allow
the provincial authorities to levy
taxes such as entertainment taxes
on sports stadiums, which are built
by local authorities.

Some people were able to find
the money to go and watch rugby,

CT15[8)95 @0)

LOCAL AUTHORITIES should be able to levy a tax on pack-
aging to pay for cleaning up urban litter, a Constitutional
theme committee was told. PETER DENNEHY reports.

even when they struggled to pay
their local authority services bills,
he said.

Local authorities must also be
granted greater powers of taxation,
he said. They were charged with
the task of cleaning up everyone’s
mess, so they should perhaps be
able to charge companies a “pack-
aging tax” if their products were
sold in disposable wrappings.

For the poor, who may be worst
hit by his proposed new taxes, he
had a good news suggestion as
well: “We might have to have dif-
ferential rates within one local
authority,” he said. “If we are
going to have one rate, we are
going to punish the poor for living
inan area they can't aford,”

Mr lain Davidson, of the johan-
nesburg Metropolitan Council,

said property rates were an inade-
quate financial base to meet the
burgeoning demands on local gov-
ernment. For example, he said,
Johannesburg had 160 000
ratepayers, but had to provide ser-
vices to three million peopie.

He suggested that local govern-
ment should also get a percentage
of the VAT raised in its own area.

Income tax

Mr Eddie Landsberg, president
of the Institute of Municipal Trea-
surers, suggested instead that the
most important additional source
of income for local government
should be income tax. A portion of
the income tax collected in a
region should have to go to the
local governments in that region.

Inadequate transfers (shifts of
money between one level of gov-
emnment and the other) had led to
the collapse of a number of local
authorities in the past. he said.
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The MINISTER OF WATER AFFAIRS AND
FORESTRY:

Yes. The Department of Water Affairs and
Forestry is continuing to issue afforestation
permits, but only after objections by
neighbours and surrounding tandowners have
been considered and, if necessary. a full Envi-
rc 1 Impact A has been carried
out. This arrangement is effective from
18 January 1995.

(a) For the periof 24 August 1994 to 24 Janu-
ary 1995 13 permits were issued.

(b) For the period 25 January 1995 to 27 June
1995 two permits where issued.

A total of 83 permits were referred back to the
landowners on 19 January 1995 to apply the
new procedures and these are starting to come
back for attention. Five permits are awaiting
review,

*34. Mr P W SAAIMAN asked the Minister of
Water Affairs and Forestry: T

affor

(1) Whether his Department intends managing
the afforestation plantations in the former
(a) TBVC countries and (b) self-governing
territories itself; if so, what are the relevant
details; if not,

whether it is the intention to transfer these
plantations to Safcol; if so, what are the
relevant details; if not, what is his Depart-
ment’s intention in regard to operating the
plantations;

2

(3) in what respects does the new operating
system differ from the present system or
from that operated by Safcol?

. N970E

The MINISTER OF WATER AFFAIRS AND
FORESTRY:

(1) No, not in the long run.

(2) The Department of Water Affairs and
Forestry is considering various options in
appointing an agent or agents to manage
the forestry functions. One such an option
is the South African Forestry Company
Limited (SAFCOL). The appointment,
however, of an agent will be with the
consent of the Province where the planta-
tions are located. It is expected that the

employees concemned will remain civil
servants if SAFCOL is accepted as the
agent for a particular Province. SAFCOL’s
responsibility would be to ensure efficient
management of these plantations accord-
ing to Departmental stipulations.

(3) There is.no new operating system yet, and
the Department is managing these func-
tions as an interim measure.

Customs and Excise: shortage of officials

*35. Mr K M ANDREW asked the Minister of
Finance:

(1) Whether there is a shortage of officials at
the Department of Customs and Excise; if
50, what is the extent of the shortage;

(2) whether this shortage has resulted in goods
passing through customs (a) without tariffs
and/or (b) with incorrect tariffs being paid;
if so,

(3) whether any figures are available on the
percentage of goods affected in each case;
if so, what are these figures;

(4) whether any steps have been or are to be

taken to improve the situation; if not, why
not; if so, what steps? N972E

The MINISTER OF FINANCE:
(1) Yes. The shortage is 332 officers, ie 18,7%.
(2) Yes.
(3) Although it is impossible to give accurate
percentages of the goods affected it should
be pointed out that over a period of 12
months the few available inspectors have

schedule R219 million in respect of unpaid
customs duty.

4

Recruitment and training of staff is being
effected on a continual basis. However,
due to low renumeration there is a drain of
trained personnel to the private sector. As
accounced by the Minister of Finance an
investigation is in process with regards to
the possible restructuring of the Tax Ad-
ministrations (Inland Revenue and Cus-
“toms and Excise).

Katz Commission: report

*36. Mr K M ANDREW asked the Minister of
Finance:

LA
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(1) Whetherf/with reference to the finding in
the report of the Katz Commission that tax
collection in South Africa is neither effec-
tive nor efficient, any reasons have been
identified why (a) tax collection and (b) the
collective of customs duty are ineffective

and inefficient; if so, what are these sﬁ_U

sons; mw N_W

(2) whether the Government intends taking
any steps to address this issue (a) during
the current fiscal year and (b) in the
1996-97 fiscal year; if not, why not; if so,
what steps?

kﬁ\\\“&\§ \@\%\&%dm

The MINISTER OF FINANCE:

(1) Yes. With the help of Mr Charles Stride
and a number of people delegated by the
Commissioners for Inland Revenue and
Customs and Excise out of their own staff,
an analysis was made and with the a
tance of professor Jenkins of Harvard
University a report has been written. The
Report identifies the following underlying
problems which are the deficiencies of the
tax administrations:

(i) The inability to attract and retain
suitably qualified and experienced
staff.

(ii) The lack of flexibility and delays in
changes to human resources, skills
and technology makes it impossible to
interact with taxpayers on the same
level which applies to their business
transactions and to adapt to changes
in Government policy.

(iii) The lack of resources and funding to
enable duties to be performed with
integrity, faimess and competence.

(2]

-~

Yes. In following up the report mentioned
in point (1) above, the task group visited
various countries which have already
implemented a process of tax reform and
they are presently busy re-drafting the
proposals as applicable to South African
circumstances. The revised report will be
finalised during August, after which it will
be given to the Cabinet Committees and
Cabinet as well as being discussed with the
Joint Standing Committee on Finance, the
National Economic Development and
Labour Council (NEDLAC) and various

government departments. As soon as the
final report has been accepted by Cabinet,
legislation, which paves the way to the
reform of South African tax administra-
tion, will be drafted and it is expected to be
submitted to Parliament during February
1996 ie before the next Budget.

*37. Mr M J ELLIS—Education. [Question
standing over.]

T
Deputy Minister of Intelligence: advisers

*38. Mr J A JORDAAN asked the Minister of

Justice:

(1) Whether the Deputy Minister of Intelli-
gence has appointed any advisers to his

office; if not, what is the position in this
regard; if so,

v he will furnish their (a) names, (b)
nd (c) salaries, including fringe
s and other conditions of service; if
not, why not; if so, what are the relevant
detail

ranks

N976E
[ The MINISTER OF JUSTICE:

(1) No. The Deputy Minister is in the process
of identifying his staff requirements. It is
i ded that the appoi of staff to
the office of the Deputy Minister shall be
in keeping with the provisions of the
Intelligence Services Act and/or the Na-
tional Strategic Intelligence Act.

(2) Not applicable.

[Appointment of a certain person by National
Intelligence Agency

*39. Mr J A JORDAAN asked the Minister of
Pustice:

(1) Whether a certain person, whose name has
been fumished to his Department for the
purpose of his reply, has been employed by
the National Intelligence Agency; if so, in
what capacity;

(2) whether this person’s position as head of
the Quatro camp in Angola in the 1980s
was taken into account in making this

appointeent; if not, why not; if so, what

N977E
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“ vate sector for management, Spe-
'! cialist and administrative staff by
- the end of the year, says Fedsal
-*general secretary Dannhauser :
1 van der Merwe.

'| Masterbond ruling
LTHE Cape Supreme Court has set
) +aside the private prosecution of
! the Masterbond curators by legal
consultant Lionel Reichenberg, :
who was acting on behalf of the :
"I Masterbond Victims’ Association.

‘+Abortion error

_{ YESTERDAY’s Comment errone-
ously stated that it had been
Trecommended by a parliamen-
tary committee that abortions be
‘procurable until the 28th week of
‘fpregnancy. It should have re-
.| ferred to the 24th week. The error
[ is regretted.
REPORTS: Business Day Reporters, Szps.

Double taxation ?7
g

Tim Cohen w ' l’

CAPE TOWN — Double taxation
agreements with a total of 47 coun-
tries had either been finalised or
were still being negotiated, Commis-
sioner of Inland Revenue Trevor van
Heerden said yesterday.

Van Heerden told the parliamen-
tary finance committee that nine
agreements had already been agreed
and 15 others were close to being
signed. Double taxation agreements
aimed to prevent the taxation of a
company in both its country of origin
and the country in which it operated.

He said SA already had agree-
ments with several southern African
countries and with Germany, Britain,
Switzerland and the Netherlands.

Parliament would be asked to rati-

eeme jlgned

fy agreem other coun-
tries, mcludlng all the Scandinavian
countries, several in eastern Europe
and both France and Belgium.

The Mauritian government had
asked for the renegotiation of its
agreement. The Republic of China
agreement was in abeyance because
of uncertainty about SA’s diplomatic
relations with China.

Agreements with other trading
partners, especially Japan and the
US, were either about to be signed or
negotiations opened.

Van Heerden said SA had been gen-
erally well received in the negotia-
tions, although they were often driv-
en by the business communities in the
countries concerned which lobbied
their government to achieve the best
possible tax’dispensation, he said.

SA, Iran sign w1czie

'Adrian Hadland

“*CAPE TOWN — SA and
~Jran firmed up economic
and diplomatic relations
~yesterday, despite US calls
“for a trade embargo
“‘against the Islamic
republic
The signing of a w1de-
iranging joint protocol on
co-operation, together
with the imminent finali-
sation of an agreement al-
lowing Iran to store 15-
million barrels of crude oil
" at Saldanha, marked a fur-
‘ther defeat for US foreign
ﬁohcy' Iranian Foreign
ter Ali Akbar Ve-

layati said.

“This is not the first time
the US has been against
our co-operation with oth-
er countries,” Velayati
said.

Foreign Minister Alfred
Nzo said the US had not
placed any formal pres-
sure on SA to pull out of the
agreement with Iran.

Mineral and Energy Af- -
fairs Minister Pik Botha ..

said the oil storage agree-
ment could be signed with-
in two weeks, Reuter re-

rts. “There’'s a trade-
profit benefit for SA of at
least R50m (a year),” said
Botha.

ranging prég‘%

elayau said SA’s refin-
eries were compatible
with Iranian oil and the
Saldanha storage facilities
would be used to route
crude supplies to neigh-
bouring African countries,

As SA was Iran’s gate-

+way to Africa, so the co-

operation agreement
would allow SA access to
central Asla including

.Russia, Velayati said.

' Strategic Fuel Fund GM
Kobus van Zyl said the 15-
million barrels of Iranian

“crude to be stored at Sal-

danha represented a third
of the facility’s 45-million
barrel storage capacity.

AND YOU
THAURHT

manently, it would be pos-
sible to decrease SA's stra-
tegic oil stock to the' value
of Ribn, he said.

Velyati, who arrived in
SA yesterday for a three
day visit, said only Israel
had heeded the US call for
a trade embargo. “They
have to learn not to deter-
mine the internal affairs of
other countries”.

Nzo said SA had recently
established a full embassy
in Iran.

A body would be created
further to entrench and ex-
pand bilateral relations
between the two countries,
he said.

Issues which gave rise to
the US embargo, including
allegations of human
rights abuses, Iran’s
nuclear programme and
its support for internation-
al terrorism, had been dis-
cussed with the Iranian
delegation prior to the
signing of the agreement,
Nzo said.
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Business Reporter

INCOME tax amendments
outlined at a tax update
seminar in Cape Town this
week contained good and
bad news for taxpayers.

At the seminar, hosted by
Butterworth Publishers David
Clegg and Rob Stretch of
Ernst & Young sketched some
of the amendments, including
those relating to new rules for
taxing ‘“firancial instru-
ments”, which are any form of
interest bearing arrangement.

Other issues raised included

rules applying to foreigners -

and emigrants who invest
here, and rules for secondary
tax on companies.

On financial instruments,
Mr Clegg pointed out that any
discount from the sale or ma-
turity of these would now be
treated as a taxable amount.
Instruments include most de-
posits of more than one year,

debentures, government and .

Eskom stock.

“Although there may still be
some room for argument, in-
vestors buying gilts at a dis-

changes

count should be aware that
this part of their profit will be
taxed on a year-by-year basis
even before it is received.”

Foreigners and emigrants
living in South Africa for long
periods frequently invest here.
The interest they earned had
been tax free for the last few
years.

“They now need to make
sure they are physically out-
side the country for at least
183 days in each tax year,
even if in several short trips.”

Failing that, the previously
tax-free interest would be tax-
able.

The 183-day rule would also
affect individuals emigrating
from or immigrating to South
Africa in the year that took
place, he said.

“Ideally they would arrive
with less or leave with more
than 183 days to go in the year
concerned.”

Companies which were
wholly-owned could distribute
a dividend to the holding com-
pany without paying second-
ary tax on companies (STC, at
25 percent on the dividend), he
said.

to be
tudie

The company could elect
“group relief” from STC.

“But there is a trap for a
subsidiary that earns divi-
dends from another company
in which it holds less than 100
percent of the shares.”

Dividends from that bottom
company would be subject to
STC.

If the dividend was mingled
with other profits of the sub-
sidiary company and passed
on as an “exempt” dividend to
the holding company, then
when the holding company
eventually declared the divi-
dend onwards, STC would be
payable a second time!

“When wholly-owned subsid-
iary companies have ‘minor-
ity” holdings below them, divi-
dends from those minority
holdings need to be dealt with
separately from other profits
of the subsidiary corapany.

“This is a trap which can be
fallen into easily where a
company traditionally pays
only one or maybe two divi-
dends a year. Such companies
will now need to declare sepa-
rately any amounts derived
from dividends.”




already 87 percent higher at the half
year. Some analysts were even fore-
casting earnings of 43¢ a share for
the full year.

received a further R1,3 billion from divisia
its rights issue of which R265mil- R921 m,
lion has been utilised for rights- have hj

export si

Tax amnesty
a ‘success’

By BRUCE CAMERON

(329 crer i

ago is proving a success, Minister of
Finance Chris Liebenberg told par-
liament yesterday.

In the first month of the
amnesty, which will run for another
two months, there had been 555
applications.

Liebenberg said there had been a
further 8 600 telephonic applications
and 270 written inquiries,

Inland Revenue officials had
interviewed 740 people about possi-
ble amnesties,

There was also widespread
interest in the amnesty with
19 organisations requesting semi-
nars on the issue.

“Judging by these figures the
amnesty decision was a wise
move,” Liebenberg said.

The amnesty was announced
earlier this year following indica-
tions from the Katz commission that
billions of rands were eluding the
state’s coffers because of wide-
spread tax fraud.

When the amnesty was
announced, Liebenberg warned
that those who did not comply and
were caught would face heavy
penalties.

v e———t—

3

SALE Ol
&, OF

BEST
PRICES!
BEST

(BY FARI)

UET R BN om s e | RO

— -



By LEIGH ROBERTS
YOUR MONEY EDITOR

Small businesses will score from
the concessionary tax measures
proposed in recent income tax
changes, but in a surprise move,
close corporations (CC) have
been excluded from the deal.

In the latest round of amend-
ments to the Income Tax Act,
passed by Parliament last
month, there appears a new sec-
tion (S 37G) which will signifi-
cantly affect the way small busi-
nesses are taxed.

Outline

The section enables the Min-
ister of Finance to bring in cer-
tain regulations, at a future date,
to govern the taxation of those
small businesses run by natural
persons (that is, only sole propri-
etors and partnerships).

The legislation is effective in
the current tax which ends on
February 28 1996. Although the
Minister has yet to announce the

CGs out in cold now, but could gain from
new dispensation in the future, says expert

specific terms of the regulations,
the Act provides a broad outline
of what will be covered.

B A definition of a small busi-
ness that takes into account the
nature of the business, turnover,
profit, number of employees,
other income derived by the
owner and any other relevant
feature determined by the Minis-
ter.

B8 A cash basis of determining
taxable income will be allowed
(that is, tax will be paid only on
the net difference between cash
actually received less cash paid
out).

B A variation in the method eur-
rently used to value trading
stoek.

B The treatment of capital
expenditure. (This could possi-
bly be an accelerated deprecia-
tion period).

B Any other provision which the

Minister of Finance believes will
ease the load on a small busi-
ness of carrying on irade.

B An exemption or extension of
the time limits on submitting
income tax documents, pay-
ments and other forms.

The new section stems from
recommendations made by the
Katz Commission of Inquiry into
Taxation in its November 1994
report, in which it recognised the
importance of the small business
sector as a means of job cre-
ation, as well as the compliance
problems often experienced by
small businesses.

The commission recommend-
ed a cash basis of determining
taxable income in order to
decrease the cost to a small busi-
ness of financing stock and
debtors, as well as allowing for
simpler accounting records.

The commission’s recom-

mendations, however, made no
mention of excluding CCs from
the definition of small business.
Presumably, when drawing
up the income tax amendments,
the legislators used a CC as the
cut-off point to limit the range of
the concessions. While some CCs
undoubtedly house large busi-
nesses, they are also a popular
vehicle for new entrepreneurs
as they offer tax benefits as well
as a degree of limited liability.
Leading tax consultant
Willem Cronje says a possible
reason for the exclusion of pri-
vate companies from the conces-
sions is that big group compa-
nies might be tempted to form
subsidiaries that would qualify
for the small business conces-
sions and hence defeat the
restriction to natural persons.
This reason, however, cannot be
extended to CCs as only natural

persons may be members of CCs.
He points out that the exehu-
sion of CCs will create a policy
uncertainity as CCs were origi-
nally created for the specific pur-
pose of assisting small business-
es. But the new section 37G
should not be criticised too
much, says Cronje, as it indi-
cates government wants to help
small businesses and that the
new section is merely the first
step in a long journey. “With lob-
bying, the seection could be
expanded to include CCs.”

Method

As to when the Minister will
issue the final regulations under
S37G, they're likely to come only
after the Katz Commission has
given its opinion. The commis-
sion is working on the definition
of a small business and deliber-
ating the best method to tackle a
small business that fits the defin-
ition at the start of the tax year,
but falls out of it by the end of the
year.

usinesses
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removed an anomaly from the
Income Tax Act.

Previously, only a physically
handicapped person (and not a
mentally handicapped person)
was entitled to the benefit of a
greater medical expenses
deduetion.

Now, the definition of handi-
capped has been amended to
include a peron who suffers
from-a mental illness, as defined
in Seetion 1 of the Mental Healih
Aet of 1973,

Handicapped people are
allowed to deduet from their tax-
able incomes so much of their
medidal expenses as exceeds
R500 a year,

This deduction applies even
it the taxpayer himself is not
handicapped, but his spouse,
child or stepchild is handi-
capped. I

The Income Tax Aet also
defines the criteria for determin-
ing a physically handicapped
person.
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The Inland Revenue department
was working on a plan to allow pri-
vate accounting firms to perform
tax audits instead of government
auditors to reduce resentment from
black-owned business, Alec Erwin,
the deputy minister of finance, told
the Association for the Advance-
ment of Black Accountants of
Southern Africa convention at Sun
City on Friday.

The finance department was
also evaluating a capital gains tax to
bring South Africa into line with
most other Western countries.

Erwin said the department was
experiencing problems with tax col-
lections, particularly among black

buﬁQs ‘i 12 venue

department was trying to crack
down on tax fraud and bring more
businesses into the tax-paying fold.

However, its nearly all-white
auditing staff were encountering
friction and resentment from black-
owned business.

Erwin said what amounted to
outsourcing auditing could be a
boon to the few black-owned certi-
fied accounting firms. It could also
improve tax collection among small
black businesses and supplement
the department's auditing capacity.

The department was increasing-
Iv plagued by skills shortages, par-
ticularly among auditing and com-
puter staff, caused mainly by the
large gap in salaries between gov-
emment and the private sector.

ferm capital flows into and
et f amaroine nations that it was




Louise Cook

GOVERNMENT should improve its existing tax collec-
tion system rather than impose an “irresponsible and ill-
considered” land tax with a small income potential, the
SA Agricultural Union (SAAU) said in preliminary sub-
mission to the subcommittee of the Katz Commission on
land and agricultural tax.

It claimed that the recoverable amount from a land

Land tax irresponsible, sa
Sana X %%? 9 y

e
g tax was about R400m. 6 20 i ﬂ})
Land Affairs Minister Derel Hanekomn had asked the
Katz commission to investigate the introduction of a land
tax to generate income for infrastructural development
of rural areas.

The SAAU said: “By merely improving the collection
ability of the existing tax administration, the objectives
of the RDP, including the expansion of access to agricul-
tural land, can be achieved without an increase in the

total tax burden”.

1t told the subcommittee that a land tax may have a
disruptive effect on the profitability of farmers, the
object of the tax was possibly of a “non-fiscal rather than
a fiscal nature” and it had frequently failed in other
countries because of poor land evaluation methods.

“Apparently the proven degree of failure, which is a
worldwide phenomenon, is conveniently ignored in SA
because of politically expedient motives.”

SAAU chief economist Koos du Toit said that the total
value of commereial agricultural land, including non-
separable improvements such as dams and boreholes,
was R50bn.

“A land tax, introduced at 4%, could theoretically
generate R2bn in tax a year. But at this rate, farmers’
financial viability would be threatened. In order to be
fair, the tax would have to apply to tribal and communal
land as well. The proposed tax would seriously jeopar-
dise new entrants into the land market.” .

Du Toit said the state would generate a maximum of
R200m if the proposed tax was imposed at 1%.

But administrative costs of about R300m would render
this a “waste of time”.

The union said in its submission that about R9bn in tax,
interest and penalties had been owed to the Receiver at
the end of September 1994.

A total of 150 000 VAT audits had been in arrears at the
time, the union said.




Response to taxman’s Ma

Samantha Sharpe

THE response to SA’s
tax amnesty, dubbed the
taxman’s Masakhane,
had surpassed any pre-
vious amnesty, inland
revenue commissioner
Trevor van Heerden said
yesterday.

However, he was un-
able to disclose the num-
ber of applications sub-

mitted to inland revenue
since the three-month
amnesty began.

He said there had
been a “terrific number
of inquiries”, but it was
still too early to deter-
mine how many of these
would translate into ac-
tual returns,

The toil free number
offering information
about the amnesty had

been iul a ed with
calls and the service
could be extended to cope
with demand, Van Heer-
den gaid.

However, returns
would probably take a
little longerto come in.

Most people interest-
ed in taking advantage
of the amnesty were con-
sulting their attorneys
and accountants.

About 8 600 telephon-
ic and more than 200
written inguiries had
been received during the
first month of the
amnesty.

Those qualifying for
the amesty had until Oc-
tober 31 to take advan-
tage of the offer, which
wag intended to increase
the size of the tax net by
encouraging those out-
sideit toregister.

The amnesty covered

ar
3

“terrific’

ome’ tax in respect of
any assessment ending
before March 1, VAT in
respect of supply of goods
or services or any im-
ported services or the im-
portation of goods before
March, and employees’
tax.

It also indemnified
people against liability
for stamp duty, non-
resident  shareholders’
tax or secondary tax on |
companies in respect of
dmgends declared be-
fore March 1 last year,
sales tax and donations
tax on property donated
before that date.

It did not apply to es-
tate duty, transfer duty,
marketable securities
tax, financial services
levies, regional services
council levies, customs
and excise duties and im-
port surcharges.







By DeREK ToMMeY

The deputy finance
minister, Alec Erwin,
indicated last week
that the government
was evaluating the
introduction of a
capital gains tax.
However, tax experts
have doubts about
whether the govern-
ment is in a position
to properly adminis-
ter such a tax in view
of the complexities
involved.

They say it is not
the tax itself that is
the problem, but the
way it will be
imposed, especially
in the light of South
Africa’s high infla-
tion rate which
means that in many
instances  apparent
capital gains do not
really exist.

Marius van
Blerck, tax consul-
tant to the Anglo
American
Corporation,  said
that in the interest of
fairness, it was essen-
tial for a capital gains
tax to be applied only
to real gains. However, when inflation
was rife, it was extremely difficult to
determine what were the real capital
gains and what were the apparent
gains.

sary to introduce some form of indexa-
tion to prevent the taxation of inflation-
ary gains. But the existence of a money
index for tax purposes could create
other problems for the government,
especially in the area of income tax,

For the past 20 years the changes
made to the income tax rates to adjust
them for inflation have been totally
inadequate, he said. The result has been
that the taxpayer has been caught up by
fiscal drag resulting in him paying con-
tinually higher taxes on the same real
income.

Today’s tax rates are almost the
same as they were three years ago, yet
the value of money has declined by

ENCOURAGING SAVINGS Chris Sts

Van Blerck said it would be neces-

around 25 percent in this period.

Van Blerck blamed the high rates of
taxes paid by South Africans on the
explosion in the public sector wage bill
in the past two decades.

Investors have been criticised for
building shopping malls instead of fac-
tories, he said. But they were only react-
ing to market forces. The sharp growth
in the number of public servants and in
their incomes had made shopping
malls an attractive investment.

The problem facing the government
was that while it was easy to change a
policy direction if it only required
spending more money, it was much
more difficult to move to a different
tack if a cut in spending were required,
he said.

Erwin's reference to a possible capi-
tal gains tax comes at the same time
that the governor of the Reserve Bank,
Chris Stals, has said that to encourage

Capital oains levy would be too

difficult to implement, say experts
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CAPITAL GAINS TAX Alec Erwin

savings, the government should tax
only the real interest paid on savings
(that is after taking into account the
inflation rate and not the nominal rate.

Bankers said this would make it
much more attractive for people to save
as it would help maintain the value of
their investment. At the current infla-
tion rate of 10 percent and the top mar-
ginal tax rate of 45 percent, an investor,
who is getting what might appear a
very good rate of interest of 16 percent,
receives a net after tax return of only
8,8 percent, and real return after infla-
tion of minus 1,2 percentlt has not
gone unnoticed that both Erwin and
Stals have referred to tax matters where
inflation plays a major role.

This suggests that this matter is
attracting the attention of the monetary
and fiscal policies. One possible reason
is that there is some evidence that the
country’s high income tax rates could

T be

depressing
retail sales and
halding back the
cconomy, and that
the government is
looking at ways to
reduce  income
taxes. ,

The recent Katz
commission  of
inquiry into the
country’s tax struc-
ture did not make
a decision on 2
capital gains tax,
saying  that it
intended  examin-
ing the matter fur-
ther.

Foreign
inveslors hdd seen
the absence of a
capital gains tax as
an advantage in
investing here, the
COMMISSION Sdid.
But mare recently
the perception that
such as tax will be
instituted in the
near futurc has
negated this view.

The  commis-
sion said that the

government

should  take

measures  to

allay fears of
foreign investors that a punitive capital
gains tax might be imposed in the
future on investments made now. It rec-
ommended that if a capital gains tax
was introduced the government should
make it clear that it would apply only to
assets acquired after the date of the
announcernent of the tax.

The commission added that the
need for this was especially high in an
inflationary environment where a “cap-
ital” gain in rea terms may be no more
than an investment holding its value.

Michael Katz, the chairman of the
Katz commission, said the commission
was still looking at the possibility of a
capital gains tax but had made no deci-
sion for or against one.

The commission was also looking at
the whole question of dividends, sec-
ondary tax on companies and related
matters, which included the matter
raised by Stals.
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BY BRUCE CAMERON

POUTICAL EDITOR

South Africa is busy ratifying and
negotiating a plethora of double-
taxation agreements with coun-
tries as diverse in economic power
and location as the United States,
Romania, Korea, Japan and
France.

The agreements are nearly all
based on a model agreement
drawn up by the Organisation for
Economic Co-operation and
Development (OECD) and are
essential in today's global mar-
kets.

As result of the years of sanc-
tions and boycotts, South Africa is
a signatory to very few double-
taxation agreements and is trying
to catch up as both trade and
investment increase.

Trevor van Heerden, the com-
missioner for inland revenue
charged with negotiating the
agreements, said there was
urgency in getting the agreements
negotiated as it was important for
both foreign investors and local
business to have certainty when
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artheid’s tax backlog

undertaking actions.

One of the most pressing prob-
lems has been a lack of expertise.

Business, he said, was affected
in many ways by the double-taxa-
tion agreements, particularly
when they established foreign
bases.

“They need to know to whom
and where they pay taxes and
what rates of tax are payable.”

The taxation agreements also
provide certainty and protection
in that they override local legista-
tion.

But the double-taxation agree-
ments are not only there for busi-
ness, they are also important for
tax authorities because they enable
them to exchange information,
including information on people
or companies suspected of dodg-
ing tax commitments.

The range of agreements is
extensive, covering taxation on
dividends, earnings from invest-
ments and immovable property,
interest, pensions, shipping and
air transport, royalties paid for
intellectual property, capital gains,
directors fees, services, earnings

of sports people and musi-
cians, people in government
service employed abroad,
and even students.

Parliament is currently
ratifying nine double-taxa-
tion agreements with anoth-
er 16 being negotiated and
21 in the pipeline. Another
agreement with Taiwan is
awaiting a decision from
Cabinet because of the polit-
ical sensitivities of mainland
China.

These agreements and
pending agreements are on
top of about 15 agreements

already in place with neigh-
bouring countries as well as
with Britain, Germany and
Switzerland. Agreements
awaiting parliamentary rati-
fication are: Korea, France,
Romania, Poland, Hungary,
Sweden, Denmark, Finland
and Belgium. An agreement
signed recently with Mau-
ritius is being re-negotiated.
Negotiations with Ame-
rica are under way while
preliminary talks had start-
ed with countries like Japan,
Australia New Zealand,
Malaysia and Argentina,




Liebenberg wants to eliminate

Secondary Tax on Companies

BY CHARLOTTE MATHEWS
INVESTVENT EDITOR

Secondary Tax on Companies (STC),
25 percent tax levied on dividends
declared by companies, could be
reduced or eliminated altogether if
Chiis Liebenberg, the minister of
finance, has his way.

A spokesman from the min-
ister's office confirmed that he
would like to see it lifted or at least
reduced, but nothing could happen
before the next Budget.

The possibility of easing the STC
burden was first raised by Lieben-
berg in an interview in June when

| he said STC had to go since it was
very investor unfriendly.
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However, he doubted whether
this could be achieved in one year.
STC brought in about R1,5 billion a
year which could not be easily dis-
pensed with.

Fisher, Hoffman Sithole and tax
partner, Anthony Chait, said if the
tax could be made up elsewhere
there would be no hesitation in
removing it. It largely hinged on
budgetary constraints.

Chait agreed it was investor
unfriendly. At present only the
United Kingdom allowed its resi-
dents holding South African shares
to offset the STC paid against the
normal rate of company tax applica-
ble locafly. i

Other countries with which
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South Africa Rad double taxation-

treaties had had a problem with
STC, he said, partly because the tax
had not been in place when the
treaties were negotiated.

Brendan Dardis, Ernst & Young's
associate director, said even if STC
were abolished, companies could
remain in a substantially similar tax
position since it might be replaced
by an alternative tax such as an
imputation tax system accompanied
by a variation in the basic rate of
company tax.

Although an imputation system
could result in a tax on dividends
being implemented, that could be
offset in some way against the liabil-
ity for company tax.




HOSE who have been fol-
lowing the rising price of
paint will applaud my decision
to redecorate the house. I don’t
really need to, but might not be
able to afford to when I do ...
I am not as inspired applying
paint to walls as those who apply
it to canvas, so was relieved when
my wife reminded me we were go-
ing to a party. This was being
thrown by a friend to celebrate the
sale of what we lowly-paid hacks
would call his luxury house.

I mingled drink in hand with
those around the host, who was
speaking about his early retire-
ment, which he took last month be-

" fore punitive income tax measures

came into force this month. A lot
of executives living in luxury
houses have done the same, I un-
derstand.

He mentioned how much he was
spending on a retirement annuity
to reduce his average tax rate,
and, having an affinity with figures
preceded by a rand sign, I quickly
calculated that if this was only the

- statutory 15 percent of his actuar-

jal reserve he would not need to
worry in his old age about the
price of painting the next luxury
house he moves into.

He is a clever man, worked hard
at school and university, ever since
for that matter, has earned a bun-
dle and in the new South Africa is
“privileged”. I on the other hand
have wallowed in idleness, might
be able to retire at 80 in an un-
painted house, and by popular
mental contortion am “underprivi-
leged”.

Thus I am never likely to have a
problem reducing my average tax
rate, but I do have a problem with
the slice the Receiver of Inland
Revenue is going to cut from the
little I am able to save for what
for want of a hetter word I'll call
my retirement.

Readers who share this problem
might care to drop a line about the
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—The Receiver taketh

— a lament

DICK GROVES looks at income tax anomalies facing those about to retire. @\N@ JRG iU \n\ \% g

pointed to investigate the taxation
of pension, provident and retire-
ment funds.

For example, my contributions
to the company pension fund are
tax deductible. The pension paid
when I retire is taxed. This is
strange. My pension will be paid
with the dividends from the invest-
ment of my actuarial reserve, and
the shortfall in the pension due to
me with some capital redemption.
Yet if 1 was an ordinary investor,
the dividends from the capital in-
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would be tax free!

And what if I die prematurely?
Not a problem (for my wife). My
life is insured for a multiple of my
annual salary. Enough to soften the
blow of losing me (I suggest hope-
fully and ambiguously).

But will it be enough after the
Receiver has dipped into it? You
think Im joking. Hardly will the
ink be dry on the claim form be-
fore He will be calculating His
share. He generously allows my
heneficiaries ~rovnd RIPGNAM ¢rv

had been paid to me the day before
I died!

His rationale for this is that the
premiums were paid by my em-
ployer and were thus tax free to
me. I'm grateful there’s no chance
of my employer paying my car in-
surance premiums; the insurance
company’s valuation is not likely
to be enough to replace the car as
itis...

Those sighing with relief be-
cause they belong to a provident
fund rather than a pension fund
can think again; they will be worse
off. Their contributions are not tax
deductible, and the capital drawn
at retirement, minus R120 000 or
so tax free, is taxed at their aver-
age tax rate in the year in which
they retire. Try living for the rest
of your life on what is left!

If on the other hand one was to
take out an individual endowment
policy (another name for a provi-
dent fund), for which premiums
(another word for contributions)
are also paid from after-tax in-
come, the capital paid at maturity
is entirely tax free!

Life insurance from a provident
fund suffers the same fate as it
does from a pension fund, and any
disability insurance is treated even
more harshly. The poor devil who
staggers out of his hospital bed mi-
nus a few limbs must first come to
terms with the fact that his em-
ployer’s fund administrators meet
his claim with what they errone-
ously describe as a disability “ben-
efit”, then that only R1800 is tax
free and that the rest is taxed at
the victim'’s average rate.

Maybe what’s left will make the
down payment on a wheelchair ...

Of course, as your friendly tax
lawyer will tell you, several things
can be done to reduce your tax li-
ability. He doesn’t like to call it
“evasion”. Why, I don’t know; I'm
quite happy to call tax “theft” ...

Employers can create a fund for
life insurance separate from the

What was and
will be

HE actuarial reserve is the

capital value of the pension
to be paid over (hopefully)
many years, of which up to a
third can be drawn in cash, or
“commuted”. Some R120 000 or
so of this third is tax free and
the balance is taxable at the re-
tiree’s average tax rate.

But it is possible until the end
of this month to invest up to 15
percent of this actuarial reserve
in a retirement annuity (another
pension), and to set this off
against income earned in the
current tax year. It is thus pos-
sible to reduce the average tax
rate substantially, sometimes to
the minimum 17 pereent, or
even less.

This will no longer be allowed
from the end of this month.
While R120 000 or so of the third
commuted will still be tax free,
the balance will be taxable at
the bighest of the retiree’s aver-
age tax rate in the year of re-
tirement or in the preceding
year, regardless of any invest-
ment in a retirement annuity.

ceiver. Thus it would be a so-called
‘“unapproved” fund and payments
from it tax free, but employers
would not be able to write off the
premiums against tax. So they’re
not likely to go for that ... (This
made my friendly tax lawyer
smile; he thinks the Receiver
would still get some of it.)

But employers could with one
hand increase salaries and wages
by the amount of the premium, and
claim that from tax, and take it
back with the other hand to pay

they call a “disability” rider to that
life insurance and two birds have
been killed with one stone.

Much the same concept would
work with retirement funding: In-
crease salaries and wages by the
premium for an individual endow-
ment policy paying a tax-free sum
at the employee’s retirement. And
that wouldn’t make any tax differ-
ence to the employer, but it would
to the employee, who would pay
tax on the amount of the premium
deducted back from their salary.

Of course, this sort of skuldug-
gery wouldn’t be necessary if the
state had the intelligence to gener-
ate wealth rather than steal it
from citizens careless enough to
retire, be disabled. or die.

Nor would thousands of people
be employed totally non-produc-
tively finding loopholes in the tax
Act for their clients to crawl
through.

So on your postcard to the tax
commission you should insist that:

@ All contributions (or premi-
ums) to retirement funding be tax
deductible;

@ All proceeds from retirement
funding be tax free; and that,

® All proceeds from life and dis-
ability insurance provided by em-
ployers for employees be tax free.

Surprisingly, government would
not lose out. Personal savings
would be encouraged as never be-
fore, and those savings would drive
prosperity. For they would have to
be invested, inevitably spurring
economic growth, job creation and
all the things government holds
dear.

And, of course, all the proceeds
from retirement funding and insur-
ance would also be invested ...
The Utopian circle would never
end.

I'm surprised Mr Liebenberg
hasn’t thought of it already. Maybe
he has, but since all payments
from government and quasi-gov-
ernment retirement funds to gov--




Katz ‘unlikely to

punt a gains tax’

£b</9/9%

Nicole Mordant

THE Katz commission was un-
likely to recommend the introduc-
tion of a capital gains tax when it
submitted its third report to gov-
ernment in November, Price
Waterhouse tax partner Kevin
McManus said yesterday.

“We see a capital gains tax com-
ing in the medium to long term
rather than the short term,” he
said at a Price Waterhouse tax
seminar dealing with the 1995 In-
come Tax Act.

Tax partner Tenk Loubser said
reasons for postponement of a cap-
ital gains tax included the high
level of taxation in SA and the
complexity of administering the
implementation of the tax.

This concern was the latest
criticism of the revenue depart-
ment’s skills shortage, which was
raised by the Katz commission in
its first report and most recently
by auditor-general Henri Kleuver.,

McManus said 75% of posts in
the Johanneshurg inland revenue
office’s special investigation divi-
sion were vacant.

Capital gains tax would, how-
ever, remain on SA’s tax agenda,
“if only because most of SA’s major
trading partners have this type of
tax”, Loubser said.

Capital transfer taxes, which
existed in the form of 2 land trans-
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fer tax and a donations tax, and
which were due for consideration
by the Katz commission in its
November report, should retain
their current status, but it was
likely the level of tax on transfers
would be raised.

“This system of taxes operates
efficiently, calculations are simple
and the dwindling level of exper-
tise in the finance department
negates the need to change the
current laws.”

Loubser expected the Katz
commission to recommend the in-
troduction of further anti-avoid-
ance legislation.

Secondary tax on companies
(STC) could not be scrapped
overnight as the revenue depart-
ment could not afford this, Mec-
Manus said.

This left three possible routes
open to the commission for its
November recommendations. It
could reform STC into another
form of tax (something Katz had
hinted at in an earlier report),
scrap STC and replace it with a
higher ordinary tax rate, or com-
bine the first two options.

Finance  Minister ~ Chris
Liebenberg and tax commission
chairman Michael Katz have both
expressed concern about interna-
tional criticism of STC, which is
regarded as a disincentive to for-
eigninvestment.
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CAPE TOWN — Inland revenue
toms and excise would be merged into one
tax collection unit headed by an indepen-
dent board and a chief operating officer,
parliamentary sources said yesterday.

The latest technology would be used to
keep track of errant and existing taxpay-
ers, including exporters and importers.

Finance Minister Chris Liebenberg said
he was finalising a fundamental restruc-
turing of the ailing tax collection system
which might require:legislative changes.
He wounld not disclosé details until it had
been finalised and presented to the Cabinet
in three to four weeks.

“We are busy consulting unions, the Pub-

sgon and others.”

Poor tax collection has triggered heated
debate in parliamentary committees in
recent weeks and a row between the Public
Service Commission and auditor-general
Henri Kluever over low salaries paid to
tax collectors.

Liebenberg said the issue of the salaries
paid to tax collectors was “one of the
minor issues.... There are other much
more fundamental issues.” The sources
said government argued that tax officials
were much more demotivated by poor
working conditions, limited technology
and a lack of any definite career paths than
by low salaries. — Reuter.




18 Business Reporr, Serremegr 7 1995

Interim report shows tax

amnesty has poor

The interim report about the per-
formance of the tax amnesty has
been released recently.

Chris Liebenberg, the minister
of finance, told Parliament that
there had been 555 applicants in the
first month of amnesty, 8600 tele-
phone applications and 270 written
inquiries. Although this is not a
final report, we do not have to be
very wise to realise that this is
already a sad state of affairs.

We are a nation of over 40 mil-
lion politically free people. But only
about 1,8 million are registered for
income tax and only 2,7 million
people fall under the Standard
Income on Tax Employee system.

It was expected that by this time
thousands of people would have
registered for tax amnesty.

‘The department is handicapped
by a shortage of skilled personnel.
This makes it impossible for it to
perform efficiently as far as tax
amnesty is concerned. -

Many people are still not aware
of the tax amnesty, while some of
those who are aware have not
responded to the call.

Tax amnesty is not a nor-
mal function of the tax gather-
ers. It is a once-off special piece
of legislation.

The government's chal-
lenge is to participate in mar-
keting the tax amnesty,

That politicians spend their
energy, time and money cam-
paigning for votes and not
employing the same efforts to §
tell their supporters to con-
! tribute to the cost of running
the state defies simple Jogic.

We are now heading for  SPECIAL LEGISLATION Chris Licbenbery * indep
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TAXING QUESTIONS

By MatsHery MaTsHery

It was expected that
thousands of people
would have registered

another election on the November 1
1995. Those who ate elected into
office will be remunerated with the
nation’s purse. The electorate will
expect their aspirations to be ful-
filled. This must be met by the tax-
payers. Where will the money come
tromt if the government is failing to
take things seriously?
What_continues to make one’s

il

resp

@7,0
stomach turn way the govern-

ment congratulates itself.
You canniot set yourself a three-
foot jump, jump it and still call

onse

yourself great. Yet this is what the _

government is doing,

To a certain extent we are still
married to Nkwame Nkrumah's
discredited philosophy of “seek ye
first the political kingdom”.

South Africans should know
that the government is a non-profit ¢
organisation and it cannot finance -

“

national costs  without being

supported financially by those who -
have put it in power.
The inclusion of everyone into

the tax registry has widened the tax {

base and may result in a reduction
of the tax rate so people can be more
comfortable paying tax than evad-
ing it. As a Venda proverb says:
“Nyamutumbani wo kona wa da,
mufumbu wo wana vhushelo.”
This means now there is someone
who listens to your aspirations, he
complains as well as meeting them,

There is no excuse not to register
for tax and become a responsible cit-
tzen because political repre-
sentation is there.

Political franchise is good
but it cannot provide school
subsidies, housing subsidies
or the payment of civil ser-
vants. Only the payment of
taxes can do this. Tax amnesty
is becoming a catalogue of
wishes and vague intentions.

As Lyndon Johnson wise:
ly said: “Yesterday is not ours
to recover but tomorrow is

ours to win or loge”.

O Matsheru Matsheru is an
dent tax ¢
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Nurses’ demands underscore middle-class wmm “%memm:
%éme. eT(eR Jilajas

ments in service standards in black town-

broadly comparable with poorer  sustained economic

e nurses’ strike offers a dramatic  could there be of just how crippling abur-  but is not at all high by

indication of how severe the effect  den income tax is in South Adfrica for all overall international . surrounding, countries.” The key recommendations are: a  ships.

ol s i South Afrca o those anywheren the boad band of mid- _ standarcs. South Africa has t0 ““The report said: “In most  much greater share of public expenditure _Health: The Broomberg/Shisana plan

earners in the lower-middle to upper- &mEEEN. mwacm mn_.,ﬁ mE_ﬁmomm at % \ umﬂm crisis factor, ir_,nr \w‘_& a balance areas of %m,.am::m:» expendi-  on health, education, sanitation and other  will surely add heavily to the medical

middle income ranges. bottom end most of those who are eads to income-tax revolts - ture, aj eid also discrim- vital services must be redirected towards  costs of anyone seeking services outside
Leaders aa&w&:& cisis comunit-  obliged to pay income tax? by people who regard between economic inated ﬂas.z in favour of theleastprivi and total g of m o S owtwill-work

tee at Baragwanath Hospital, and their  Unhappily for them, the majority of  themselves as low eamers, growth and social  Whites and fusther increased the spending can be raised only if national  natignal health service.

counterpasts at some other hospitals,  the hundreds of thousands of people who s that this 45 percent rate Yacial red differences in welfare across income is also raised. ‘This basic redress of the disgracefully

insist angrily that nurses there arepaida  make up that middle income spectrum  comes into play on margin- acal rearess racial groups. skewed pattern of goverrment spending

pittance — barely enough mcm evenasub-  face many other grimly bleak prospects. M_% o.ﬁosm above only Bv Howaro . Eww..?.m has resulted in sﬁnm Services in the past is absolutely justified. So is the

sistersce existence, never mind any proper ) ayear. PReece isparities in access to a whole aim of providing adequate basic services

recognition far the training, hardship and  Redistribution Douglas Gibson, of the’ Tange of mEv:m services, inched- The conclusion from m.ﬁ appears to for all

responsibilities involved in their work. Democratic Party, has right- ing water, sanitation, electricity,  be that there must be a dedline in the tra- But, and both the bank and the IMF
They may well be right, in principle at In that context, the immediate threat ly charged that in the R4Q000-R80000  these really mean is that peaple who can  educatian and health” ditionat First-World quality of servicesin  have warned against these all too real

The bark's 1994 report on Reducing  education, health and others, which were ~ dangers, change has to accommodate

least Bt at the same ime, another criti-  comes not from even harsher levels of for-  income range South Africa has pethaps  afford to pay for all or some of the cost of
cal, and utterly absurd, demand of the =mal taxation but through user charges the most onerous, progressive tax system  various social and economic services Poverty in South Africa summed up the  traditionally available to whites, but that  sowne vital factors.
appalling general situation by saying: are now, mare relevantly, available to a Among these are: the minimal sco)

committee is that these same nurses and through some other redistributive  inthe world. , - should do so. v
should be given some special dispensa- mechanisms. It is certainly tough for high eamners The critical socio-economic feature of  “South Africa exhibits that most bitter of ~ middle/upper-class grouping, which  for further rises in the total tax bill; the
tion for their liabilities for income tax. There is also an excellent case to be  too, and this country can ill afford to see  apartheid South Africa was that it stood social outcomes — destitution amid  includes thousands of people of all races.  nieed for great care to be taken to ensure
“This seems to point o a glaring con-  made for these actions, provided the talented technical, managerial and profes-  all the fundamental concepts of a decent  plenty.” Look what is ahead for them. that the essential goal of better education
tradiction. How can people who are resuft is not only greater social justice in  sional skills heading off for seemingly society on their head. Itendorsed the 1993 finding that there Education: The ending of ModebC  for all does rot lead to 2 foss of the most
should be ing of schools will cause many middle-i itical skills that ph Afri ds asan

appasently so wretchedly paid at the South Africa in the short term, but also  greener foreign grass. But with no capital The World Bank hantl: B
same time have what is obviously amajor  greater and sustainable economic growth  gains tax and with light estate duties, ~expressed the of the whole in and public  parents to seek to pay full private-school ~ indispensable clement of much stronger

grievance about their obligation to pay over the longer term. South Africa stll has much to offer the  rotten era in its 1993 report, An Economic  services, targeting the poor and the fees rather than take the risk that over the i h; the middle-i
income tax? : 1 have not referred to the tax position  business high-flier. Perspective an South Africa. underprivileged”. coming years the leamning culture of the  group as a whole cannot meet alt kinds of
Incidentally, the demand for a special of the truly rich, those with mega- ‘What has to be tackled is the tax bur- The report said: “Whites have person- At the same time, however, the bank,  comprehensive state system will be user charges without some roughly
appreciably lower than that offered in  equivalent reduction in its income tax

personal tax deal has been made by other -incomes andfor with huge capital den of the middle-income group. But  al incomes per capita about 95 times of and its sister organisation the Inter-
national Monetary Fund, is adamant that  Model C. requireTneTcs.

et 2150 claiming to be exceptionally  wealth. That is because I do not think the  their plight could get worse rather than  Africans, 45 those of coloureds and 3,5

badly paid — such as those militant fruck  tax MNMW_H is as proportionately onerous  easier those of Asians. with South Africa already raising about Property: Sweeping increases in rates All this means that the government is
drivers, who sought to blackmail the gov-  for as it is for the middle-i Nor are the genuine low earners hitby “While social indicators for whites, 25 percent of its GDP in taxation there is  canbe expected tohitthose living in affly- ~ right back on familiar territory.

ernment last year by blockading various m.a%ﬂ ificome tax. On R15 000 a year the arswal - such as infant morality and lifeexpectan-  tittle, if any, scope for further rises in the  ent or relatively affluent, once traditional Much more government spending in
toft-road plazas. e top marginal income tax rate of  tax payable is only R75. oy, are in the range for developed coun-  total level of taxation without putting at ~ white, suburbs who have to help to meet  some aress has.to be financed by massive
Ermwa.oangﬁmzﬁmmSnm:nmGvﬁnﬂ—»animg‘ﬁsenmﬂﬁcﬁ But to go back to user charges, all tries those for the African majority are  great risk the prospects for strong and  the costs of highly desirable improve-  cuts in other expenditure.
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Changes to retirement tax
policy ‘encourages avoidance’

BY FRANGOISE BOTHA

Inastrongly worded attack on the depart-
ment of inland revenue, Costa Divaris, a
tax consultant, said the recent changes to
tax policy affecting retirements had
encouraged the worst form of tax avoid-
ance.

Speaking at a tax seminar in Cape
Town yesterday, Divaris said: “Many peo-
ple who should not have touched their
retirement provisions under the revisions
of September 1, did.”

He blamed the department for not
providing sufficient information about
the changes in tax policy with regard to
pensions. Many civil servants had retired
to avoid paying the higher tax, despite it
not applying to them, Divaris said.

Commenting on the practice note

af(@ﬂ)/af‘f 1% (Bee0)

issued by Inland Revenue Divaris said
that in effect, the department was encour-
aging tax avoidance.

“Many people have retired in terms of
the funds, but have been re-employed by
their companies.”

He asked why the department had
been “so inept” at addressing the true
problem, which he cited as being that the
retirement industry had created fund ben-
efits that had not been envisaged when
the tax Jaws had been created.

He said that there had been a failure in
the systems of South Africa and that the
only system the government could rely
on now was the tax system.

“The only form of discipline that we
have in this country is financial. It certain-
ly is not helped by justice or the police,”
he said.




THE finance ministry’s plan to merge
inland revenue and customs and excise
into a single independent body — part
of a strategy to beef up tax collection —
could increase tax collection costs more
than R1bnin 1995/96 against 1994/95.

Tax sources said the new body, the
SA revenue services, might be expect-
ed to raise its funds through a 1,5% fee
on revenue collected, estimated to be
R123bn in 1995/96. This compared
with the 0,8% or R800m in 1994/95.

US tax expert Glenn Jenkins, called
in to help government with its restruc-
turing, proposed that SA revenue ser-
vices pay for private sector salaries and
information technology needed to re-
vamp tax administration through a
1,5% fee on revenue collected.

Katz commission member Pierre du
Toit said a collection cost of 1,5% of rev-
enues collected would still put SA at
the bottom end of the tax collection cost
scale when compared with other coun-
tries. Measured against international
norms a 1,5% fee on tax revenues was
“by no means extravagant”.The Katz
commission had recommended that
tax collection costs rise to 1,2% of col-
lected revenuein its interim report:

However, independent tax consul-
tant Willem Cronje said the long-term
trend towards increased tax collection

expenditure in SA was “worrying”;

Tax collection costs in 1985 stood at
0,3% of revenue collected, at 0,8% 10
years latér and a proposed 1,5%a year
after this;, despite a fall in“the effec-
tiveness of tax administration.’
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IN MY OPINION

Wanted: a simple tax system and low rates

Ray Eskinazi is Ernst
& Young national di-
rector of infernational

tax, in Yohanngshurg.
€
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The decision to invest in an emerging mar-
ket is usually an economic one, not unduly
influenced by tax considerations.

The recent recommendations of Sacob
favour the adoption of a single, low cor-
porate tax rate in preference to a higher
rate, unevenly reduced by various tax-based
incentives. Though these have been system-
atically phased out, no effective steps have
been taken to reduce the effective corporate
tax rate.

An October 1994 Ernst & Young survey
of the Global 1 000 companies revealed that
reasons for investment are either market-re-
lated (internal market opportunities avail-
able, the need to pre-empt competition) or
strategic (location of manufacturing based
on cost advantage or profit maximisation).

However, tax may influence the structure
of the investment and the economic out-
come. Most of the companies surveyed took
tax into account at feasibility study stage.
This is not surprising, Though tax incen-
tives are not rated highly as an attraction by
investors, an inappropriate tax system can
render a project unviable.

Tax systems give relief for taxes incurred
overseas in two ways: by exemption or
credit.

If the investor is based in an exemption
regime, as in most of western Europe, there
is no further tax to pay on income taxed
abroad. Companies based in such countries
have an incentive to minimise tax in the
emerging market because it is an absolute
cost to them. Therefore, they may well be
interested in “tax holidays” exemptions for
a specified period.

Investors based in countries with credit
systems, such as the US, UK and Japan,
face more problems. The tax paid in the
emerging market is, in theory, offset against
the tax payable in the home country. Ef-
fectively, the investor pays tax at whichever
rate is the higher.

If income is taxable, the corollary is that
financing costs should be deductible. But
US companies typically have difficulty ob-
taining full relief for financing costs be-
cause US rules demand that interest ex-
pense is apportioned against foreign source
income. Multinationals based in most other

jurisdictions do not face this problem.

Multinationals based in countries operat-
ing foreign tax credit systems may also
have problems benefiting from “tax holi-
days,” granted by the emerging market,
since all this does is transfer the charge
from the emerging market to the investor
country. But some investor countries allow
“tax sparing,” giving the company a notion-
al tax credit representing the tax which
would have been payable in the emerging
market if no holiday had existed.

Investors in emerging markets also need
to consider their home country’s general tax
regime and whether it will help or hinder
the structure to be adopted. There could be
tax consequences if technology is trans-
ferred to the emerging market country (UK,
Netherlands, Australia and others); there
could be difficulties in obtaining tax relief
in a joint venture (US); there may be few or
incomplete rules for dealing with foreign
exchange differences (a complex regime, as
in the US, Japan and now the UK, may pro-
duce problems of its own), There may even
be specific incentives to invest in emerging
markets (France and Japan).

A major general issue for investor com-
panies from sophisticated tax regimes is the
existence of “controlled foreign corporation/
company” rules. These rules are designed to
stop companies retaining funds offshore in
tax havens. This regime will normally deem
certain categories of offshore income (usu-
ally passive or investment income) to be tax-
able in the home country, regardless of
whether it has actually been remitted there.

Certainty of freutment

The next major issue when investing in
an emerging market is certainty of treat-
ment. The major comfort is the home coun-
try’s tax treaty network. Tax treaties cover
all those areas where two countries may
claim taxing rights over the same person,
transaction or income, and assign prece-
dence to one country in each case.

Tax treaties clarify what entails a taxable
activity or transaction, limit the amount of
tax which can be withheld on payments
made, protect investments from tax in the
early stages, and give some security to ex-
patriates’ tax positions.

The investor will then have to deal with
the flows of payments for intangibles, fi-
nancing costs and profit distribution. These
are often subject to withholding taxes in the
emerging market which may also be ap-
plied to payments to suppliers. This in-
creases the importance of double tax agree-
ments in planning the flow of funds.

One crucial issue is whether any tax hol-
iday is preserved. Some countries allow tax

sparing in their domestic law but others al-
low it only in double tax agreements. Asian
countries’ treaties tend to have tax sparing,
perhaps reflecting their relative long stand-
ing as emerging markets, while newer en-
trants such as the formerly communist
countries of eastern Europe do not.

Where there is no double tax agreement,
and the investor is based in a credit regime,
unilateral credit under domestic law is the
only possibility for relief. Where the treaty
network is inadequate, the investor might
also consider investing through a third
country, known as “treaty shopping.”

There are well-known “gateway” loca-
tions such as Austria and Cyprus for eastern
Europe and the Commonwealth of Indepen-
dent States, and Mauritius for India, where
investors can set up structures which take
advantage of generous tax treaties with
emerging markets.

“Treaty shopping” has long been attacked
by tax authorities in developed regimes,
who have tried to limit the benefit to gen-
uine residents of the treaty partners. But, for
investment in emerging markets, the tech-
nique has a role to play.

To create a successful investment in an
emerging market, it is important to make
the local economics work. Negatives to be
addressed include cost-increasing indirect
taxes, turnover and export taxes, high ef-
fective rates of employee taxes and social
security, and inappropriate levels of profits
taxes. Positives are tax holidays and other
incentives, as well as the possibility of ne-
gotiating an appropriate tax regime.

Retention of sales proceeds in the cur-
rency in which they are made may not be
possible. A number of emerging market
countries have stringent foreign currency
controls.

While a foreign entity may be able to re-
tain, in foreign currency, the proceeds of
sales made outside the country, this may not
apply in other circumstances.

On the more positive side, foreign invest-
ment laws may “grandfather” or preserve
the regime under which an investment is
made, or protect against future tax changes
for a specified period. With such arrange-
ments, the risk lies in enforceability.

The advantage of the best intentioned
“incentive package” may be neutralised by
the tax regime in the investor’s home coun-
try. As aresult, several emerging market
countries do not or no longer offer any di-
rect incentives, citing instead simple sys-
tems and generally low tax rates.

Though the action required in SA is sim-
ple, the debate continues to the detriment of
the country’s ability to market itself as an
attractive investment destination.
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th duty tax a likely revenue target

Own Correspondent

JOHANNESBURG. — South
Africa has one of the lowest
rates of death duty in the
world, which provides the gov-
ernment with a perfect oppor-
tunity to target the tax as a
new revenue producer.

About 850 000 households are
affected by estate duty which
is payable at 15 percent on the
portion of dutiable assets ex-
ceeding R1 million. But things
are almost certain to change
and change could come as soon
as next year. .

The Katz Commission is
scheduled to make recommen-
dations for estate duty and do-
nations tax (the two capital
transfer taxes) in their Novem-
ber 1995 report. The govern-
ment then has three months to
consider the proposals before

announcing the new tax laws in
the March 1996 budget.

At a Southern Life media
presentation this week, Chris
Liddle, executive director of
the life division, gave his pre-
dictions for a new and more
threatening estate duty: a low-
ering of the threshold from
Rilmillion to R700 000, co-incid-
ing with an increase in rate
from 15 percent to 25 percent
or even 35 percent.

A lowering of the threshold
to R700 000 will make estate
duty payable by an extra
320 000 households, says Mr
Liddle.

The following example
shows the effect of an increase
— an estate with a net value of
R1,1 million will be liable for
R15 000 estate duty under pre-
sent legislation. At a threshold

of R700 000 and at a rate of
25 percent, the liability in-
creases to R100 000.

The family who is likely to
face a huge estate duty bill has
a number of options — to liqui-
date assets or to borrow when
the tax is paid, to save before
the event, or to take out life as-
surance.

The problem with traditional
life assurance policies, says Mr
Liddle, is that they are not de-
signed specifically to meet the
needs of estate planning in that
they do not provide for flexible
payouts.

“Estate duty legislation per-
mits the tax to be paid at the
time of the death of the second
spouse (because assets left to a
surviviving spouse escape es-
tate duty). As one obviously
doesn’t know whether the hus-
band or wife will die first, one

has, until now, had to take out
a separate policy for each
spouse.”

This inflexibility of payouts
caused Southern Life to come
up with a new life assurance
policy, exclusive estate pre-
server, which offers lower pre-
miums and allows packages to
be tailormade to provide li-
quidity when it’s required, be it
on the death of the first or sec-
ond spouse, or for partial pay-
ment on the death of each of
the spouses.

The estate preserver policy
falls under Southern’s exclusive
life range, which requires poli-
cyholders to test for HIV every
five years in an effort to pro-
tect the policyholder against
drastic future premuim in-
creases resulting from the Aids
epidemic.
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JOHANNESBURG. — A burea-
cratic deadlock was broken
this week, paving the way for
an end to the state of turmoil
reigning in the nation’s two
revenue-collecting depart-
ments of Inland Revenue and
Customs and Excise.

Over R21 billion is estimated
to escape the tax net each year
through the inability of the two
departments to collect all tax-
es due.

Yet, the infighting between
the ministries of finance
(wwhich controls the two de-
partments) and public service
and administration has pre-
vented any action being taken
to improve the departments’
performance.

This week, however, the pub-
lic service commission broke
the deadlock and met to con-
sider a report put forward by
the ministry of finance that
holds proposals for improving
the efficacy of the two depart-
ments.

The deadlock between the
two ministries was made pub-
lic earlier this month when the
auditor-general, Henri Kluever,
blamed t )e/public service com-
mission“for the departments’
inability to collect all their
revenue.

Mr Kluever attributed the
problems to the commission’s
refusal to allow the depart-
ments to offer better salary
packages to attract qualified
staff, and to an over-hasty af-
firmative action programme.

The public service commis-
sion retaliated defensively with
a media release stating it was
totally unacceptable to blame
the commission for the depart-
ments’ weaknesses and fail-
ures.

The finance report being
considered by the public ser-
vice.commission has been
drawn up by accountant
Charles Stride, special adviser
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to the mméer f fmance The
report, which has not yet been
made public, recommends fun-
damental structural changes.
It calls for the amalgam-

ation of Inland Revenue and -

Customs and Excise into one
unit, to be known as the South
African Revenue Services, the
unit to be independent of the
public sector. The new revenue
service will be led by a chief
operating officer who will re-

R

port directly to an independent

board.

The autonomy of the revenue
service will open the door to
higher salary scales being of-
fered to attract the qualified
and skilled staff that are des-
perately needed.

The business principles to be
followed by the revenue ser-
vice are in line with the recom-
mendations of the Katz com-
mission into taxation in its
November 1994 report. The
Katz commission recommend-
ed the autonomy of the two de-
partments, as well as suggest-
ing that a financial incentive
system for tax collection be
considered.

It is understood that a crisis
management programme for
the two departments has re-
cently been prepared which
will address the immediage
problems. Presently, six out’of
seven receivers of revenue of
the major offices are in an act-
ing capacity only, as no ap-
pointments have been made for
18 months and more. The de-
partments’ face other problems
like an archaic computer sys-
tem and a general lack of re-
sources.

Also in the pipeline is a pro-
posal for assistance from
abroad. Germany, Sweden and
the United Kingdom have of-
fered their services in the plan-
ning of the new administration
system, in the training of staff
and in developing a new com-

puter programme.
ps
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By JoN BEVERLEY

SPECIAL WARITER

The clothing industry remains in
poor shape for the future, says F N
Haslett, the chairman of Sterling
Clothing. This is in spite of the
improvement in income which saw a
R373 000 tumaround from a loss last
June to a surplus of R218 000 by the

- end of this June.

The greatest uncertainty is over
the relaxation of duty on imports
from Zimbabwe, which came into
effect at the weekend, together with
the continuing drought and the
“ever present uncertainty in the
labour market”.

The results show a 40 percent
improvement in turnover to R24 mil-
lion and a 108 percent rise in operat-
ing income to R1017 million — a
trend that has been ongoing since
last year’s poor first-haf results.

Earnings a are a modest
1,1c — against 15¢ for the whole of
last year and a loss of 0,8c for the first
half of last year. No forecast is made
for the rest of this year.

Labour act ‘a victory for ég)ﬂions

NO SELL OUT Cosatu’s secretary general, Sam Shilonwn, denies claims that
the union has ‘sold out’ on key provisions of the Act

e
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By Ross HERBERT

LRI

tory for unions, Sam Shilowa,
Cosatu's secretary general, said on
Friday at a press conference called
to counter complaints that Cosatu
had “sold out” on key provisions.

Cosatu faced criticism from the
Farm and Rural Labour Rights
Advocacy Group that the act
ignores provisions demanded by
agricultural workers. Shilowa said
the final bill was far closer to the
union’s positions than to those pro-
posed by Business South Africa.

He said the ANC had inserted
several union-favourable clauses
before the bill was passed in the
National Assembly on Wednesday.
He said fighting to gain more could

have delayed the bill until the next -

parliamentary session.

He said he regretted failing to 1

win an outright ban on the use of
scab labour. Under the final bill,
employers can use replacement
" workers in the absence of a lock out.
He said Cosatu would work
rext year for passage of a man-
datory minimum of four weeks sev-
erance pay for dismissed workers.

‘VAT must rise if economy is {0 grovy

BY AUDREY D’ ANGELO
CAPE BUSINESS EDTOR

Foreign investors are enthusiastic
about South Africa, there is no rea-
son for the economy to slow down
and growth of 4 percent or 5 percent
is possible, said Brian Kantor, a pro-
fessor of economics at the Uni-
versity of Cape Town.

In an upbeat address to the
annual congress of the Cape Ass-
urance Industry Liaison Committee
on Friday, Kantor said consumer
spending and exports were rising,

capital inflows were good and for-
eign loans cheaper because the per-
ceived risk factor was lower.

He expected continued stability
for the rand.

But it would be essential for VAT
to rise and for personal income tax
to come down in the next Budget.

Kantor said there was reason for
great satisfaction about the healthy
state of the economy.

“About 60 percent to 65 percent
of the economy is actually con-
sumption spending, and that is
growing nicely.”

The formal part of the economy,
which was the only part that could
be measured, was growing at a rate
of 3 percent. But the informal sector
was important and it was also

gowing,

This was shown in the taking up
of formerly excess capacity in
industry and.the. willingness of
manufacturers to invest.

The eamings of the industrial
sector of the JSE were 30 percent
ahead of last year, after tax.

Kantor said the excellent news was
that international capital markets

0

were giving South Africa virtually
everything it asked for.

“It comes in a variety of ways,
but the most important is in trade
credit lines. This is thought of as
short-term capital, but in fact it is
continually rolled over in trade. It is
the best finance you can have —
apart from direct investment.”

Companies such as IBM and
Ford had returned and others such
as McDonald’s were coming for the
first time. Foreign companies
already here were making capital
investments to remain competitive.

{
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New revenue
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The ministry of finance was gearing
up to consult the public service
commission and unions about
plans to restructure revenue collec-
tion, parliamentary sources said.
The sources said Alec Erwin, the
deputy finance minister, yesterday
briefed members of the finance and
public service and administration
committees privately about the

plan, saying they were “on a very
fast track”,

Chris Liebenberg, the finance
minister, briefed the finance com-
mittee on the proposed plans last
week and afterwards said “funda-
mental” changes were being
considered. He would not elaborate
until the cabinet was consulted.

The plans involve the merging
of the departments of Inland Rev-
enue and Customs and Excise into

the South African Revenue Services
under an independent board and a
chief operating officer.

As suggested by Glenn Jenkins,
an American tax expert of Harvard
University earlier this year, the new
body would pay for the higher
salaries and information technolo-
gy needed to revamp tax collection
through a 1,5 percent fee on rev-
enue collected, the sources said.

According to a document re-

?ollectmn plan ‘on very fast track’

leased by the department earlier
this year, Jenkins also suggested
that the new body should be able to
charge a fee for additional services
it might be asked to provide.

“A strict performance-based
budgeting system should also be
implemented,” the report said,
adding that greater autonomy
should be coupled with improved
financial reporting to ensure public
accountability.




VAT must rise if economy is to grow, warns moa oE-m

B BY AUDREY D'ANGELO

Fureign investors are enthusi-
astic about South Africa, there
is no reason for the economy to
slow down and growth of 4 per-
cent or 5 percent is vamm_gm.
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Kantor said there was
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about the healthy state of the
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“About 60 percent to 65 per-
cent of the economy is actually
consumption spending, and
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But the informal sector was
important and it was also grow-
ing. This was shown in the tak-
ing up of formerly excess
capacity in industry and the
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invest.

The earnings of the industri-
al sector of the JSE were
30 percent ahead of last year,
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Kantor said the excellent
news was that internati
capital markets were giving
South Africa virtually every-
thing it asked for.

“It comes in a variety of
ways, but the most important is
in trade credit lines. This is
thought of as short-term capi-
tal, but in fact it is continually
rolled over in trade.”
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| tax dodgers
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Amendments to the Income
Tax Act cut back on the
loopholes to which firms
have become accustomed.
Karen Harversomn
reports

TAX loophole, which effec-
tively meant Inland Revenue
4 made aloan to the taxpaying
i B public, has been stopped.

This was one of the 1995 amend-
ments to the Income Tax Act, passed
inJuly and reviewed at a Price Water-
house tax seminar this week.

A set of rules has been introduced
to regulate the timing of interest paid
on finaricial instruments such as
bonds, and promissory notes .

“Previously there has been a mis-
match between the timing of when the
issuer of the instrument deducted the
interest incurred on the income
instrument and the time when the
holder of that instrument was taxed
on the income from it,” says Price

. Waterhouse partner Kevin McManus.

Theissuer would deduct the interest
immediately but the holder of that
instrument would often only be taxed
on the interest received at a later date.

“So, in effect the revenue was los-
ing out on the time value of the
money payable,” says McManus.

Another loophole, now closed,
enabled a company to use the tax
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Tax loopholes cut: Kevin McManus (lefi) and Fabian Goody
PHOTOGRAPHS: KAREN HARVERSON

write-off on the cost of buying an air-
craft to reduce its overall tax.

Forty percent of the cost could be
written off in the first year and the
remainder over three years. A similar
allowance was available for building
or buying a ship.

“Various schemes were devised by
certain companies to take advantage
of this tax incentive, even though they
had no use for an aeroplane in their
mainstream businesses,” says Price
Waterhiouse partner Fabian Goody.

Tax-paying companies exploited
the provision by forming a partner-
ship with a non-tax paying organisa-
tion which required a plane for its
operations, such as a charity provid-

ing medical services.

Both organisations benefit from the
scheme. The tax-paying company
deducts the expenditure on the plane
from its overall income which will
result in it paying less tax overall

The non-tax paying organisation,
through the partnership, pays much
less for the plane through the use of
the tax-paying company’s tax capacity.

The Act has since been amended
to make the incentive less attractive.
Now only 20 percent can be written
off in the first year and the remain-
der over the next four years.

“There's still money to be made but
it has effectively been reduced by
half,” says Goody.
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Automakers
won't reveal
share otfer

BY Roy Coka

PRETCRA
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t ap ears unlikely ‘the National

Union of Metaiworkers (Numsa)
will take a shareholdmg in
Automakers, the holding company
of Nissan South Africa which is set
to be listed on the JSE on October 24.

Discussions took place between
representatives of Automakers and
Numsa on Friday following com-
ments by John Newbury,
Automakers' chief executive, that it
was keen for the unions to take a
“strong” shareholding in the com-
pany in the future.

Newbury said Numsa was
pleased Automakers had made a
share offer to the union but believed
it would not take up the offer as it
did not have a share portfolio.

Numsa officials were unavail-
able for comment.

Newbury would not disclose
how many shares had been allocat-
ed tots staff and the unions, adding
that this would be revealed when
the prospectus for the preferential
and public offerings was released at
the end of this month.

A total of 180 million shares are
to be listed at an issue price of 500c
a share. Of the R244 mullion raised,
R125-million  will go info
Automakers and the remainder will
be used to run down Sankorp’s

shareholding in Automakers from
100 to 55 percent.
Two Japanese companies,

Nissan Diesel and Mitsui & Co., are
to invest a total of R112,5 million in
Automakers, giving them 129 per-
cent shareholding in the company.

The 45 percent balance will be
held after the listing. by a mix of
institutions.

the company. .

Solchem is 79 percent owned by
CTP, a subsidiary of newspaper and
magazine publishers Caxton.

Edwin Jankelowitz, the chair-
man of Solchem who is also the
chairman of CTP and a director of
€axton, said yesterday there were
no plans to delist Solchem.

The reason for retaining the list-
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it had an arm’s length relationship
with us, as it does with other print-
ers,” he said.

Solchem shares have not been a
spectacular investment, They listed
at 50c in 1987 and in the first eight
months of this year have ranged
between a high of 65¢c and a low of
50c, although they reached a high of
125¢ last year.
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Secondary tax saved

companies bil

By DeREK TOMMEY

The introduction by Derek Keys in
March 1993 of the secondary tax on
companies has probably saved
listed companies from paying out
about R6 billion in cash dividends
in the intervening period, figures
compiled by the JSE indicate.

The secondary tax is paid by a
company on any cash dividends it
declares. But scrip dividends which
take the form of shares are exempt
from the tax.

As a result many industrial and
financial comparies have switched
to paying scrip dividends and to
paying cash dividends only at the
request of shareholders.

The cash companies have saved
by paying scrip dividends has been
available for reinvestment in their
operations.

This additional interest-free
capital helped boost the growth rate
of many companies. It is likely that
had manufacturing companies not
had this cash saving, investment
would have been weaker.

JSE figures show that scrip divi-
dends paid by listed companies in
1993 were worth R697 million. This
figure spurted to R2,27 billion last
vear and in the first eight months of
this year amounted to R3,02 billion.

However, many mining compa+
nies are still paying cash dividends
only and in the 12 months ended

ions
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about R17 billion. This, and the fair
amount of double counting which
takes place as dividends pass from
one company to another, helps to
explain why scrip dividends were
still only a small proportion of the
R223 billion in total dividends paid
in the 12 months ended August.

Share incentive and option
schemes have also contributed extra
capital to listed companies. In the
first eight months of this year
R341,4 miltion worth of shares were
taken up by members of option and
share incentive schemes.

This is based on the price at
which the shares were issued to
members of these schemes and does
not show the price af which they
were sold.

This year has been a poor year
for the exercise of share incentives
and option schemes.

Shares worth R1,09 billion were
taken up last year and in 1993
R590,4 million.

The heavy exercise of options
last year followed the doubling of
share prices in the previous two
years and was probably triggered
by the view that shares prices were
unlikely to rise as fast in the next
few years. This view has been sus-
tained by the behaviour of the JSE
this year. At the end of August the
all share index was down 55 per-
cent on its December level.
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WO recent events mark the
formal start of a new era in
. SA’s fiscal history; the pub-

lication of the financial and
fiscal commission’s formula for al-
locations to provinces, and the pub-
lication of the Borrowing Powers of
Provincial Governments Bill.

Both documents place the finane-
ing of government and its con-
stituent elements on a new footing.
Their consequences will determine
to what extent provincial govern-
ments have the power to be masters
of their own financial fate in the
years to come.

The report of the Financial and
Fiscal Commission sets the criteria
and, more importantly, the limits of
what provincial governments can
expect from national government,
and their borrowing powers, deter-
mining the extent to which they can
stretch those limits.

So now that the dust has settled
slightly, how fair are the commis-
sion’s criteria to the provinces and
how much autonomy will they have
to set their own fiscal goals?

To an extent, both questions can
only be answered in the context of
SA’s past fiscal setup. Even before
work was started on both projects,
experts in provincial funding were
of the opinion that there were sev-
eral objective limitations on the ex-
tent of provincial fiscal autonomy.

m he past collection of taxes on a
national basis placed a functional
limitation on the ability of new
provincial administrations to collect
their own taxes because new infras-
tructure, a new system and new re-
sources would have to be put in
place. Even if this was considered a
desirable goal, the comparatively
small size of the SA economy might
render such an option uneconomic.
The fact that SA has a VAT system
would also make it difficult for
provinces to set their own rates of
indirect tax.

But overwhelming even these ar-
guments was the stark reality of the
vastly different potential tax bases
of SA’s provinces. In short, provin-
cial governments could expect to be
almost totally dependent on nation-
al government for the largest part of
their funding, even in the medium

Documents mark the

start of a new era in
SA’s fiscal history

TIM COHEN in Cape Town (320 )
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to long term. With this as a starting
point, the commission’s formula for
the allocation of resources from na-
tional government becomes crucial.

As between provinces, the com-
mission’s formula rests on three ba-
sic elements: a “basic grant”, which
is determined simply with reference
to a province’s population, a “nation-
al standards grant” which provides
a boost for provinces that need to
provide more education and more
heaith care and a “tax capacity
equalisation grant”.

Although the “basic grant” refers
to the population of a province, rural
residents are given an extra 25%
weighting to assist provinces which
need more resources to overcome
poverty. The commission also con-
sidered using the Human Develop-
ment Index and other socioeconomic
indicators, but felt “ruralness” was
the most appropriate and least con-
tentious of the indicators.

The “national service standards”
grant provides a boost for provinces
that have disproportionate popula-
tions between five and 17 years of
age, and those with greater health
care demands.

Thirdly, the commission plans to
give more to those provinces which
raise their own taxes, but which
could not reach an objectively set
level. The aim is to encourage
accountability by encouraging
provinces to raise their own taxes.

It would be achieved by providing
a “fill up” to those provinces that
raised their own revenue but were
unable to reach the specified level
because of a limited tax base.

This measure would encourage
provinces to raise their own rev-
enues because if they did not do so
they would forfeit both the revenue
raised and the national government
“fill up”. But despite the importance
the commission attached to this el-
ement of the formula, it has not yet
been introduced into the formulabe-
cause it must be done in conjunction
with the granting of powers to
provinces to levy their own taxes.

C sing the first two elements,

the commission calculated each
province’s slice of the pie at a future
date. After being careful to ensure
no province’s income decreased
more than 4% a year, it stretched
the date its criteria would come into
operation to 2000.

In this financial year the losers
would be the Western, Northern
and Eastern Cape. Free State would
remain about the same while the
other provinces would get more. But
even at the full extent of the appli-
cation of the commission formula,
the changes are not large with even
the biggest loser, the Western Cape,
dropping from getting about 11% to

8% of the total provincial pie.

Commission deputy chairman
Antony Melck said drawing up the
formula was easy because, when all
calculations were done, the differ-
ences between the provinces were
not that large. The vast differences
in wealth in SA are largely dis-
guised when provinces are taken as
a whole. A far more tricky problem
awaits provincial governments in
deciding on spending between local
governments where the differences
are much more marked.

Conceivably, the more con-
tentious decision is the total provin-
cial-to-national split — arguably
the commission’s biggest and least
objective policy decision. Here it
compromised: the national govern-
ment’s portion of the total national
budget will not be decreased in
favour of the provinces, but all new
resources derived from increased
economic growth would be allocated
to the provinces. But even with this
compromise after five years the na-
tional budget will still be larger
than all the provincial budgets put
together. :

The same bias towards national
control is evident in the Borrowing
Powers of Provincial Governments
Bill, which will be put to Parliament
next year. Although ostensibly in-
tended to grant provinces the con-
stitutional rights to raise loans, the
legislation is restrictive in nature.

The legislation prohibits pro-
vinces’ access to derivative financial
products and foreign capital mar-
kets and restricts national govern-
ment from guaranteeing provinces’
domestic loans. The legislation al-
lows the finance minister to place a
cap on total loans by specifying an
upper limit on interest payments.

Clearly, the main fear of the
drafters of the legislation is that
borrowing by provinces could allow
them to disturb the finance depart-
ment’s carefully laid plans for the
reduction of SA’s deficit. At the back
of their minds is SA’s recent painful
past of government spending out of
control in the former TBVC states,

At the heart of the legislation lies
the establishment a loan co-ordinat-
ing committee which, according to
the memorandum, will ensure equi-
ty and “orderliness” in loan-raising
programmes. )

The committee is made up of the
finance minister and the premier (or
his representative) of each province.
It must reach consensus on the total
amount of loans to be raised by éach
provincial government in each fi-
nancial year. If it is unable to do so,
the minister decides.

# W& hether the commission and
finance department have deter-
mined a fair national/provincial
split requires expert opinion. There
may be good reasons for maintain-
ing national control, but the chal-
lenge for national government is to
demonstrate two things: Firstly, if
provincial governments are going to
be essentially the spending agencies
of national government, it must
show how they are to be accountable
for their spending.

Secondly, national governmient
must demonstrate that provincial
governments serve some function
other than to be national govern-
ment writ small. After all, if they are
all doing exactly the same things as
each other, why have provincial gov-
ernments? Or as a recent Economist
article pointed out in the context of
education, why will the attempt to
achieve equality not merely result
in standardisation? =
1 Cohen’s Parly View column. will
resume when Parliament reopens.



New legislation will help the

Thli;q‘“is the sac(%;lyqf a two-part interview with Alec Erwin, the deputy minister of finance, by

Bruce Cametb &xamines why the government has struggled to deliver in the shott term,

The local government elections and
enabling legislation will place the govern-.
ment in a position to increase the rate of
delivary on the reconstruction and devel-
opment programme, although the perfor-
mance until now has been disappointing,
Alec Erwin, the deputy minister of finance,
said.

“We would all agree we would have
hoped that delivery would have started
earlier and there is some concern that it has
not. We probably underestimated how
important some of the enabling legislation
was to get things moving. We thought we
could just-ghmp a significant increase in
expenditure through the existing system
and, with goodwill, things would happen.

“I think local government elections are
much more important than we realised
because decisive decision-making is need-
ed at the bottom end of the decision-mak-
ing scale if you want to get things deliv-
ered.

“Departments are taking some steps to
kick start things, but these are special mea-
sures and they cannot be used in every
case. We have got to finally rely on local
government delivery mechanisms.”

Delivery

The slow delivery was having another
effect in that funds allocated were not
being spent, meaning sizeable amounts
were being kept out of the economy, affect-
ing potential growth.

The recently appointed cabinet com-
mittee on the economy had been created to
speed up delivery, despite being initially
misinterpreted as one which would
change policy.

Although there was no reason why pol-
icy should be rigid, the main reason for the
appointment of the committee was to cre-
ate “a mechanism for focusing and deploy-
ing resources in particular areas to get
them moving”.

Erwin said the government was busy
with enabling legislation that should speed
up economic growth as well as meet the
objectives of the reconstruction and devel-
opment programme.

Changes

Major changes included the Labour
Relations Bill, which apart from its effect
on the private sector, was important in
helping to restructure the public service.
Other legislation, such as the Development
Facilitation Act, the education bills,
changes in trade and industry policy, and
the reform of tax and of customs and excise
were important for meeting social and eco-
noric targets,

“By the end of next year a lot of the
enabling legislation will have been ‘com-
pleted. Then we will be dealing with more
specifically targeted areas.”

Despite his disappointment at the stow
delivery, Erwin is pleased with the eco-
nomic revival which “is much better than
we ever anticipated”.

It was also important to see phases in
economic policy, with the current early
phase heavily predicated on discipline and
monetary stability.

"1 think we will find, as facilitating leg-
islation starts:to bite, that the growth rate
may well pick up. That does not mean we
chuck discipline out of the window. It does

mean however that there will be more
space to do more things.

“As growth picks up it is easier to work
your projections off a conservative base
and enjoy the benefits of growth, rather
than working off a more optimistic base
and then having to start restricting your-
self.”

Erwin is confident the country will be
able to sustain higher growth rates but to
do that further structural changes are
needed in the economy.

“Everyone agrees, the present struc-
tures as they are now, and even with
improvements in productivity in the exist-
ing industries, growth rates of 3 to 3,5 per-
cent start to impose limits on us.”

As part of the solution the government
was focusing on developing new sectors of
the economy, including small and medi-
um-sized business and tourism.

Reform

Other development issues such as the
co-ordinated infrastructure drive and its
financing through a partnership of public
and private sectors would also spur
growth.

Erwin rejected recent criticisms that the
government was tackling reform on too
wide a front.

“To me what we are doing is not too
wide a range. It is the necessary conse-
quence of the new government trying to
achieve new direction. I can't easily see
what it is we should be stopping.

“We_must introduce new investor
friendly'investment and trade policies. To
do that we must have new labour legisla-
tion and we must have a new structure for
the public service.

“You may have to deploy your
resources in a particular area at a particilar
time, but I believe it is naive to think you
stop in other areas.”

One of the reasons for the wide range of
reform was “we keep underestimating the
problems we inherited, thereby overesti-
mating the structure’s ability to deliver”.

Taxation was another example of
where reforms had to be made across the
board, not only to improve the efficiency of
tax collection, but also in the interests of
equity and fairness.

A key issue is the integrity of the tax
system that is applied to both inland rev-
enue and to customs and excise.

“We can’t have a common tax rate and
people get it applied differently.” This
applied particularly in customs and excise.

South Africa also has an cconomy of
wealth differentials that need restructur-
ing, and the Katz Commission is looking at
the issue of fairness in tax.

“Income can be taxed directly or indi-
rectly. It can be done more or less progres-
sively but at some point you do have to ask
yourself the question whether you should
also tax wealth as an income generator.

“Unless all forms of income are
addressed, the tax system tends to lack
integrity. If it is possible to make your
income wealth, is it that fair that those who
do not have the opportunity should carry
the full weight of the tax burden?

“This is the kind of philosophic dimen-
sion of the tax system on which we want
Katz to give us some input.”

Erwin said the taxation of wealth was
not being considered as some punitive
form of revenue raising measure, but to
establish integrity of treatment within the
whole tax system.

However, tax alone would not meet the
financial demands of economic reform.
Borrowing to pay for capital expenditure
had to be used while the reorganisation of
state assets would also play an important
part.

L

Erwin is being tipped in the corridors
of parliament as one of the people likely to
be promoted to cabinet level in a post local
government elections cabinet shuffle,

Erwin, who is the 48-year-otd son of a
concert violinist, spent most of his adult
life conducting the affairs of trade unions,
before joining the government of national
unity as a member of the African National
Congress.

A one-time academic with a Bachelor of
Economics Honours from the University of
Natal, he was closely associated with the
growth of the trade union movement
throughout the turbulent seventies and
eighties, serving in a number of capacities
and playing a significant role in educating
workers in the ways of organised labour.

On the political side he represented
Cosatu in a number of capacities, including
attempts to deal with the violence in
KwaZulu Natal. He also played a signifi-
cant role in harnessing union support for
economic and financial sanctions as an
effective weapon to get rid of apartheid in
the eighties.

From 1986 he co-ordinated the major
Cosatu study into the South African econ-
omy, and after the unbanning of the ANC
in 1990 was involved in the ANC's eco-
nomic research group and was a labour
representative at the National Economic
Forum — the forerunner of Nedlac,
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‘Taxpayers should

have ombu

Bisiness Editor

TAXPAYERS should
have access to an inde-
pendent ombudsman ap-

ointed by the Chief Jus-

ice, says the SA Institute
of Chartered Accountants
(Saica).

In a submission sent to the
Katz Commission on tax, the
institute said taxpayers’ rights
should be incorporated into the
Income Tax Act.

‘An Ombudsman could ensure
that tax laws were not applied

unfairly or oppressively to tax--

payers._

Institute spokesman Len
Norval said a code of taxpay-
ers’ rights was particularly ur-
gent while the Department of
Inland Revenue was under-
staffed. :

Taxpayers were being preju-
diced by lengthy delays in deal-
ing with objections and some
had been waiting since the be-
ginning of the year for tax re-
funds.

Taxpayers had a right to up-
to-date information on the op-
eration of the tax system and
the way tax was assessed, as

well as a right to -appeal

a ” b
gaﬁ% m'(?s%(geéig'z ?’n‘ade

by the tax authorities.
Appeals should be heard
within 18 months, failing which
the burden of proof should shift
from the taxpayer to the Com-
missioner for Inland:Révenue.
Taxpayers were alsb éhtitled
to help from the aiifhovities
with claims for benefi
deductions. -
They had a right to-
ruling on matters whére-the
commissioner had. discretion.
Discretionay decisions. should
not be delayed for..morg. than
two months. .
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Taxman expects good
response to amnesty

Biey-Coka
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More than 3000 non-registered tax-
| payers have already taken advantage
‘of the one-off tax amnesty, which
! expires at the end of this month.
Sydney Pope, the chief public-
relations officer for the office of the

commissioner of inland revenue, said

3078 tax amnesty a%;;licaﬁons had
been received by last Thursday.

Pope said it was reasonable to
assume the submission of tax-
. amnesty applications would follow a

similar trend to the submission of
IRP6 and VAT forms, many of which
only came in on the last day.

Details of the tax amnesty were
announced in July this year. It covers
income tax, VAT, stamp duty, dona-
tions tax, non-residents shareholders
tax and secondary tax on companies

3 ] f=
for which liability might have arisen

PRETORA BUSNESS EDTOR  Defore March 1 last year. It applies to

any employees tax that was payable
before March 1 this year, whether the
tax was deducted or withheld.

Pope warmed that the inland rev-
enue department would deal firmly
with taxpayers who had escaped the
net and not applied for amnesty after
the October 31 expiry date.

“The penalty that can be imposed
is quite horrific. A maximum penalty
of 200 percent can be imposed, which
means a taxpayer can end up paying
300 percent tax,” he said.

UTo make use of the amnesty
apply in writing to your local Receiv-
er of Revenue or to the Tax Amnesty
Office at PO Box 402 Pretoria.

Applications should be accompa-
nied by an undertaking that you will
comply with the provisions of the
amnesty.
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Louis Kernick

MANY statements have been
made about how estate duty laws
should be amended, but there
have been very few comments that
have questioned the whole idea of
a combined estate duty and dona-
tionstax.

It must be pointed out that,
when the two taxes were at their
zenith, in the 1988 tax year, they
together produced R149m or
0,38% of total state revenue. In
the 1992 tax year, the latest year
for which figures are available, it
was R85,6mor 0,11%.

Is it worth all the fuss? A whole
industry, encompassing the legal
and accounting professions as well
as the insurance and trust com-
pany sectors, has grown up to re-
duce total state revenue by what
must be a minuscule amount to
the benefit of a minuscule portion
of the community. And the seri-
ously wealthy individuals would
have formed their inter vivos
trusts long ago and that is where
all the capital growth takes place.

A combined tax would penalise,
by and large, the families of ordi-
nary people who with ability, in-
dustry and sometimes frugality,
have accumulated wealth for their
retirement — and who, in ail prob-
ability, have been paying income
tax at the highest rate during
their productive years.

Of course, some will argue that
it is not the wealthy themselves
who are being taxed, but the ben-
eficiaries in their estates — who
are generally their children, But if
that is your argument, then it
means that in calculating estate
duty, you should take into account
the financial circumstances of
each beneficiary in each estate.

Why should a wealthy son in-
herit, duty-free, anything at all
from his poor parents, when a poor
son has to pay duty on the inher-
itance from a wealthy parent? Es-
tate duty is vindictive, visiting the
taxes of the father on the children.

Why tax only money? Estate
duty discriminates against those
who happen to have inherited
wealth as opposed to those who
have inherited superior genes.

As was pointed out by, I think,
Milton Friedman, there is nothing
“unfair” about inheriting money

Combined tax will
pengljo%e middle class

ehylio)as

from your parents. Others may
have inherited intelligence, a
work ethic, sporting ability or oth-
er characteristics which enable
them to earn a substantial income
(on which they will pay income
tax) but these inherited traits are
not taxed.

An essential element of most
tax planning is the use of a trust,
whether inter vivos or testamen-
tary. Using trusts to save tax is
actually a misuse of them.

They should be used to protect
their beneficiaries from creditors
and predators and from foolish-
ness. It is a perversion for an in-
dividual to have to distort his fi-
nancial life and sacrifice legal con-
trol over his own assets, just to
avoid tax.

Supertax

Proponents of a combined es-
tate duty and donations tax say
that we “need a meaningful cap-
ital tax”. The only reason for any
tax is to give a government the
funds it needs; this will vary over
time and from country to country.

1 suspect that what is really be-
hind that statement is that we
must tax the capitalists — it does
not matter how little tax is collect-
ed; if it delays the administration
of deceased estates and wastes the
time of the Master of the Supreme
Court (and consequently taxpay-
ers’ money), and if large amounts
of money are wasted in trying to
avoid or minimise the tax.

If the government really needs
the additional funds it could eas-
ily, with minimal expense, obtain
them by a small rise in income tax
across the board or by introducing
asupertax.

Or the government could rein-
troduce the old succession duty,
which used to be levied on all es-
tates, the rate being very low and
determined by the relationship of
the beneficiary to the deceased.

To have both a high tax on in-

come and a high tax on capital
makes at least one of them a to-
tally unfair tax. Estate duty is cal-
culated on a person’s capital
which, for the ordinary man, rep-
resents his savings. The Receiver
isin effect saying, “While you were
working we took a certain percent-
age; now that you are dead we are
going to take another percentage
of that which we let you keep and
which you were silly enough to
save and not spend.”

Those whose estates will be se-
riously affected by estate duty are
wealthy enough to afford large
sums of money in trying to avoid it
or reduce it: that is totaily unpro-
ductive money and succeeds only
in enriching attorneys, accoun-
tants, trust companies, banks, in-
surance companies and agents.

Let the wealthy rather spend
their money on riotous living; at
least the money will start circu-
lating in the proper quarters. Ed-
ward Gibbon, in the Decline and
Fall of the Roman Empire, said:
“But in the present imperfect con-
dition of society, luxury ... seems
to be the only means that can cor-
rect the unequal distribution of
property.”

And if they don’t want to live
riotously, let them make dona-
tions as they wish. If someone has
worked hard all his life, let him
and his family and the charities of
their choice enjoy the money, both
while heis alive and on his death.

The Katz commision recognises
what Abraham Lincoln said: “You
cannot make the poor rich by mak-
ing the rich poor.”

Tt must alse recognise that an-
other tax, perceived by the taxpay-
er as punitive, will merely add to
the brain drain: we shall become a
country of skilled geriatrics and
ungkilled youth. It is to be hoped
that wise counsel, and not politics,
will prevail in their deliberations.

00 Kernick is a partner at Webber
Wentzel Bowens.




Tax administration ‘needs much attention’

By FRANCOISE BOTHA

STAFF WRITER

The administrative inefficiencies of
revenue are affecting the constitu-
tional rights of the tax-paying pub-
lic and the system is no longer uni-
form nor consistent in terms of the
directives issued, says Pierre du
Toit, a senior tax partner of Arthur
Andersen.

Speaking at a function in Cape
Town last week, du Toit, who is also
a member of the Katz Commission,
said that changes to administration
would be required before the tax
system could be altered.

He said this was a major focus of
the commission and necessary to
create a solid foundation for policy
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anges. Outlining the chariges, du
Toit said that major alteration of the
tax system was unlikely in the next
few years, but that efficiency of col-
lection and payment would be
enhanced.

“Tax reforms in our country can-
not be drastic because of the admin-
istrative hold-up.”

He said administrative changes
would be likely to take place in
three distinct stages.

The first would be a move to an
independent revenue administra-
tion with the aim of preventing
leakages of income resulting from
tax evasion.

Secondly, administrative injus-
tices and a lack of consumer orien-

cr(em)ajiofas

tation from revenue administration

would have to be addressed so that

a consistent method of operation

and proper guidelines were put in
lace.

He said that this would virtually
amount to being a “taxpayers Bill of
Rights”.

And thirdly tax reforms in
respect of STC and taxation of divi-
dends would be called for.

Deterrent

On the question of personal tax,
Du Toit said that the maximum tax
rate of 45 percent being levied at an
income level of R80 000 was a
major deterrent to entrepreneurial

expansion and would need to be
addressed.

Two other areas that would
receive attention included VAT,
which he felt was too low, and the
fiscal privileges that were being
applied to the retirement industry.

“The South African tax system
should balance the political needs of
a large needy population with the
economic requirements of a free-
market economy. We have an econ-
omy at a solid dependable growth
rate of 3 percent a year and I believe
we have not yet seen the real bene-
fit of the economic upturn.

“We are definitely not about to
see tax wars erupting in South
Africa”
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THE inland revente service yes-
terday poured cold water on a Jo-
hannegburg Chamber of Com-
merce and Industry suggestion
that metropolitan taxes be piggy-
backed on personal income tax.

The office was already under
pressure from a lack of staff and
resources and it did not have the
capacity to collect an additional
tax, inland revenue commissioner
chief public relations officer, Sid
Pope, said yesterday.

The chamber has called for re-
placement of transitional metro-
politan council service and estab-
lishment levies with an incyease
in personal income tax.

Pope warned that income de-
rived from the council tax could
drop if the base of the calculation

enue rejects tax plan

was changed to enable it to be col-
lected as an income tax.

Income tax was calculated ac-
cording to bottom-line profits, but
the council taxes were based on
payrolls and turnover.

Non-profit organisations such
as the SPCA or body corporates
could, as a result, escape the tax
collection net, he said.

Cape Town Chamber of Com-
merce executive director Alan
Lighton said the chamber sup-
ported the abolition of the council
taxes, saying that they could be
collected more effectively by
piggy-backing them with VAT at a
national level.

Any changes to the tax system
would, however, have to be accom-
panied by a restructuring of in-
land revenue.

Durban Chamber of Commerce

and Industry tax portfolio manag-
er Fred Barry said the current ad-
ministration of tax was “horren-
dous” and that any additional
pressure on the present system
could do more harm than good.

Collection of a metropolitan tax
at national level could be problem-
atic as regions and metropoles
would be dependent on transfers
from central government.

“That is always fraught (with
risks). It would be better to keep
the collection local,” Cape Town
council financial services deputy
director Hennie Smit said.

Shifting the tax burden from
business to individyals could be
unpopular, as individuals were al-
ready heavily taxed.

Most businesses also already
passed the cost of the levies on to
the consumer.
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‘Poor control

Z‘g)ovt funds’

ITICAL STAFE

URG%\IL{: and extraordu%ry mea-
sures should be taken to ensure
sound financial administration of
tax collectors and customs offices,
Parliament’s joint committee on
public accounts said yesterday.

It strongly criticised the lack of
urgency in the Department of In-
land Revenue, particularly because
of “the gravity of the situation and
substantial loss of revenue”.

It also said Customs and Excise
had “unreliable records of goods
imported and exported”.

The committee’s report, which
was tabled in Parliament, said it
was concerned at the considerable
time lapse since it had raised
queries about the secret service
accounts administered by the pre-
vious government.

It added that the law should be
changed to give the Department of
State Expenditure the access it
needed for proper control over the
budget and spending of the Na-
tional Intelligence Agency and the
SA Secret Services.




Provinces must be trusted with their taxes

n his recent visit to South
Africa, German Chancellor,
elmut Kohl expressed the
view that a federal structure is the
recipe for tribal conflict in this
country.

However, the Pan African
Congress of Azania is of the opin-
ion that a unitary constitution
implies national unity of the peo-
ple and is therefore the answer for
South Africa.

The opponents of federalism
further state that federalism is
expensive, duplicative and hasno
success story in Africa, Nigeria
being a case in point.

However, despite the political
merits and demerits of both feder-
al and central constitutions, the
real battle and the most important
one clearly lies in fiscal powers or
the lack thereof.

Our provinces do not have fis-
cal teeth except those which are
limited to levies and taxes
imposed on casinos.

The ANC believes the country
should have a unified legislative
and administrative fiscus and
public financial system.

The National Party believes
the fiscal relations between the
three tiers of government should
reflect the spirit of the constitution,
recognising the functions of the
various levels and grant them, on
an equitable basis, access to the
country’s tax base and financial
resources.

The Democratic Party argues
that international experience has
shown that legislative powers,
without thé necessary financial
resources to implement pro-

By Marsrery MeaTsHery
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Even a cow can
see that our
country can only
be fed on a diet of
fiscal federalism

grammes, lead to an erosion‘of the
credibility of the provinces and
local government.

It is clear that the government
is reluctant to give provinces fiscal
powers — the power to collect and
use tax monies as they see fit.

Perhaps this is because the cor-
ruption and dubious administra-
tion of the homelands is still very
fresh in their minds.

The auditor-general’s report
shows that the country’s adminis-
tration is being threatened by the
ongoing problem of the former
independent homelands and the
creation of new provinces.

The government is busy inves-
tigating and will possibly punish
those who — politically speaking
— oppose them, while accommo-
dating those who support them in
spite of a corrupt history — a case
of selective morality by a govern-
ment which prides itself on using
admirable words such as good
governance and transparency.

In my opinion, the govern-
ment has two choices. Either it
gives provinces fiscal powers or
does away with the concept of
provindial government altogether

and replaces it with the concept of
a governor.

If it elects to take the governor
route, this will save taxpayers mil-
lions in paying the salaries and
allowances of various ministers
scattered all over the provinces.

If it continues with the provin-
cial route, it seems to have no
other option but to adopt fiscal
federalism.

There are advantages in giving
provinces fiscal rights. For exam-
ple, the provincial government
will also be obliged to collect taxes
in its own province. This can
strengthen the ailing revenue
hand.

Before the election, Alec Erwin,
— now the deputy minister of
finance, was quoted as saying:
“People in large parts of the econ-
omy, such as the taxi industry, are
not paying tax, as are a lot of busi-
nessmen in the homelands, and no
one is even attempting to collect
it”.

So, as soon as provinces are
given fiscal teeth, this may signal
an effective tax collection drive.

How long should provinces
remain fiscal infants and how long

TRIBAL WARNING German
Chancellor Helmut Kohl

must the central government con-
tinue to be a fiscai nanny?

Provincial governments with-
out fiscal powers will remain
homelands dressed in different
names. It also shows that the gov-
ernment does not trust them. The
government must cut the fiscal
umbilical cord that ties it to the
provinces so that they can be
responsible and stand on their
own feet.

Government’s fear that once
provinces are given fiscal powers
they will start the corruption feast
is ironic because our leaders have
not been exemplary, even at cen-
tral level.

The government cannot con-
tinue to point a finger at fiscal fed-
eralism as the breeding ground for
corruption.

The problem is not federalism,
but management.

Similarly, the financial mis-
management by the homelands
did not take place because they
were called homelands.

_w‘ 1o _.,.am AWNOU

Problems existed because there
was no good management and
control over the use of money.

The following are guidelines
for the management of fiscal fed-
eralism:

7] Provinces should be given
full training on fiscal management
before they start to collect taxes;

O There should be clear moral
guidelines and punishment provi-
sions for any province found
guilty of misusing taxpayers’
funds. In the name of transparen-
¢y, the public should also be made
aware of such moral guidelines so
that they can be the watchdogs of
their own leaders;

O Provincial books should be
audited on a quarterly basis and
the public should be notified on
the financial progress or lack of it.
If such mechanisms to ensure pop-
ular participation by the citizens in
national affairs are not accommo-
dated, any budget will fall short of
fulfiling the national expectations
of the people and could spark off
resentment.

The granting of fiscal powers
to provinces is a matter of urgency.
If this cannot be sped up it may
create a perception that the coun-
try is working on the principle that
for one to be healthy one must first
get sick.

Perhaps the government must
be reminded of Thomas Carlyle’s
wise words: “Our main business is
not to see what lies dimly at a dis-
tance, but to do what lies clearly at
hand”.

O Matsheru Matsheru is an
independent tax consultant




Govt considers a
levy on all new cars

80 1zl0[45 (320D

Michael Urquhart

GOVERNMENT is considering slap-
ping a levy on new car prices in a bid to
recoup revenue lost when excise duties
were removed.

Customs and excise officials said
yesterday they were discussing the
levy with the Board on Tariffs and
Trade. No decision had been made.

Sources close to the National Asso-
ciation of Automobile Manufacturers
of SA (Naamsa) suggested some form of
ad valorem duty on locally produced
and imported cars.

Unconfirmed figures put the levy on
asgliding scale from 0,5%to 6,1%.

The previous 2,5% duty, introduced
in 1991 when general sales tax was re-
Elaced with VAT, fell away in Septem-

er when phase VI of the local content
programme was replaced with the mo-
tor industry development programme.

Econometrix economist Tony Twine
said the loss of revenue for the depart-

ment when the old duty had fallen
away was substantial. He estimated
that the wholesale sales value of motor
vehicles in SA last year had heen
R17bn, and could reach R24,5bn this
year. The department had been earn-
ing 2,5% of this, about R425m. :
Figures released by Naamsa last
week showed car sales for September
hit 21 926 — a leap of 92% on the same
month last year. Total car sales this
year are expected to reach 240 000 —
one of the highest in a decade. A key
factor behind the growth has been low-
erinflation and falling interest rates
Twine said the momentum in;the
market would probably limit the dam-
agetosales caused by thelevy.,
But the problem with this duty was
that it was originally instituted to
make up the difference between gen-
eral sales tax at 13% and VAT at 10%.
Since it was introduced VAT had in-
creased to 14% and the original reason
for the duty had fallen away. ;
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ment must provide a frame-
work for an improved invest-
ment environment if SA was to
benefit from foreign direct in-
vestment, Anglo American
deputy chairman Leslie Boyd
saidyesterday.

Boyd said at tke SA Cham-
ber of Business annual conven-
tion in Port Elizabeth that for-
eign direct investment would
come to SA only “when suitably
rewardmg investment oppor-
tunities exist”.

“The government has still
not provided a framework for
an improved investment envi-
ronment which might attract
capital away from other com-
peting nations to SA”

Several studies had con-
cluded SA’s tax environment
was uncompetitive in terms of
investment funds.

Boyd called on government
to abolish the secondary tax on
companies and tolower income
taxrates.

He said while tax rates were
not the top of investors*lists of
priorities, SA did not: have a
good record in higher priority
areas such as political-and 50
cial: stability, crime and wvio-
lence and a solid record of eco-
nomic performance, —Sapa.
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Sacob: regional co
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PORT ELIZABETH —
THE SA Chamber of
Business (Sacob) yester-
day called for the aboli-
stion of regional services
‘council taxes.

But although delegat-
es at the chamber’s an-
nual convention in Port
“Elizabeth agreed to pass
ithe motion calling for the
‘abolition, they were un-
“able to agree on a suit-
‘able replacement.

Some elegates pro-
posed Sacob hold off on a
decision until the nation-
al and provincial tax re-
gimes were revamped.

The Johannesburg
Chamber of Commerce
and Industry said the ex-
isting system — which
taxes companies’ turn-
over and payroll -— was
inherently flawed, op-
aque and expensive fo
administer, while the

ngil taxes must go
abigftef9s

regulations governing it
were too complicated. A
tax surcharge and high-
er VAT were mooted,

Last week the inland
revenue department dis-
missed the chamber’s
proposal to piggyback
the levies on income tax,
saying the department
was already under-
staffed and did not have
the capacity to collect an
additional tax.
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PORT ELIZABETH —
THE SA Chamber of
Business (Sacob) yester-
‘day called for the aboli-
tion of regional services
council taxes.

But although delegat-
es at the chamber’s an-
nual convention in Port
Elizabeth agreed to pass

. the motion calling for the

abolition, they were un-
able to agree on a suit-
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Some 1 pro- tions governing it
posed Sacob hold offon a were too complicated. A
decision until the nation-  tax surcharge and hlgh-
al and provincial tax re-  er VAT were mooted.
gimes were revamped. Last week the inland

The Johannesburg revenue department dis-
Chamber of C ce issed the chambers
and Industry said theex- proposal to piggyback
isting system -— which the levies on income tax,

taxes companies’ turn-
over and payroll — was
inherently flawed, op-
aque and expensive to

saying the depanment
was already under-
staffed and did not have
the capacity to collect an

able replacement. administer,

while the additionaltax.
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Housing delay dents bu11d1n actbé

Edward West

CAPE TOWN — The housing pro-
gramme delay had prompted a decline
in building and construction activity in
the third quarter, Stellenbosch Uni-
versity’s Bureau of Economic Research
-gaid yesterday.

The decline had bruised confidence
in both the residential and non-resi-
:dential sectors of the market, and ex-
ipectations for the fourth quarter were
generally negative
> But bureau said the setback’s link
to the housing programme meant
-prospects could only improve, and most
‘respondents were positive about 1996.

The bureau a.lso expected economic

ly fixed investment
— to s&nll over into the building indus-
try in due course.

The survey found that both contrac-

the setback in activity, and tenderi
activities had risen shatxiply The 1
had forced a levellmg in previous
steepincreasesin .

Finance faclhhes were becoming
more accessible, but the cost of finance
and insufficient demand for building
were rated the most serious dampen-
ers onindustry activity.

.Architects reported lower employ-
ment, fewer projects at sketch plan
stage and fewer contracts. Business
confidence had tgped and architects
who responded to the survey were cau-
tious about fourth-quarter prospects.

Quantity surveyors aiso reported
lower employment, fewer projects at
sketch plan stage and fewer projects at
bills of quantity stage. Fewer contracts
were awarded and the profession was
pessimistic, the survey showed.
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(Cabinet decision on tax and customs

an impﬂmam

iscal sanity prevailed last week
then the Cabinet decided to

free both the Inland Revenue
and the Customs and Excise depart-
ments from public service manage-
ment constraints.

1 think they did so after realising
that there is no tax light at the end of
the government-controlled tax col-
lection tunnel.

If this important decision was
taken and implemented before the
tax amnesty was announced, I think
the amnesty would have been a suc-
cess story under the independent
tax collection machinery.

Nevertheless, the cabinet deci-
sion deserves our praise and they
are mostly to be congratulated —
after all, to offer congratulations
costs nothing,

The amalgamation of the Inland
Revenue and Customs and Excise
into one tax collection unit will be
headed by a chief operating officer
and an Independent Board.

The Inland Revenue has been
our sick child for too long. Yet pre-
scription of the right medicine has
not been forthcoming.

Is privatisation the right medi-
cine? In principle I think so .

It is widely expected that the
Independent South African Re-
venue Services will bring about:

[~ Skilled staff,

" Efficient management.,

"] Better working conditions.

] Better remuneration.

However, privatisation may still
fail to lead us to the tax world of
milk and honey if it is wrongly
implemented. For example, people
shauld not be given certain posi-
tions on the grounds of their pig-
mentation. They should be em-
ployed on merit.

‘Colour and political appoint-
ments often militate against produc-
tivity and undermine the economy.

This is because skilled personnel
who are discriminated against are
likely to resign or not perform
according to expectations because of
disillusiorment. All people must be

By MATSHERY MATSHERY

While efforts to
rehabilitate the
system are to be
lauded, there is still
much to be done

well trained and obliged to deliver.

T must also congratulate both the
Commissioner for Inland Revenue
and for Customs and Excise for
their fiscal foresight.

Proverbially, we would say in
Venda: “Tshe wa lilela musanda wo
tshiwana, nungo ya denga i muku-
loni”. This can be translated as:
“You got what you were looking for
and now the chain is around your
neck”.

1 hope that you will not use the
chain to hang yourself and the
country. You should use it as a sym-
bol of fiscal triumph.

Tax is defined as a compulsory
contribution by the citizens to the
state, But in South Africa, tax has
become voluntary as people pay as
and when they like.

The following are some of the
causes of this sad state of tax affairs:

Firstly, there is the perception
which cuts across all sectors of our
society that the tax collector does
not have teeth. And cven if he may
happen to have some, he still lacks
the ability to bite.

Secondly, therc is a strong per-
ception that the tax rates are high
and this discourages honesty.

Honest taxpayers feel that they
are being pushed over the cliffby an
unsympathetic tax system.

There is a feeling that if the fiscal
taps can be opened so that everyone
can start to pay, tax rates may go
down.

Both these views need urgent
attention to ensure successful polic-
ing and greater efficiency.

_government that its

The tax gatherer must be aggres-
sive, firm, ruthless and tough on tax
delinquency. A major tax clean-up is
needed because responsibility must
be enforced.

Failure to put its foot down
means that our tax collectors will
not be able to reap the expected fis-
cal dividends.

The country will not have
cnough security, its children will not
be educated and health will not be
secured.

Another  impor-
tant task is for the tax
collector to advise the

behaviour can have
an effect on the suc-
cess or failure of the
tax system.

For example, if |
taxpayers read stories g
of government offi-
clals using state assets
for private Juse, corruption and
nepotism, they will be demotivated
from contributing to the cost of run-
ning the country.

Ttis also in the interest of the tax-
payers to know whether our leaders
are also paying taxes and duties and
proof of this must be visible to all.

The following are guidelines for
the South African Revenue Services
administrators:

A tax education campaign
should be vour priority. The tax sys-
tem will have credibility if people
know their rights as well as their
obligations.

! Investigate people who are

| "You got what
you were
looking for
and now the

| chain is around
your neck’

sign of fiscal sanity

Kéz") CHIES

driving expensive cars and living in
expensive houses. Find out where
they got the money from and
whether they pay tax or not.

[ In conjunction with the trade
and industry ministry, a free but
compulsory business registration
certificate should. be issued to all
South African business people.

This will enable you to put all
businesses into the tax registry and
make it possible to blow the whistle
on tax dodgers.

~1The Minister of Finance
should introduce a law that people
who are not contributing to the state
through income tax should not qual-
ify for the old-age social pension,

11t should also investigate
whether all the non-government
organisations qualify for income tax
exemption and also investigate
whether their employees are paying
PAYE or not. There is a perception
that some of these organisations are
just financial wolves
dressed in sheep’s
clothing. Beware,

ZJA tax number
should be one of the
qualifications needed
to open a business
banking account. If the
issue of a tax number
does not succeed, a
person’s identity num-
ber should be regard-
ed as a tax number.

[_ The name of the South African
Revenue Services should be
changed to South African Tax
Services. Many people would
understand the word tax more
easily than the word revenue.

I hope there will be intellectual
exchange between the chief opera-
tion officer, Independent Board and
the Minister of Finance.

This is imperative to ensure tax
stability so that we can meet the
expectations of nations.

We are waiting for action.

[ Matsheru Matsheru is an
independent tax consultant
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FINANCE Minister Chris Liebenberg
unveiled a long-awaited plan to beefup
SA’s faltering tax collection services
yesterday — a move which he said
would enable government to cut taxes,

He also extended the deadline for
the tax amnesty from the end of this
month to the end of January, saying
the focus on the local government elec-
tion had detracted from the campaign
to get tax avoiders to register.

In terms of the plan to improve tax
collection, customs and excise and in-
land revenue will be merged into an
“autonomous” revenue-services entity,
the SA revenue services, to be run
along business lines. But contrary to
expectations, the new body would re-
main within the public service.

A key element of the reform plan is
to spend more on tax collection by pay-
ing better salaries and using proper
technology. But expectations that the
new revenue services wouid be funded
through a 1,5% fee on revenue collected
— an increase of about R1bn from the
present level — failed to materialise.

Liebenberg said the formula for
funding the services still had to be de-
termined. A “carrot approach” would

s unveiled to
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be used in arriving at the figure, and
incentives might be built in.

He dismissed suggestions that the
reforms did not go far enough tomake a
meaningful difference to the present
tax take. : “I would be very disappoint-
ed if in the next year’s collection there
ig not yet an improvement.”

He had already identified areas
where tax cuts would be possible —
secondary tax on companies and the
personal income tax rates of middle in-
come earners. “Our top tax rate kicks
in at too low a level,” he said. A cut in
taxes would be the logical outcome of
the tax reforms, as government had
given a commitment not to raise the
tax burden as a percentage of GDP.

Finance director-general Estian
Calitz said it could take two to three
years before the transformation pro-
cess was completed,

The plan envisages the appoint-
ment of a board of directors by the fi-
nance minister. Tax experts from out-
side government would be appointed,
as would people with the necessary
business and administrative skills.”

Asked whether competitive saldries
could be offered if the services re-

Continued on Page 2

(3»)
Tax net B 23)10 /46
Continued from Page 1

mained under the control of the public
service commission, Erwin said gov-
ernment had put a new grading struc-
ture on the table for the public service
as a whole. “This goes a long way to-
wards addressing the problem.”

The grading structure would be in
place after two to three years. Discus-
sions with the public service minister
and the public service commission
were also taking place on how to
achieve personnel objectives.

The reforms were announced about
a year after the Katz commission on
taxation said billions of rands could be
netted if inland revenue and customs

and excise were reformed. Liebenber
said research and consultation h;g
taken a long time, and SA was basiag
its plans on international experience.

Erwin said countries that had nqt
merged customs and excige and inlahd
revenue wished they had done so. SA
had the support of international ex-
perts from countries including Britain,
the US and Australia which would héip
SA achieve a complete overhaul. "

The finance department also said
action to tighten controls at customs
posts had led to the arrest of eight cus-
toms officers at Beitbridge for alleged
forgery of export dogumentation. The
estimated loss of rcustoms duties
amounted to R99m. Iavestigations into
the companies involved were continu-
ing and steps were being taken to re-
cover the duties.




..Shak@nvup in tax collec

By LLEWELLYN JONES

Johannesburg — The restructuring
of the South African revenue col-
lection should begin early next
year and would show results in the

i fiscal year ending in March 1997,
Finance Minister Chris Liebenberg
said yesterday.

He said the Cabinet approved
the reform process to restructure the
departments of customs and excise,
and inland revenue to establish an
autonomous revenue service entity
to be known as the South African
Revenue Services.

Coinciding with the announce-

i ment of the reform process, Lieben-
i berg also announced that the tax
!

amnesty would be extended until
the end of January next year,

He said there had been a pleas-
ing increase in the number of peo-
ple registering as taxpayers.

Liebenberg said the new service
should increase revenue collections
within a year of implementation.
“We are confident it will work. The
proposals will allow us the flexibili-
ty to be able to match the client with
our personnel and technical skills.”

The government's revenue func-
tions have come under fire recently
for their inefficiency — Jargely due
to budgetary constraints, outdated
technology and insufficient man-
power and skills.

The board of directors of the new

service would pursue & personnel
policy which would include appro-
priate affirmative action, education-
al support programmes, recruitment
targets, development programmes
and flexible skills deployment to
match the rapid changes in the pri-
vate sector and economy.
Discussions with the public ser-
vice minister and the public service
commission were continuing to
establish how this could be accom-
modated within the public service.
“At the crux of the proposals is
the split between philosophy and
policy on the one hand, over which
the minister and the department of
finance will continue to preside, and
implementation on the other hand,
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x?hich will be operated on a much
more business-like basis under the
auspices of the board and the chief
exccutive,” Lichenberg said.

He said the main benefit sought
from the reform process was to
achieve effective revenue collec-
tions. “An improvement in the col-
lection of taxes from a wider base
would enable the government to
consider a reduction in tax rates
down the line.”

Meanwhile, Sapa reported that
the finance department believed
that the reason why many people
had not registered was because they
did not understand the process. The
extension would allow for a more
client-friendly registration method.




L)T27

Extra @5%}0 X 13 possible

Mungo Soggot

GOVERNMENT was considering slap-
ping extra tax on the petrol price to
raige cash and curb demand, trade and
industry special adviser Paul Jourdan
said yesterday.

Industry sources said there was
talk of an extra R1, which would bump
up the current price of petrol to about
R3. Hawever, Jourdan dismissed this
figure as “gossip”.

ere are discussions at the mo-
ment, but there are no figures yet. It is
early days.”

Under the scheme the diesel price
would be left alone and government
would push for greater use of diegel in
taxis and industry in general.

Jourdan said SA’s petrol tax was
one of the lowest in the world — only
about half the level of the average
petrol tax in Europe.

The key was to encourage a move to
diesel engines, particularly in the taxi
industry. A stumbling block was that
diesel engines were more expensive,

The idea would be to have diesel as
the business fuel and petrol for luxury.

Jourdan said another possibility
was to have special pumps with cheap-
er petrol for the taxi industry.

This would allow for a substantial
hike in the petrol price without anger-
ing the powerful tax lobby.

Industry talk is that Jourdan is
tipped to take over as director-general
of the minerals and energy affairs de-

partment after Piet Hugo steps down
next month. He declined to comment.

The possibility of playing with the
differential between the two fuels fea-
tures in government’s Green Paper on
the industry, which is due to go white
early next year.

Atlantis Diegel Engines (ADE) has
long pushed for greater use of diesel
engines, and has now been joined by
car manufacturer Samcor.

The SA Petroleum Industry Associ-
ation said it favoured the idea of a
macroeconomic investigation into the
proper use of diesel.

One analyst said the move would
help soak up SA’s considerable surplug
of diesel. This was currently exported
to neighbouring countries at cut-price
rates, the analyst said.

The scheme would help curb de- |

mand for petrol.
In the nine months to September,
petrol sales rose 5,1% and diesel 7,1%

over the same period lagt year. SA was |-

rapidly approaching a situation where
it would run out of refining capacity,
analysts said.

Transnet economist Mike Schiissler

said he thought the petrol tax would be
increased 5¢ to 10c in the near future
— nothing near R1. “That would cause
a middle class tax revolt. It is an easy
source of revenue, though.”

He said the move would boost gov-
ernment revenue about R10bn, but

would add three to four percentage |-

points to the inflation rate.

S



LEIGH ROBERTS
Staff Reporter

IT is the dawn of a new era: tax-
payers will now be known as cli-
ents, the taxman’s office will be
almost paperless and the tax-
man’s staff will be better armed
in their fight against fraud.

And, oh yes, don’t forget the govern-
ment’s promise (yet another) of individual
tax rates coming down in the future.

At a Press briefing in Johannesburg
this week Minister of Finance Chris Lie-
benberg announced the long-awaited
amalgamation of the departments of In-
land Revenue and Customs and Excise
into the new South African Revenue Ser-
vices (SARS).

The SARS is a complete overhaul of the
existing structure. For a start, it’s largely
autonomous. While the Public Service re-
tains control and discipline of the new en-
tity, the SARS has control over its key re-
sources, allowing it to offer market-
related salaries to attract — and keep —
skilled staff, as well as to invest in hi-tech
computer equipment.

The Department of Finance will contin-
ue to dictate tax policy, but the manage-

The taxman intends to be
more user-friendly to his
“clients” — the new name
for taxpayers.

ment of the SARS will be along business
lines with a chief executive officer re-
porting to an independent board of direc-
tors.

Appointments to the board have yet to
be made, and the complete overhaul of
the new structure is expected to take a
few years.

The overhaul is expected, however, to
yield short-term results, with Mr Lieben-
berg saying he'd be disappointed if the
government’s tax ‘‘take’” had not im-
proved within the next year.

The new regime holds a number of im-
plications for taxpayers.

The SARS should offer a more efficient,
professional, faster and friendlier service
to its clients. At the press briefing, deputy
minister Alec Erwin called the new phi-
losophy “a partnership with taxpayers”.

One spin-off of the new SARS, said Mr
Erwin, is likely to be a system of self-as-
sessment for certain taxpayers. Also on
the cards, is a bill of rights for taxpayers.

While taxpayers who've been paying
their tax religiously for many years will
welcome the changes, errant and fraudu-
lent taxpayers should watch out. Mr Er-
win says taxpayers who violate the part-
nership agreement will be punished “very
severely”.

The amalgamation of the two depart-
ments will allow for a new range of
cross-checks and audit paths. For in-
stance, a specific shipment of goods will
be able to be traced to the final income
tax producing sale.

The taxman’s staff will enjoy a struc-
tured training programme, and are to be
equipped with computers to enable them
to deal with their clients. In future, a tax-
payer under audit could find himself face
to face with a team of highly skilled in-
vestigators who have all the facts and fig-
ures at their fingertips, thanks to their
laptop computers.

An effective SARS which collects all
the taxes due could pave the way for low-
er tax rates. Mr Liebenberg says the two
great pressures in tax now are the Sec-
ondary Tax on Companies (a tax on com-
pany dividends) and more so, the tax
rates on middle-income groups and per-:
haps, lower-income taxpayers.
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At the top end of the market, he said,
the maximum marginal tax rate kicks in
at too low a level. (The maximum rate is
45 percent above a taxable income of
R80 000.)

The Commissioner for Inland Revenue,
Trevor van Heerden, said that in the past,
high tax rates had caused distortions and
as (the department’s) funding had dried
up, they had targeted soft targets like sal-
ary earners.

“What the government wants us to do is

to collect on a much wider basis at the
lower rate. That has major advantages
for people who have to pay at the higher
rate,” said Mr Van Heerden.
An amnesty offered to people who had
not registered for income tax had been
extended until January 31 next year, Fi-
nance Minister Chris Liebenberg said in a
statement on Thursday.

Although there had been a pleasing in-
crease in the number of people register-
ing as taxpayers, the local government
elections took some of the focus away
from the tax amnesty campaign, he said.

The department also felt many people
had not registered because they did not
understand the process. The extension of
the amnesty period would allow for a
more client-friendly registration method
to be devised.




Government must avoid being

populist in fisca

ast week taxpayers’ faces were
Lbrightened by Finance Minister

Chris Liebenberg’s pronounce-
ments that he has identified areas
where tax cuts would be possible,
namely the secondary tax on compa-
nies and personal income tax on mid-
dle-income earners.

This has come at a time when there
is a strong suggestion that our country
should be renamed the Republic of
Taxmania.

Indeed, taxation has reached such a
level that people tend to feel a sense of
injustice at having to part with so
much of their hard-earned money.

The minister’s keenness to offload
fiscal burden from taxpayers shoul-
ders deserves our admiration and
qualifies him for a pat on the back.

Personal income tax reduction will
not only help employees but will also
benefit small business as the majority
of them are taxed as individual
taxpayers,

Tax stimuli are needed to encour-

age small business to participate in the -

national affairs of the country by help-
ing to create much-needed employ-
ment. This is imperative because our
economy is growing but is not creating
employment,

Liebenberg's sweet tax words also
come at a time when many of the small
businesses are dying slowly.

Further, reduction of the punitive
secondary tax on companies is most
welcome. This tax is perceived as one
of the obstacles to foreign investment.
In fact, it is time that it must be wiped
out completely from our tax laws.

Americans will not find our coun-
try an investors' paradise simply
because we speak English. The
Japanese will not just lay assembly
lines because of our love for their cars.
Neither will Germany come here
because we have a vast pool of natural
resources. These things may be per-

320
Taune Quis
o

ONS

By Marswiry MATSHERY

Strategically timed policy
changes do little to
convince the electorate

suasive but they do not, in themselves,
convert a would-be investor.

In addition to creating employ-
ment, foreign  investors often bring
with them state-of-the-art technolo-
gies. They also contribute to the fiscus
through direct and indirect taxes. They
are the geese that lay the golden eggs.

However, Liebenberg failed to tell
us, in the name of transparency, to
what percentage he would like to
lower the tax rates and when can we
expect this to happen.

This culture of secrecy will hamper
taxpayers’ ability to plan ahead and
we will forever operate in a confusing
state of uncertainty.

What secret could government be
hiding from the people it governs, the
same people who elected it into office?
Or was it elected to pursue a secret
agenda? We really wonder.

Before the 1994 general election,
the nation’s hopes were raised with
the promise that the tax rates would
not be increased. Our hopes were
dashed when the government in-
creased the maximum marginal rate
on individual taxpayers from 43 to
45 percent. This not only shows a lack
of political commitment to translate
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good‘intentions into concrete actions,
it also seems to underestimate the
nation’s intelligence.

Without undermining Chris Lie-
benberg's credibility, his timing of the
announcement — that is, a few days
before the local elections — is also
cause for political concern.

This has created a perception that it
is a government pre-election gimmick
and it will not be honoured.

The nation is waiting anxiously for
our leaders to honour their tax
promise. If the authorities again fail to
fulfil their commitments, taxpayers
should not hesitate to create a
precedent by unreservedly rejecting
the next national budget and demand-
ing that the finance minister and his
fellow parliamentarians return to the
budget drawing board.

Liebenberg also announced that
the tax amnesty’s October 31 deadline
is being postponed to January 31 19%.
He cited the nation'’s focus on the elec-
tion as the reason for failure of the
amnesty.

1 think the authorities should have
used the election to encourage the peo-
ple to register for the tax amnesty on
the basis that the electorate’s expecta-
tion cannot be met if people are not
paying tax. I think they missed the
opportunity.

I don't enjoy prophesying doom,
but this column has warned before
that the tax amnesty is bound to fail.
And unfortunately, it will fail because
the government is succumbing to the
deadly virus of being populist in its
approach to fiscal matters.

Aftica was great before, It can also
be great again only if leaders can legis-
late laws with the next development in
mind rather than the next election.

Food for thought.

U1 Matsheru Matshery is an indepen-
dent tax consultant.




TAX COLLECTION
New dawn
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The grand plan to reform revenue collec-
tion has been announced and, if it works
well enough, could bring relief for bur-
dened middle-income taxpayers.

Secondary tax on companies could also be
cut, says Finance Minister Chris Liehenberg.

The plan is to introduce legislation early
next year enabling Inland Revenue to merge
with Customs & Excise to form SA Rev-
enue Services. But only when work on the
new administrative structure is advanced
will it be possible to determine whether it
meets expectations.

Liebenberg will appoint a board of di-
rectors and a CEQ to manage the service.
The board will appoint subsequent CEOs.

The new body will still be managed with-
in the discipline and guidelines of govern-
ment including the Public Service Commis-
sion, which will still set salary and service
guidelines.

But Deputy Finance Minister Alec Erwin
says new guidelines for the public service
should be flexible enough to attract com-
petent staff.

Liebenberg says analysis of the admin-
istrative problems in the two departments
showed many problems could not be
blamed on the commission. So removal
from its control was not the answer.

The board will control key resources
needed to run the service. This implies of-
fice space and funds to pay staff and es-
tablish modern electronic systems.

1t is tempting to believe the continued
role of the commission was a necessary
face-saving device, And Customs and Rev-
enue commissioners will still administer tax
laws under the changeover. This suggests
they will have to surrender administrative
responsibilities to the new director — still
to be appointed.

The commissioners might be relieved to
relinquish some responsibilities and restrict

themselves to the many vital legal issues )
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related to tax collection. Funding will be
based on a formula (a percentage of gross
revenue) determined by the Finance Min-
ister, in conjunction with the board and sub-
Ject to approval by the Treasury Comimittee
and Cabinet.

SA Revenue Services will be accountable
to parliament, through the Minister, and its
operations will be transparent. The body
will be subject to audit by the Auditor-Gen-

eral and will be required to account for the

collection of revenue according to proce-
dures approved by the Treasury.




Africa must prepare
for Gatt or face doom

From Sara

Windhoek — Sub-Saharan Africa’s
short-term  economic growth
prospects are the best they have
been in years, but longer term
development may be doomed
without suitable preparation for
Gatt.

Addressing central bank gover-
nors at the Association of African
Central Banks in  Windhoek
yesterday, Rana Tacouri, the man-
aging director of the Bank of
Mauitius, said Africa’s economic
activity had increased 2,7 percent
last year compared with 0,7 percent
in 1993.

World GDP had grown by
3,7 percent last year and the latest
World Economic Outlook had pre-
dicted this would increase by
3,8 percent this year and 4,2 percent
next year.

“Against the background of a
significant improvement in the
external environment, the short-
term outlook for sub-Saharan
Africa is better than it has been fora
number of years,” Tacouri said.

Real GDP growth was expected
to average 5 percent a year during
1995/96, allowing gains in real per
capita income of 2 percent a year.

Average inflation was projected
to slow to 10 percent by next year

@Zo) arg%l)é (ﬁt!}:’l’ﬂ! ?uént account

deficit being narrowed.

“The improved growth pros-
pects largely reflect the expected
pursuit of appropriate reform
efforts by most of the sub-Saharan
African countries,” said Tacouri.

But he wamed that the pending
implementation of the Gatt
Uruguay round agreement could
have far-reaching effects on the
economies of African countries.

“In the short-term at least, coun-
tries are likely to experience an
increase in import costs which
would also have an adverse affect
on their balance of payments.

“To face the new economic chal-
lenge created in the wake of Gatt,
countries of eastemn and southern
Africa must adopt carefully
designed policies to speed up
adjustment in their respective
economies and ease the transition
to the new world trading system.”

Policies would have to include
attracting more private capital
flows and increasing saving and
investment by the government and
private sector.

Most capital was being directed
to the emerging markets of Latin
America and Asia with only an
insignificant amount reaching
African shores, he said. “And most
of it goes to South Africa.”




IKE Reserve Bank governor

Chris Stals, Finance Minis-

ter Chris Liebenberg repeats

the same message at every
opportunity. He harps on endlessly
to foreign and local investors about
SA’s commitment to fiscal discipline
— and they believe him.

But is the complacency over fis-
cal policy justified?

Scepticism last year over the
ability to maintain fiscal discipline
caused major difficulties for govern-
ment’s borrowing activities in the
capital market. This year has been
an entirely different story, as mar-
ket participants gaily ignored any
concerns over policy to launch into a
bull run.

In theory, the capital market
looks ahead and discounts future
developments in the economy into
today’s prices and yields. The mar-
ket seems to be looking through
rose-tinted glasses, and not seeing
some ominous signs on fiscal policy.
Although these are not worrying
enough to stop the bulls in their
tracks, they should at least pause to
think on the future implications for
inflation of a high deficit and robust
government spending.

Spending and revenue develop-
ments suggest government will not
succeed in cutting the deficit this
year, and that fiscal policy might
even be more expansionary than in
the previous fiscal year.

0w major importance in any

analysis of fiscal policy is the rolling
over of spending from one fiscal year
to the next. Spending rollovers did
not matter as long as roughly the
same amount was carried over ev-
ery year — but this is no longer the
case. More and more spending is be-
ing postponed to the next fiscal year,
playing havoc with efforts to judge
the fiscal policy stance. Trouble is,
the rollevers are going to catch up
with us. Once the spending gets off
the ground, there will be a massive
liquidity injection into the economy.
The growth in the rollovers
means that fiscal policy has been
less expansionary than it appeared
to be over the past couple of years.
The deficit was a couple of percent-
age points lower than the official fig-
ures suggested. But carry-overs
cannot continue indefinitely, espe-

There can be no
complacency about
the fiscal defigit

GRETA STEYN
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cially if government wants to deliv-
er. Fiscal policy will become more
expansionary as a result.

For the 1994/95 fiscal year, a
much larger amount than assumed
in the Budget in March this year
was actually carried over to the pre-
sent fiscal year. About R6bn re-
mained unspent, almost double the
amount assumed in the Budget. The
massive rollover means the actual
deficit for 1994/95 was 5,7% of GDP
— substantially below the 6,4% dis-
closed in March. The budgeted
deficit for the present fiscal year of
5,8% therefore does not represent
any progress at all in cutting the fis-
cal deficit. In fact, if less is rolled
over to the 1996/97 fiscal year than
was brought onto the books this
year, the actual outturn for this
year’s deficit will be higher. That
will happen even if there are no
other mishaps.

Fortunately for government, the
rollover figures will be finalised only
after next year’s Budget, which
means it can make unrealistic as-
sumptions on unspent funds if it
wants to disguise this year’s true
policy stance. Can Liebenberg real-
istically assume that another R6bn
will be rolled over to next year? Not
if the reconstruction and develop-
ment programme’s measures to
speed up delivery pays off.

It goes without saying that no
fanfare accompanied the finalisa-
tion of last year’s deficit figure. It

LIEBENBERG

reflects badly on SA’s fiscal manage-
ment that there is such a major dis-
crepancy between projected and ac-
tual spending.

" If Liebenberg manages to pull off
the smoke-and-mirrors trick of cut-
ting the deficit this fiscal year, it will
be a tribute to his powers as a ma-
gician. Maybe he will avoid the
sleight of hand, and just admit that
the deficit has stayed more or less
the same, or has risen. He will have
to acknowledge that government
takes a long time to work out just

how much it has spent in a given
fiscal year, and that the Budget pro-
vides little information on the actu-
al fiscal policy stance. As economic
consultant Edward Osborn put it:
“Liebenberg’s claim to be cutting the
deficit this fiscal year was a piece of
fiscal hyperbole.”

Also on the spending side, there
are big question marks over the
provinces. The most important puz-
zle to be solved relates to the hang-
over from the former homelands,
particularly the Ciskei and
Transkei. Government officials
have acknowledged that irregular-
ities uncovered in the former home-
lands could mean additional spend-
ing this fiscal year.

The Eastern Cape, where the sit-
uation has been aggravated by
fraud and failure to implement fi-
nancial controls, has been described
as a financial and administrative
“crisis area”. State expenditure di-
rector-general Hannes Smit says a
report-back is due this month, and
only then will he be able to say
whether irregularities will cause
substantial spending overruns.

Irregularities are not the only
reason for concerns over the
provinces. In terms of the constitu-
tion, they are not allowed to run
deficits, but at least two have indi-
cated they are heading for short-
falls. Smit is emphatic these will not
be financed from central govern-
ment’s coffers, and that borrowing

by provinces is also not an option.
Officials say the provinces’ com-
plaints about a shortage of money is
only posturing as negotiations over
next year’s Budget has started in
earnest. But it is nevertheless wor-
rying that after more than six
months of the fiscal year, Gauteng
and the Western Cape still do not
know how they will meet their
spending targets.

Another spending factor is the
interest bill. Osborn argues exces-
sive borrowing in the first half will
push interest payments over the
budgeted targets for the year. He
points out borrowing in the first half
of the year was R9,6bn more than
needed to cover the deficit — “de-
spite protestations that there will be
a new borrowing policy of limiting
loans to actual requirements to min-
imise public debt servicing costs”.

On the revenue side, the outcome
for the year so far has been disap-
pointing. At the time of the Budget,
many economists argued SA would
enjoy another revenue bonanza this
year. They believed government had
deliberately underestimated rev-
enue to ensure a cut in the deficit
even if spending overruns occurred.

ut the figures for the first half
of the year suggest revenue is in
danger of falling short of the Budget
totals. After adjustments for distor-
tions, only 46% of total irfland rev-
enue has been collected. Although
economists expect an acceleration in
the second half of the year, they
agree the situation is nowhere near
as rosy as earlier predicted. The
popular view that Liebenberg would
“under-promise” and “over-deliver”
is just not true.

Liebenberg has said it often
enough for people to believe SA is
gradually reducing its fiscal deficit.

The record shows a reduction in
the three fiscal years up to 1994/95
from 7,9% to 5,7% of GDP. But that
reduction was brought about by a
combination of economic ®srowth
and difficulties in getting spending
off the ground.

No real dent has.been made in
the deficit; there has been no notice-
able brake on the growth in interest
payments. The room for manoeuvre
is still pitifully small and the com-
placency by no means justified.



Taxman lowers transfer
duties imposed on trusts
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STAFF REPORT

Johannesburg — Trusts have been
given a reprieve from the inland
revenue department’s attempts to
force them to pay the higher compa-
ny rate of 10 percent duty on prop-
erty transfers.

Until the Transfer Duty Act had
been amended in parliament this
year, trusts were treated in the same
manner as natural persons provid-
ed that the beneficiaries in the trust
were natural persons.

Natural persons are liable for
transfer duty at 1percent for
amounts up to R60000; 5 percent
for amounts of R60 000 to R250 000
and 8 percent for amounts greater
than R250 000.

Companies pay transfer duty at
a flat rate of 10 percent.

Transfer duty is payable on the
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transfer of any land or the real right
to land, which is not subject to VAT.
The higher rate on trusts was
imposed from July 19 last year.
After appeals from lawyers and
others, the inland revenue depart-
ment accepted that trusts should be
treated as natural persons if natural
persons are the beneficiaries.

Refund

Clive Sharwood, a tax partner at
accountants Deloitte & Touche, said
that any trust which had paid the
higher rate could apply for a refund.
Any future transfers would be
levied at the lower rate.

But, he said, the issue was not
closed and the department was like-
Iy to come up with fresh legislation
next year to impose transfer duties
on trusts at the higher rate.




target

THE government seems likely to raise
VAT to 15% from 14% to restore re-
spectability to its finances and achieve
ambitious deficit targets for the 1996/97
fiscal year.

Department of Finance officials this
week presented a draft 1996/97 Budget
which aims at reducing the deficit to 5%
of GDP, with total expenditure of R172-
billion and revenue of R143-billion.

Economists say the 1996/97 fargets can
be achieved only if sharp spending cuts
are accompanied by higher revenues
from taxes and tariffs.

“Since (Finance Minister) Chris Lieben-
berg cannot justify any further increases
in corporate or personal tax rates and
tariffs will have to be reduced in line with
our commitment under Gatt, the only
option is a rise in indirect taxes, such as
VAT,” says Rudolf Gouws, chief
economist at Rand Merchant Bank.

The Katz commission on taxation re-
form, which will deliver its third report to
Mr Liebenberg later this month, is also
said to favour a shift from direct to
indirect taxes as a source of revenue.

In a statement elaborating on the draft
1996/97 Budget, the director-general of
Finance Estiaan Calitz gave further in-
dication that higher indirect taxes were
being favoured by government.

Dr Calitz said that without any change
in current tax levels, total revenue for
1996/97 was estimated at R140,5-billion,
leaving a shortfall of R2,7-billion if a 5%
deficit target is to be met.

He said any decision on how to make up
the shortfall would await the Katz com-
mission’s report but should take into
account that a one percentage point rise
in VAT to 15% would raise an extra R2,6-
billion. A 1c a litre increase in the fuel
levy would raise a further R150-million.

A rise in VAT is fiscally the most fea-
sible option and is easy to implement but
is politically unpopular.

Also, the government ‘might receive
more revenue than estimated since the

s deficit
fades
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By SVEN LUNSCHE

draft 1996/97 Budget assumes 3% eco-
nomic growth and 10% inflation. Both fig-
ures appear pessimistic.

Yet the draft details relatively sharp
increases in spending of 12% and revenue
of 15,3% for 1996/97, both of which require
additional intervention even in a high-
growth, low-inflation scenario.

Details of the draft became public on
Wednesday after a confidential briefing to
MPs was inadvertently broadcast from
Parliament and picked up by Reuters, the
news agency.

The briefing took place scon after it
was reported that this year’s budgeted
deficit of 58% of GDP would not be
met.

Mr Lieb g, who is itted to
reducing the deficit to 4,5% within five
years, said this week that despite revenue
overruns of about R1-billion the 1995/96
deficit is likely to be around 6% of GDP.

The main reason is said to be un-
expected demands from provincial gov-
ernments, particularly those which inher-
ited bureaucracies from the former
homelands.

While the government is battling to
meet budgeted targets its itment to
fiscal discipline seems intact.

“There-is a determination in the gov-
ernment to rein in excessive spending,”
says Mr Gouws, who represents Business
SA on the Budget committee.

The Cabinet on Wednesday agreed to
set up a special unit in the Department of
Finance to find ways to cut spending.

Hannes Smit, director-general; of State
Expenditure, told MPs only the.RDP and
the Department of Water Affairs would
receive real spending increases. Other de-
partments would get nominal‘inéreases in
allocations, while departmentsthat would
see their allocation of new funds cut in-
cluded housing (a decline of 35,7%), labour
(20%), defence (10,3%)-and trade and in-
dustry (8%).




New era for tax

THE reform of Inland Revenue
and the Department of Customs
and Excise is the first step in the
government’s attempt to boost
revenue collection and, in the long
run, lower tax rates.

Finance Minister Chris Lieben-
berg announced earlier this month
that Cusioms and Excise and In-
land Revenue would be amalga-
mated into an autonomous service
known as the South African Rev-
enue Service,

Some of the main benefits
sought from the reform process
are to improve revenue collection,
and to reduce fraud, corruption
and tax avoidance. This would en-
able the government to consider
reducing tax rates in the future,
Mr Liebenberg said at the time of
the announcement.

The establishment of an inde-
pendent tax arm was one of the
main recommendations of the
Katz commission into the coun-
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try’s taxation system. p

The comimission estimated fast
year that the government was los-
ing up to Ri5-billion a year be-
cause of low staffing levels and
dismal collection systems.

At any time during the current
fiscal year the Receiver was owed
about R9-billion.

The administrative reorganisa-
tion of the unit over two to three
years could yield at least R5-bil-
lion a year in additional revenue,
the commission estimated.

The SARS will be run along
business lines to ensure greater ef-
ficiency and professional service,
but will remain “within the dis-
cipline and control of the public
service”, Mr Liebenberg said.

A board of directors will be ap-
pointed by the Finance Minister to
develop and monitor the admin-
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istrative policy of the service, and
a chief executive will control its
management. ,

The administration of tax laws
will remain the responsibility of
the commissioners and the SARS
will be subject to audit by the Au-
ditor General.

In response to the announce-
ment, the SA Chamber of Business
gave the department its full sup-
port and welcomed the introduc-
tion of business principles into the
new body.

However, Sacob expressed con-
cern about SARS continuing to op-
erate within the control of the
Public Service Commission, as
this would undermine the SARS’s
operational efficiency and flexi-
bility with respect to manage-
ment control. .

Sacob said it would be prefer-
able if the SARS were operated
along the lines of a statutory body
such as the CSIR.




Accident insurance deficit more than R4bn

Transport dept
proposes new

Mungo Soggot

TRANSPORT Minister Mac Maharaj
is proposing slapping an extra 3c/l onto
the petrol price to help prop up the be-
leaguered Multilateral Motor Vehicle
Accident; d for accident victims.

The proposal, contained in a depart-
mental d t, is to be submitted to
the Cabinet on Wednesday.

A source close to the department
said the document indicated the de-
partment was keen to push the in-
crease through as soon as possible.

It also proposed a 2¢/l increase on
the levy on the diegel price.

" The document’tad said the cumu-
lated deficit on the fand was more than
Rdbn on April 1, and that the deficit for
the year was heading for R600m, the
source said.

Fuel industry sources said the move
was likely to coincide with a drop in the
petrol price due to international oil
price movements, which would cushion
the blow to motorists.

The basic fuel price, which includes
the fund’s levy and other taxes, is ad-
justed on the first Wednesday of every
month to reflect international price
trends. The latest Central Energy
Fund figures show that if exchange
rates and international oil prices re-
main at their current levels, the De-
cember adjustment, without the addi-
tional levy, would amount fo 3,5¢/l.

levyonpetrol

The petrol levy for the fund stands
at 9¢/1 and the diesel levy isat 5,8¢/.

Multilateral Motor Vehicle Acci-
dents fund CE Willem Swanepoel told
the parliamentary joint standing com-
mittee on public accounts earlier this
month the fund was a “sitting duck for
insolvency” and called for increased
funding and a capping of claims.

He told the committee the fund had
had a negative cash flow in September
and expressed hope that Maharaj
would raise the levy as an interim
measurs to save the fund.

The fund has been criticised widely
for mismanagement, and was dubbed a
“bureancracy gone mad” by senior
counsel Stephan du Toit in court ear-
lier this year. He said the commission
of inquiry into the fund by Judge David
Melamet in 1992 had found it tobeina
“disastrous state” and had recom-
mendsd it cut back its operations.

Swanepoel told the parliamentary
commiittee he was reviewing the way
the fund worked in a White Paper
which would explore the possibility of
capping claims.

SA Chamber of Business economic
peligy director Ben van Rensburg. at
the feekend questioned any i 8
to p‘ush through the increase now ant
notjin the Budget as it was a taxation
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Tax on pension ¢
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THE Katz c6fmissidn s expected to
recommend the'taxation of contribu-
ions to pension funds when its second
report 15 handed to Finance Minister
I"hris Liebenberg next week.

The commission is also expected to
recommend against implementing a
capital gains tax as it generates uncer-
tainty and yields little revenue.

Anti-avoidance measures are ex-

tributions mooted

in terms of the commission’s proposals.
There will also be a chapter on taxpay-
ers’ rights which will address issues
such as the receiver of revenue’s failure
to assess taxpayers quickly enough.

A source said the proposal on pen-
sions taxation, which followed months
of refinement after it was mooted last
vear, would probably cause a fuss “be-
cause no one likes fundamental re-
form”. A Reuter report yesterday put a
figure of R3bn on potential revenue

vected to be tightened up and the tax-
ation of groups of companies beefed up

Continued on Page 2
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The commission’s proposal last year
to place a limit on the tax-free portion
of pension fund contributions was
greeted with outrage. The proposal
was rejected by the parliamentary
committee on finance, which asked for
more research to be done.

Finance director-general Estian
Calitz mentioned pensions taxation as
one area that government was looking
at during last week’s closed presenta-
tion of Budget issues to the parliamen-
tary finance committee.

Another source said the Katz rec-
ommendations drew heavily on the
work of the Smith committee on retire-
ment provision. In June this year gov-
ernment appointed retired accountant
Guy Smith to head a committee of ex-
perts whose brief on retirement policy
included taxation. “Fears were raised
last year that the proposal had not

been properly researched. It would be
difficuit to repeat the accusation this
year. aithough people will be unhap-
py,” the source said.

He said finance raised through pen-

2 ’ ] ; qgsions taxation should be used to reduce

personal income taxes in the middle in-
come range of R38 000-R80 000.

Reuter reported sources said some
of the expected R3bn resulting from
the tax — to be levied at a flat rate —
would be used to reduce high personal
income tax rates. The commission
would recommend that state pension
funds and some older funds be exclud-
ed from the tax.

The suggestion to tax the build-up
of earnings in pension funds would be
accompanied by a call for all retire-
ment vehicles, including pension and
provident funds, to be taxed similariy.

The commission would also recom-
mend a reduction in the rate of the sec-
ondary tax on companies from 25% to
15%. Other issues to be addressed in-
clude capital transfer tax, land tax.
dedicated taxes and gambling, wager-
ing and betting taxes.




Taxpayers may find Katz commission rec

embers of the Katz com-
mission better take out
some insurance.

If early leaks of what they have
recommended on the taxation of
retirement funds and their mem-

 bers prove to be correct, they are in

I for quite a reaction from taxpayers,
public servants and the R400 billion
retiremnent industry.

The reaction they received for
the proposed capping of retirement
contributions in their first report
last year was tame compared with
what may be coming their way.

What will worry the industry is
that people will reduce savings
either by choice or because of caps
put on tax deductible contributions.

Taxpayers, already among the
most highly taxed in the world and
suffering under the burden of high
real-interest rates, are not likely to
be happy.

The strange thing is that Katz
will be presenting a report at much
the same time as the Smith commit-
tee, which is looking at the broader

issue of retirement funding.

LIFE WITH CAMERON

By Bruce CAMERON

In appointing tax
and retirement
commissions, the
cart may have been
put before the horse

Katz has been sticking to the tax
issues in retirement, separate from
the greater investigation into the re-
structuring of the tax system.

The question already being
asked in the industry is what hap-
pens if Smith and Katz have differ-
ent ideas.

Katz and Smith have two com-
mon members, but whether this
will resolve difficulties is unlikely,
particularly if Katz's recommenda-
tions are implemented in the next
Budget.

While almost immediate effect is
likely to be given to the Katz recom-

mendations, the Smith recommen-
dations will go out for an endless
series of comment and reaction.

It begs the question of whether,
in this case, the cart has indeed not
been put before the horse.

Smith has been charged to
answer a number of important
questions, including such things as
a national pension scheme and the
problems caused by different retire-
ment regimes; namely defined ben-
efit and defined contribution
schemes. If the government accepts
a recommendation from Katz to

allow tax deductibility of provident
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tions and tax-free growth of the
funds should be allowed to contin-
ue, but that taxation of benefits
should be toughened up.

This is in line with the practice
used in many countries.

Katz appears likely to urge more
comprehensive taxation of benefits,
with the introduction of a marginal
tax rate on lump sums, rather than
an average rate of taxation.

What will bother the retirement
industry is if the commission goes
ahead with a recommendation that
the income of retirement funds also
be taxed.

Katz wants to do this, arguing
that the state loses out because it
only receives the tax after a number
of years, effectively losing the inter-
est that could be earned on receiv-
ing the tax earlier.

The question — and again one
which should be directed to Smith
— is whether the government
should use inducements to encour-
age people to save, particularly for
their old age. These are only a few
of the issues involved.

fund contributions by members,
there will be a flood towards provi-
dent funds.

Of growing concern to the
industry and to some employers is
the consequence of members taking
all their benefits as a lump sum.

There have been increasing
warnings that bad investments
could easily result in employees
coming back to haunt employers
when they find their colleagues,
who had stuck to defined benefits,
living happily.

Smith is considering whether a
portion of all retirement funds
should be paid out as a monthly
pension.

Then there is the question of
transferring risk from employer to
employee as a defined benefit fund

is changed to a defined contribution
fund.

In its recommendations to the
Katz commission, the Life Offices
Association, which represents all
the major life assurance companies,
recommended that the system of
allowing tax deductible contribu-

ommendations
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to rage for

The' debate is likely
months, if not years.

Are the interests of Norwich Life
policyholders being properly pro-
tected in the listing of Norwich
Holdings next month?

Because of the listing, and the
restructuring of the company, poli-
cyholders — through their majority
stake in the Policyholders Trust —
will lose control of the company.

In reply to a number of ques-
tions on the issue, Charles Davies,
the chief executive officer, was
convinced that the interests of poli-
cyholders had been protected.

The advantages, he said, definite-
ly outweighed the loss of control.

The key reason for the move was
that the Policyholders Trust was not
able to contribute capital needed to
grow the company.

It was also important to list so
that the shares of existing sharehold-
ers would be marketable.

The interests of policyholders
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Katz wants

By BRUCE CAMERON
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higher tax on
pension funds

funds will be payable

Cape Town — The Katz commis-
siony’s final report will call for new
and higher retirement taxes —
resulting in reduced retirement ben-
efits for middle- and upper-income
groups, Business Report has
learned.

. Wealth tax is expected to be put
on hold while the focus changes to
retirement provisions, according to
sources close to the commission.

Reuters, meanwhile, reported
that the Katz commission recom-
mendations would earn an extra
R3billion a year for the fiscus,
which would be used to reduce
high personal tax rates.

The sources told Business report
that the panel, led by tax attorney
Michael Katz, and appointed by the
government to review the tax sys-
tem, will recommend to govern-
ment that the Marketable Securities
Tax and the Secondary Tax on
Companies, be phased out.

The panel is likely to recom-
mend that the secondary tax be
replaced by another complex tax.
These steps are designed to encour-
age foreign investors.

Indications are that no final rec-
ommendations have been made on
wealth taxes because the commis-
sion is concerned about the nega-
tive effect on taxpayers.

In the retirement-tax overhaul,
even tougher taxes are being pro-
posed for lump-sum benefits than
those introduced in September.

And if the commission gets its
way, taxation of income earned by

and lump-sum benefits will be
taxed, not at the average rate of
taxation as applies now, but at the
marginal rate paid in the year of
retirement.

The commission wants to cap
tax-deductible contributions to
retirement funds at 22,5 percent of
remuneration with the employer
contribution limited to 15 percent of
gross income. This will eliminate
many of the “top-hat” schemes
offered on a salary-sacrifice basis to
top executives, who are not subject
to any effective limit on employer
retirement contributions.

Good news for provident fund
members is likely to be that pen-
sion and provident funds will be
treated on an equal basis, . with
provident fund members being
able to claim their contributions as
tax-deductible.

The retirement taxation propos-
als are likely to blow up a bigger
storm than the earlier Katz recom-
mendations to cap tax deductible
contributions.Katz has apparently
dropped the idea in favour of a
more comprehensive review of the
taxing of retirement funds.

Public servants will also take a
knock, losing the tax exemption on
lump-sum retirement benefits.

The commission is expected to
justify the tougher taxation of retire-
ment funds on the grounds that the
state loses out by only taxing the
benefits and because the benefits,
particularly the lump-sums, are not
taxed at a full rate.

(1 See Page 19




of tax rands are lost to the state

each year through registered
taxpayers avoiding paying their
taxes do not even start to take into
account the number of people who
remain outside the tax net.

This unfortunate situation arises
in patt from the perception that pre-
vious governments had neither the
legat authority nor the legitimacy to

F igures indicating that billions

extended from October 31 1995 to
the January 199 date and it is un-
likely that the cut-off date will be ex-
tended again.

Who qualifies for the amnesty?
Any person who on April 26 1994
was not registered with the Commis-
stoner for Inland Revenue to pay
employees’ tax, normal tax and VAT
and persons who

impase taxes on peaple who had o
vote and therefore no say in the gov-
ernment levying such taxes.

In an effort to broaden the tax
base beyond the 1,8-miltion people
eaming more than R50000 a year
and the 2,7-million people eaming
between R14 605 and R50 000, Par-
liament this year passed the Tax
Amnesty Act.

This aliows people who were
previously ot registered as taxpay-
ers to register without having to pay
the taxes they would otherwise owe
the state.

Obviously those who choose not
to take advantage of the actand who
still refuse to pay taxes can expect no
mercy from the Receiver of Revenue
in the future - after January 31 199
tobe exact.

Since becoming law earlier this
year, the amnesty period has been

were registered but
whose whereabouts
were unknown to
the commissioner

Thousands
duck and

for the amnesty must apply in writ-
ing to the commissioner within the
amnesty period.

The taxes for which amnesty
should be applied are normal tax in
respect of tlI:e years before March 1
1994, VAT payable before that date,
stamp duties, non-resident share-
holders’ tax, secondary tax on com-
panies, donations

tax and sales fax.
Any interest or
penalties accruing

_ ontheoutstanding
qualify for the = taxes will also not
amnesty on applica- dwe’ b“t be payable. Nor
tion. HTH will penalijes or

This  includes millions are criminal prosecu-
legal persons such tions be applied.
as companies, close m“e net There  are,
corporations, trusts however,  certain
and assodiations not for gain. taxes which are excluded from the

All taxes are included but there  act. These include taxes which have
are special provisions in regard to  already been paid by the qualifying
sales tax which was previously person or any taxes payable before

“levied in place of VAT. The only

taxes excluded are transfer duty, es-
tate duty, marketable securities tax
and Regional Services Council or
Joint Services Board levies.

The act applies in the former Re-
public of South Africa and all the for-
merly independent territories.

A person who wishes to qualify

Aprit 27 1994 and which were the
subject of an investigation of which
the taxpayer was aware.

There are special clauses relating
to sales tax, Where sales tax has been
paid within the amnesty period or
six months after its expiry, no penalty
onthose taxes shall be payable. Simy-
larly, anybody who is dissatisfied

Just twd inonths left to take

advantage of tax amnesty
b 24]ilss

D

with the amount of sales tax paid
may, within the amnesty period,
apply for a re-examination of the |
matter. !

Where a person has been unable |
to furnish accurate information on
the amount of sales tax payable, that
person and the commissioner may
reach an agreement on the amount
of tax due.

‘The commissioner remains free
to raise an assessment on the person
in question and any assessment is-
sued on the basis of an agreement |
between the taxpayer and the com- |
missioner shall be final and not sub- *
jectto appeal,

The act also provides for the
amnesty to be withdrawn if the tax-
payer defaults on any agreement
contained within the act and who,
“without reasonable grounds fails to
pay any tax due within a period of
one year after the end of the amnesty
period or any shorter period agreed
to with the commissioner”.

There is a toll-free number that
can be dialled for further informa-
tion. It is 080-011-3930.

B This is the ninth part of a series by
Political Correspondent Patrick Bul-
ger ona variety of important legisla- |
tion toemerge from the 1995 session
of Parliament.




raditional doctors, also known

as sangomas or inyangas, are

practitioners found on the
continent of Africa.

They have been practising their
ancestral-given profession success-
fully for ages. However, over the
past decade or so, their image was
dented by people who labelled
them witchdoctors.

Today, traditional doctors are
recognised and respected.

In fact, the Rand Afrikaans
University will be conducting a
three-year traditional health care
diploma tailored for sangomas and
inyangas from January next year.

According to Seth Seroka, a
board member of the African
National Healers Association, there
are approximately 200000 healers
in South Africa.

My discussion with Seroka con-
firmed that inyangas and sangomas
have not yet felt the finance minis-
ter’s harsh hand. Traditional doc-
tors use the resources of the country

By MarsHery MATSHERU

Traditional doctors
must register for
VAT if turnover for
the year is more
than R150 000

and they too must contribute to the
cost of running the state.

Like other traders, traditional
healers must register for VAT if their
turnover is more than R150000 a
year. They can also register volun-
tarily if their turnover is less than
R150 000.

They must register for income
tax 50 as to get a tax number. All
registrations must be done at the
nearest revenue services office.

The traditional healer’s income
will fall into gross income and be

taxed accordingly. Most traditional
doctors work at home.

However, before home expenses
can be deducted, certain require-
ments must be met.

The income tax law requires that
the home facilities must be used reg-
ularly and exclusively for the pur-
pose of trade. If this requirement is
met, the following can be deducted:
interest on mortgage bonds; rental;
rates; water and lights; cleaning
costs; and telephone expenses.

When your tax liability is deter-

mined, the tax gatherer will exam-
ine the total area of the house
including the outside building. The
room or office used for trade witl
also be examined.

For example, if the business area
is 20 percent and the total cost
incurred is R10 000, then the calcu-
lation is as follows:

D X 10000 = R2000 Thus
R2 000 will be deducted.

The traditional healer will not be
able to deduct the cost of acquiring
the bones because this cost is linked
with the income earning structure.
It is also a once-off expense. The cost
of communicating with ‘the ances-
tors or spirit medium will also not
qualify for a deduction because it is
an expense of a capital nature.

The cost of preparing the medi-
cine will be tax deductible if it is
incurred in the production of
income and is not of a capital
nature. Traditional doctors must
seek professional advice in this
regard.

(320)

Traditional healers should start K@@@.ﬁ% tax
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Black taxpayers, who incur
expenses when consulting tradi-
tional healers, will not be able to
claim such medical expenses be-
cause of the lack of proof.

The recognition by the legislator
of some aspects of black culture will
give the tax system much needed
credibility. This would seem to be
the most logical and constructive
answer to the present problems
found in our tax law.

The preparation of the returns is
one of the most important duties of
every taxpayer. Tax returns are
made with reference to a particular
tax year. Most traditional healers
trade as sole traders. A sole trader’s
tax year runs from March 1 to the
end of February the following year.

Thus, a sangoma who operates
as a sole trader must submit his tax
returns immediately after the end of
February.

3 Matsheru Matsheru is an inde-
pendent tax consultant.

DEM BONES Seth Seroka, one of South Africa’s approximately 200 000 traditional healers, throws the bone

As yet, traditional healers have not been drawn into any formal structures PHOTO JOHN WOOR
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Latest Katz tax report

By Bruck CAMERON

Johannesburg — The next Katz
commission report on the restruc-
turing of the country’s tax system is
to be released on Monday, the
finance ministry said yesterday.

The report deals with a number
of key issues including wealth tax,
the future of the secondary tax on
companies and the marketable
securities tax; and a restructuring of
taxation on retirement funds and
benefits.

The commission, under the
chairmanship of tax lawyer Michael

ar(en) ifizjas
Katz, is expected” to recommend
that it continue its work since it has
not reached final conclusions on
some important issues, including
the adoption of a wealth tax.

Recommendations in the report
are expected to affect the Budget in
March but will first be considered
by the parliamentary standing com-
mittee on finance.

The Smith committee of inquiry
into the pension industry will
release its report in mid-December.
Parts of that report are expected to
impact on the Katz report.

Gill Marcus, chairman of the

due out
nga
coniimittee, said that the commis-

sion’s report would be available to
the public from the government
printer next week.

She would like interested parties
to study the report over the holiday
period and to send written submis-
sions to the committee by January 8.
Applications to make verbal sub-
missions to the committee should
also be in by the same date.

The committee will hold public
sittings to take evidence in the week
of January 15-22 and should have
its report completed by the first
week in February.
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SA’s tax future according

Here are excerpts from the recommendations issued yesterday in the third report
of the Katz Commission on reforming South Africa

CHAPTER 2
TOWARDS A GUIDING
FRAMEWORK

Ratio of Tax to GDP

SThe commitment of the Government to
avoiding increases in the present ratio of national
and provincial tax revenue to Gross Domestic
Product of about 25 percent is supported.

Reform of VAT

OThe question of Value Added Tax reform
should be further investigated, both with respect
to an increase in the standard rate and a narrow-
ing of the set of zero rated items. The scope for
appropriate poverty relief to accompany VAT
reform should be evaluated.

Income Tax Reform and Income Distribution

[CThe relationship between income tax
reform and income distribution should be exam-
ined further, including attention to the issues
identified below:

(a) broadening the base by removing or limit-
ing deductions, exemptions and other prefer-
ences;

(b)reducing the gradation of the marginal rate
schedule;

() reducing the number of marginal rate
brackets;

(d) reducing the maximum marginal rate;

(e) raising the tax threshold;

(f) adjusting brackets, credits, standard deduc-
tions and other nominal amounts for inflation.

Incremental Approach to Tax Reform

T A stepwise, or incremental, approach to tax
reform is recommended, rather than a compre-
hensive tax reform introduced in one package.
The development of an explicit transition strate-
gy, including improvements in tax administra-
tion, should be undertaken as an important foun-
dation for this incremental approach.

CHAPTER 3
DEDICATED TAXES AND USER
CHARGES

Earmarking of General Tax Revenues

OThe earmarking of general tax revenues,
including income taxes, the value added tax and
customs duties, should be avoided. With regard
to those excise taxes which can advantageously
be assigned, caution should be exercised, taking
account of the following issues:

(a) effects on the procedural faimess of the
budgetary process;

EE A

(f) whether the envisaged tax should be
regarded as a net addition to the tax burden or
whether it should replace other existing rev-
enues; and

(g) the ways in which such a tax could be
linked to urban local tax systems, including coop-
eration in the implementation of valuation meth-
ods and ways of using the tax to smooth the
urban-rural interface in South Africa.

CHAPTER 5
REGIONAL SERVICES COUNCIL
LEVIES

Investigation of RSC Levies

LI Regional Services Council levies should be
investigated as a matter of priority by the Finan-
cial and Fiscal Commission who should liaise
with the Commission in this matter, particularly
with a view to ensuring that any continuation of
such levies fits within the holistic framework for
taxation as recommended by the Commission,

CHAPTER 6
CAPITAL GAINS TAX

Capital Gains Tax

O There should not be a capital gains tax in
South Africa at this stage.

U When the restructuring of the tax adminis-
tration has been completed in line with the Com-
mission’s recommendations in its first Report, the
contentions for and against the possible introduc-
tion of this tax and its suitability for South Africa
should be revisited and cognisance should be
taken of the considerations set out in Chapter 6 of
this report

CHAPTER 7
CAPITAL TAXES

Capital Transfer Tax

O'The principle of a capital transfer tax,
which would encompass the present estate duty
and donations tax, is supported.

CHAPTER 8
RETIREMENT FUND TAXATION

Limitations on Deductible Contributions
OThe idea of "capping” rand values of
deductible contributions should not be pursued.
0 Deductible contributions should be limited
to 15 percent of aggregate remuneration in
respect of employers and 7,5 percent of taxable

Proposed Tax Schedule

Z The taxable amount arising from the net
“capital sum” should be taxed according to the
following schedules, the rates to be applied to
that part of the taxable amount that falls within
each band, without any offset against any other
tax losses of the taxpayer:

Tax Rate Withdrawal Death and Retirement
15% tess than R25 000 Less than R150 000
25% R25 000 to R75 000 R150 000 to R450 000
35% R75000 10 R125000  R450 000 to R750 000

45% More than R125000  More than R750 000
Allocation of the Tax Liability

"2 There should be a convention for the
sequence to be used to allocate the tax liability to
different parts of the “capital sum”, as follows:

(a) first, any lump sum in excess of R50 000;

(b) second, that portion of the capital sum to
be applied to the purchase of the annuity (A), up
to a maximum of 25 percent of A;

(c) third, the first R50 000 of the tump sum;

(d) fourth, the balance of the purchase price of
the annuity.

Tax Status of Pension Annuities

[ Pension annuities should be payable free of
tax in the hands of the pensioner once tax is paid
on the “capital sum” and income of the fund has
been subject to tax. To the extent that it is imprac-
tical to move existing pensioners onto the new
basis, old funds should be closed to further con-
tributions and would retain their “untaxed” sta-
tus and pensions paid would remain taxable in
the hands of recipients,

Lump Sum Payments on Termination of Service

S'Lump sum payments on termination of ser.
vice, including payments in respect of “deferred
compensation” arrangements, should be treated

National Revenue Account
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CHAPTER 9
SECONDARY TAX ON COMPANIES
AND DIVIDENDS

Retention of the STC
[1The Secondary Tax on Companies should
be retained at this time.

Further investigation of the Imputation System
' Movement towards some form of imputa-
tion system is favoured in principle: While the
administrative restructuring is in progress that
will remove the practical inhibitions to the kind
of comprehensive reform required for an imputa-
tion system, further research into alternatives
should continue and empirical evidence should
be gathered as to how foreign systems are pro-
gressing with removing some of the difficulties
currently experienced with similar systems.

Reduction in the STC Rate

[2The Commission favours a substantial
reduction in the STC rate from its present level, in
order to reduce the burden of the combined cor-
porate tax rates and minimise the distorting
effects of the STC.

STC on Foreign Branches

INo branch tax should be introduced, but
the current law should be amended formally to
remove the STC obligation on foreign branches
which is simply not being enforced.

Assessed Losses, Capital Gains and Exempt
Recipients

[!No amendments in respect of assessed loss-
es, capital gains and exempt recipients should be
made at this time. Adjustments might be consid-
ered at a later stage if fiscal and administrative
circumstances allow.

%
RO0O RO0O change
61344 317 68 230 000 11,2
2105000 2 350 000 11.6
43094767 48 199 000 11,8
5445 000 5480000 0,6
882258 950 000 77
112871342 125209000 10,9
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CHAPTER 10
GROUP INCOME TAXATION

Introduction of a System of Group Taxation

' A gradual approach to the introduction of a
system of group taxation is proposed, beginning
with a simplified consolidation method.

The Definition of a Group

C)Group members, including the holding
company, should be limited to South African
companies, excluding close corporations.

LI Companies which are subject to a special
tax regime, such as those engaged in long term
insurance or mining activities, should not be per-
mitted to take advantage of a group tax system
applicable to ordinary companies. The group tax
system should, in principle, apply to a group
comprising companies engaged in a common
specialised activity.

IFor the purpose of qualifying for group tax
relief, a group should comprise a holding compa-
Ny and all its wholly-owned subsidiaries. The
term “wholly-owned” should be defined to rofer
to both direct and indirect interests held by the
holding company, determined on the equity
share capital of the companies concerned.

= The term “wholly-owned” should allow for
equity shares to be held by full time employees,
including executive directors, in terms of share
incentives schemes.

The shares held by or on behalf of employees
and directors should not exceed 10 percent of the
equity share capital Once a consolidation sys-
temn has been implemented successfully, it may be
possible to drop the percentage ownership
requirement to, say, 75 percent of equity share
capital.

CHAPTER 11
TAX AVOIDANCE

Introduction of a Business Purpose Test in Sec-
tion 103(1) of the Income Tax Act

= Section 103(1) of the Income Tax Act should
be amended so as to incorporate the principles
which are reflected in the draft hereunder:
\ (a) section 103(b)(i) be amended to read as fol-
owszs

was entered into or carried out:
1 the case of a transaction in a business

context =+ means . in a manner which would
notnorm.,, -mored /or bona fide business
burposes, Ciper tan the Mtaining of a tax bene-
fit; and

(bb) in the case of any Othe. iras. ~tion, being
a transaction not falling within (aa), by means or
in a manner which would 1 )

er should be deemed to have qualified
end of the tax vear.

Phasing Out of Previous Allowances

CiWith regard to the recoup
allowances when a taxpayer ceases to q
SBU, a phasing-out period of at least |
should be granted.

CHAPTER 14
VALUE ADDED TAX IN RES
OF FINANCIAL SERVICE

Limitation of Exemptions of Financial
from VAT

i Section 2(1) of the VAT Act, 1991, s
narrowed, thereby bringing into the VA’
lowing:

(a) all fee based financial services;

(b) all fee based services in respec
insurance and other superannuation fun

Abolition of the Financial Services Levy

i The financial services levy should |
ished.

Definition of Financial Services

= A specialist team at the office of th
missioner for Inland Revenue should be
lished to investigate the adoption of .
refined definition of financial services.

A detailed practice note should be pu
following consultation with the Coungil of
ern African Bankers, the Life Offices Asso
and the Fund Managers’ Association of
Africa and other role players.

CHAPTER 15
TAX ON GAMBLING

Income Tax

" Operators: The normal income tax I
ples should be applied to all gambling and
operations.

T Gamblers: The normal income tax hs
ples should be applied to the winnings of
blers.

- Lotteries: The normal income tax pring
should be applicable to operators of lott
with the sole exception of the National Lo
which should be exempt from incorne tax.

Value Added Tax

LTAll gambling, casino and lottery activ
with the exception of the National Lottery, sh
be subject to VAT.

0 The:National Lottery should be treate
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bility for resource allocation;

(c) effects on access to services and the distri-
bution across consumers of costs;

(d) impact on the faimess and efficiency of
resource allocation;

(e) possible interference with fiscal policy
implementation;

(f) overall efficiency and fairness of the tax
system.

" Apart from other considerations, further
earmarking of specific taxes should not be con-
sidered until a satisfactory system of intergovern-
mental financial transfers is in place and
provinces have developed sound revenue bases.

Review of the Financing of the MVA Fund

T The financing of the Multilateral Motor
Vehicle Accident Fund by means of an earmarked
fuel levy should be reviewed.

Assignment of Percentage of the Fuel Levy to
Roads

T Consideration should be given to the
assignment of a percentage of the fuel levy to
road construction and maintenance within the
broader budget process.

User Charges and Taxation

T 1In determining policies regarding user
charges for publicly provided services, explicit
assessment should be undertaken of the interac-
tion of fee schedules with the structure and inci-
dence of taxation.

Assignment of User Charges

TJThe assignment of user charges to the insti-
tutions responsible for providing associated pub-
lic services is favoured, where such charges rep-
resent cost recovery, fully or in part, rather than
their appropriation as general national or provin-
cial revenue.

CHAPTER 4
LAND TAX

Further Investigation of a Local Land Tax

O Further investigation should be undertaken
to ascertain the merits of a local level land tax and
to ensure that, if introduced, the implementation
of such a tax should not have undesirable distort-
ing effects.

The issues which, in particular, require further
investigation include the following:

(a) whether the envisaged benefits of a local
level rural land tax will actually arise;

(b) what the proper roles are of the national
and provincial governments with regard to a
local level rural land tax;

(c) what the contents are of the framework
within which the proposed tax should be imple-
mented;

(d) what the factors are that should be taken
into account to ensure that, from an administra-
tive point of view, the envisaged tax operates
properly, including the definition of the tax base,
the identification of the party liable for the tax,
the assessment of taxable value, the tax rate, as
well as the appropriate exemptions, tax relief,
administration, collection and enforcement;

(e) the relationship between the proposed
fand tax and other revenues, including, more par-
ticularly, RSC levies, as well as the relationship
between the tax and fiscal transfers;

LHLLIL BRI PLL O tiployees.
_ Separate deductibility limits should be set
for benetit funds and Medical Aid arrangements.

Limitations on Benefit Funds

1A basis should be established for limiting
the scale of benefits that can be offered by defined
benefit funds.

Information Required

T As part of an employee’s tax return, a
schedule should be required in support of any
claim for retirement fund contributions and in
which details are disclosed of:

(a) the name of the retirement fund and its
registration number;

(b) total members remuneration over the year;

(c) members’ contributions; and

(dy employer’s contributions.

Muttiple Membership

[ Simultaneous membership by an employee
of more than one approved fund offered by his or
her employer should be disaliowed.

Balance of Cost Schemes
~ The feasibility of allowing “balance of cost”
schemes to be recognised should be investigated.

Taxation of Fund Income

= Approved funds should be taxed on inter-
est, rental and other “trading” income (“fund tax-
able income™) at a flat rate of 30 percent.

[ Existing “pensioner funds” should be given
the option to convert from the “old” to the “new”
tax regime.

[ The taxation of income accruing to Medical
Aids and other benefit funds should be further
investigated.

Taxation of Benefits

T Within each retirement fund that pays
pension annuities to retired members, it is pro-
posed that a “pensioner fund” be formed to hold
assets backing the liabilities in respect of pen-
sioners.

[ A value should be determined of ali bene-
fits deemed to accrue on death or retirement,
whether lump sum or in the form of an annuity,
and tax should be determined on this “capital
sum” and paid at this stage.

Deductions from the Capital Sum

Dlin arriving at the taxable amount of the
“capital sum”, the following deductions should
be allowed:

(a) on withdrawal from a Fund: R2000;

(b) on death or retirement: where A equals the
amount from the capital sum applied to purchase
an annuity, the sum of:

(i) R50 000;

(i) the Jesser of A and R120 000; and

(iii) provided A is greater than R120 000, the
lesser of R210 000 and 50 percent of (A - 120 000);

subject to the overall limit of the capital sum.

Review of Monetary Amounts

] The monetary amounts and schedules to be
used in determining the taxable amount and tax
due should be regularly reviewed.

Qualifying Criteria for Pension Annuities

[ Consideration should be given to establish-
ing minimum criteria in terms of which pension
annuities will qualify for the deduction.

Toial tax revenue
Non-tax revenue

Total current revenue
Sale of fixed capital assefs
Sales of stocks

Total revenue and grants

Total National Revenue Account *

| E—

* Includes items, such as recovery of loans and advances, nof recognised as revenue by the IMF

109 621 332 121 318 883
1762075 1528 579 -133
111383417 122847462 10,3
15025 15015 01
1 200 000
111395452 124062477 114
112721 118 124491000 10,4

as if thev were retirement benefits, and included
in the “capital sum” for the purposes of deter-
mining tax liability.

Retrenchment Benefits

T The minimum age at which benefits paid
on retrenchment are treated as retirement benefits
for tax purposes should be reduced from 55 to 50.

Equality between Private and Public Sector

- Exemptions from tax of lump sum benefits
payable from “funds established by law” should
be withdrawn.

0 Acerued rights to exempt lump sum bene-
fits should be recognised and determined by ref-
erence to the service of members up to the date of
the change. Withdrawal benefits, unless trans-
ferred to another approved fund, should be sub-
ject to the normat tax scales.

~_The Commission favours the same tax
treatment of the income of public sector
retirement funds as it recommends for the private
sector. If, on consideration, it is decided that cer-
tain public sector funds should be exempted,
such exemption should apply only to funds
which by their nature have extensive restrictions
on their investment policies. Exemptlons should
be subject to appropriate principles, explicit
application for exemption and publication by the
Commissioner for Inland Revenue of the names
of exempt schemes.

Retirement Annuities

[1The maximum contribution rate to retire-
ment annuities should be increased to 22,5 per-
cent of taxable income.

1 Employed persons should be permitted to
contribute the sum of 22,5 percent of “non-
retirement funding” income (as defined) and the
difference between 7,5 percent of “retirement
funding” income and allowable contributions to
an occupational fund to retirement annuities.

[JThe rules determining acceptable benefits
from retirement annuities should be amended to
allow for lump sum benefits, or equivalently, the
full commutation of pension benefits,

Review of Tax Legislation

T As part of a general review of the legislation
applicable to pension and provident funds, the rel-
evant tax legislation should be revised.

The distinction between pension and provident
funds in the Income Tax Act should be abandoned
in favour of reference to “approved retirement
funds”.

Reinvestment within Groups

[ Exemptions or a credit refund system to
cater for reinvestment within the group context
should be investigated, including their impact on
administration

“IThe current exemption from STC in terms
of section 64B(5)(f) of the Act should be extended
to comprehend situations where a group sub-
sidiary’s shares are held by more than one share-
holder within the group of companies which are
themselves wholly owned subsidiaries.

" The requirement for a section 64B(5)(f)
exemption that the holding company should
derive its profits solely from sources within the
Republic should be revised to refer to “substan-
tially all” so as to allow for a legitimate applica-
tion of the de minimis principle, and the period
over which there may be no non-RSA profits
should not encompass more than one year of
assessment prior to the year in which the divi-
dend is declared.

Intra-Group Loans

TIThe provision for the exemption of intra-
group loans for STC purposes should be extend-
ed to encompass loans between wholly owned
companies and subsidiaries whether the holding
is direct or indirect. For this purpose, “wholly
owned” should be defined to allow for equity
share holdings by full-time employees in terms of
share incentive schemes, not exceeding 10 per-
cent of the company’s equity share capital.

Deemed Distributions

DO The present ambiguity regarding the scope
of the exclusion from a deemed distribution (in
terms of section 64C of the Income Tax Act) of
amounts distributed to part shareholders in
excess of profits and reserves available for distri-
bution by way of a dividend, should be clarified
by way of legislation or an appropriate practice
note.

Prescription

[ The final proviso to section 79(1) as regards
Undistributed Profits Tax should be extended to
STC.

Exemption of Interest Received

{7Section 10(1) (hA) of the Income Tax Act
should be amended so as to prevent the exemption
of interest received which this section provides to
foreign companies which are managed and con-
trolled outside South Africa from applying in
respect of business conducted in the Republic.
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transaction, operation or scheme of the nature of
the transaction, operation or scheme in question;
or’;

(b) the tollowing proviso be inserted at the
end of section 103(1):

“provided that the provisions of this section
shail not apply where it may reasonably be con-
sidered that the transaction would not result
directly or indirectly in a misuse of the provisions
of the Act or an abuse having regard to the provi-
sions of the Act, read as a whole.”

T This new provision should onlv apply to
transactions entered into after the implementa-
tion of the new section.

Additional Assessments in terms of Provisions
Against Trafficking in Assessed Losses

_Section 103 should be amended to embody
the principle contained in Practice Note No. 20
dated 25 June 1995; that is, that the raising of
additional assessments m terms of section 103 is
subject to the restrictions imposed by the first
proviso to section 79 of the Act, so that addition-
al assessments may not be raised after the expiry
of three years from the date of assessment unless
the Commissioner is satisfied that the amount
which should have been assessed to tax was not
s0 assessed or the fact that the full amount of tax
chargeable was not assessed, was due to fraud,
misrepresentation or non-disclosure of material
facts.

CHAPTER 12
STATEMENT OF TAXPAYER RIGHTS

Principles to be Encoded in a Statement of Tax-
payer Rights

O The basic rights of taxpavers should be
articulated in a clear public Statement of Taxpay-
er Rights.

Appointment of a Tax Ombudsman

In addition to recognising the role of the
Public Protector in this regard, an independent
Tax Ombudsman should be appointed to protect
taxpayers’ rights and mediate between taxpayers
and the revenue authorities.

CHAPTER 13

Criteria for Qualifying as Small Business
Undertakings .

" The following criteria are proposed for the
taxation of natural persons as small business
undertakings (SBUs):

(a) employment of less than 50 but more than
5 employees;

(b) annual turnover of less than R2 million; or

(c) capital assets utilised (excluding fixed
property) valued at less than R2 million

In the event of a business shrinking in size
to such an extent that it complies with the defini-
tion of a SBU, the taxpayer should not be affard-
ed the benefit of the cash basis of taxation.

Period of Qualification/Cash Basis of Taxation

— Taxpayers who satisfy the qualifying criteria
for the cash basis of taxation, should be allowed to
elect to be taxed on this basis at any time after the
regulations have come into operation.

It is proposed that taxpayers who so elect
should be deemed to qualify from the beginning
of the tax year. Upon ceasing to qualify, a taxpay-

L Sctrile (ilditice as CUvCLiuten LA L
in that the inputs be subject to VAT but no
VAT be vharged.

~ The normal R150 000 annual th
should be applicable in respect of small lo

Other Taxes

I The foregoing recommendations
detract from the Constitutional right enjc
the provinces to impose certain taxes
industry.

CHAPTER 16
EMPLOYEE SHARE OWNERS

Tax Treatment of Share Gains

Zin the case of emplovee share p
schemes (where the employee is at rish
where the employee is a dealer in secur
determined by reference to ordinary incc
principles), any gain made by the emple
scheme shares should be treated as a
gain.

This principle should be confirmec
appropriate practice note.

Fringe Benefits Tax in respect of L
respect of Share Purchase Schemes

i Inemployee share purchase scheme
have the features set out hereunder, altho
fringe benefits tax provisions of the !
Schedule will continue to apply in res
loans granted in terms of such schen
employees should be permitted to elect to
fringe benefits tax due either on the curre
or on the earlier of the expiration of five
from the date of the granting of the loan
the shares are resold.

Interest should accumulate at the sti
rate on the liability to pay fringe benefits t
the date on which it arose in terms of the
Schedule until the payment of the fringe
tax. As a matter of administration there sh
an obligation on the employer to keep re
the amount of fringe benefits tax payabl
employee as well as the interest thereor
eniployee fails to pay such tax then the er
should be liable for such tax.

[ The concession proposed above
apply to employee share purchase scher
the following features:

(a) the benefits of the scheme shoulc
limited to senior executives but should ¥
able to all permanent employees;

(b) provision should be made for the
tary sale of an employee’s shares on lea
company; and

(c) the scheme should be approvec
Commissioner for Inland Revenue.

CHAPTER 17
MISCELLANEOUS

Marketable Securities Tax

TThe recommendation in the first
Report that the marketable securities ta
be abolished, together with the vario
duties on share transactions, is reiteratec

Taxpayer Education and Accessibility
enue Offices

L~ Initiatives to provide taxpayer e
and to make local revenue offices more &
to taxpavers are urgently needed.
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Hong Kong — Asian  markets
shrugged off another record perfor-
mance on Wall Street, putting in a
day of lacklustre trading yesterday.

Brokers said that bullish senti-
ment in the United States, aided by
hopes that the Fed would ease rates
later this month, was likely to pro-
pel regional markets higher in the
weeks ahead.

Tokyo stocks finished easier
after holding to a narrow range,
consolidating recent sharp gains.

Taiwan posted a modest rise
while Hong Kong’s Hang Seng
Index broke through the key 10 000
level early in the day but most of
the gains evaporated by the close.

In Tokyo, shares ignored the 52-
point rise by the Dow Jones
Industrials to 5139,52.

The 225-share Nikkei index lost
17,84 points, or 0,09 percent, to end
at 18 879,53. It had risen three ses-
sions in a row and topped 19 000 on
Monday for the first time since
January 20.

The Topix index shed 0.45
points, or 0,03 percent, to 1502,26,
while the 300-share Nikkei average
edged up 0,04 points, or 8,01 per-
cent, to 282,35,

In Hong Kong, the blue-chip
Hang Seng index gained 34,74
points to close at 997537, well
below the day’s high of 10063,14.
Turnover swelled to H$4,89 billion
from Monday’s adjusted H$3,73 bil-
lion.

Taiwanese share prices reversed

e

an early downward trend to close
higher as bargain hunting emerged
late in the session. The index fin-
ished up 27,08 points, or 0,57 per-
cent, at its daylong high of 4772,97.
Turnover was a light T$21,29 bil-
lion.

Singapore shares were little
changed, though they reached
another four-month high. The 30-
share Straits Times Industrials
index added 3,88 points to 2168,48.

Demand from funds buoyed
Malaysian shares as the Kuala
Lumpur Stock Exchange Com-
posite Index finished up 6,33 points
at 991,57.

Australian stocks closed barely
higher as afternoon profit taking
aimed at major issues pushed them
well below their highs for the day.
The All Ordinaries index was 03
point higher at 2203,1.

The Thai market was closed for
a domestic holiday.

The US dollar was basically
stalled in late Tokyo trade, up
slightly against the yen while edg-
ing lower against the mark. It stood
at ¥101,35/40 and DM1,4380/90
against New York’s final 101,30/40
and 1,4394/01.

Gold was slightly firmer in
Hong Kong but off highs reached
on late short-covering. Bullion fin-
ished at $386,20/70 an ounce, up

7
|
Lacklustre trade as Wall Street rallies f
|

from  New York’s close of
$385,80/$386,30.
In Singapore, crude oil prices

were mostly stable. — Reuter
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Industrials soar to new heights

Johannesburg — Industrial shares
galloped to new heights by the close
yesterday, spurred by a strong per-
formance in the United States
overnight, with golds ending firmer
amid increased offshore demand,
dealers said.

“The market was exceptionally
strong with industrials gaining
about 70 points to hit a new high,” a
trader said.

They said markets in the United
States were anticipating a rate cut,
which had helped drive the Dow’s
run to record highs.

“The perception is that interest
rates will be cut soon,” one trader
said.

Gold shares did well amid off-
shore demand despite a quiet bul-
lion price. A dealer said the market
was looking for a stronger gold-
price showing overnight.

Another trader said that if the
gold price did not rise overnight,
the gains in golds would be pared
today.

The JSE all share index was up
63 points to 6045,7, the industrial
index swelled 72,1 points to 7723,3
and the. gold index climbed
26,4 points to 1313,8.

Near-term equity futures ended
stronger, spurred by Wall Street's
run to new highs overnight and the
local market's rally.

The all share contract was last at
6100/30 against a previous 6046.

The gold contract was at
1290/305 from 1242 and the indus-
trial contract was at 7800/ 07 against
7738.

Blue chips led the ascent with
Anglos 400c stronger at R220, De
Beers up 200c to R105,75, SAB up
250c at R129,50 and Liberty Life
100c firmer at R110.

Financial and banking stocks
also did well with Standard rising
500c to R165, Nedbank notched up
200c to R63 and First National 75¢
stronger at R33,50.

Among golds, Vaal Reefs was
600c better at R246. — Reuter

Light volumes after lower opening

Johannesburg — The rand held in a
narrow range in late trading yester-
day after opening lower against the
dollar, but dealers said trading vol-
umes were light.

“The rand market has been
exceptionally quiet today with the
dollar ranging for most of the day.
Besides a little dollar demand at the
start of the session, there have been
no local factors to influence the
rand’s movements,” a dealer said.

In late trade the dollar was quot-
ed at R3,6642, up from its opening
at R3,6623 and R3,6608 late on
Monday.

“The rand was lower at the start
of the session with a bit of dollar
demand, but the market was pretty
subdued from then on,” a dealer
said.

The dealer said most players’
attention was focused on develop-
menits on intetnational markets,
particularly the fate of the French
franc amid widespread industrial
unrest, as well as the likelihood of a

cut in German interest rates later
this month.

In line with the slightly stronger
mark, the rand slipped on the cross-
es although the moves were
nothing of note.

The rand was quoted at
DM0,3912 in late trade against an
opening level of DMO0,3927. The
pound was quoted at R5,6603, up
from opening at R5,6191.

The dollar was mixed in early
New York trading, quoted at
DM1,4343 against DM1,4394 in
London earlier in the day and
DM1,4394 late on Monday in New
York.

Meanwhile, South African long-
bond yields climbed, with market
sentiment dented by recommenda-
tions by the Katz commission that a
30 percent tax be slapped on the
taxable income of retirement funds.

In late trade the yield on the
government's benchmark R150 was
at 14,535 percent, against a previous
close of 14,375 percent. — AP-DJ
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Stocks rally on Juppe’s resol

London — French stocks and the
franc took centre stage in European
financial markets yesterday, rally-
ing sharply on the government's
determination to push through its
welfare reform plans despite crip-
pling public-sector strikes.

The Paris CAC share index
jumped 2,25 percent, making up
almost all of Monday’s 2,53 percent
losses. The franc gained two cen-
times to 3,4584 a mark on short-cov-
ering and operators’ fear of being
caught short if the rally continued.

The dollar took a back seat in
what dealers said was the start of a
pre-Christmas [ull, ending little
changed against a mark that was
easier against most currencies.

The failure of the private-sector
unions in France to join the public-
sector strike that has paralysed the
country encouraged investors to
buy French stocks.

Economists said operators were
covering short positions and ensur-
ing that they were not taken by sur-
prise if the government managed to
end the dispute without major con-
cessions, a move that would send
French markets soaring.

Traders said the market was
counting on Juppe facing up to the
striking unions.

All 40 shares in the leading CAC
index closed higher, and the index
ended more than 40 points up at
almost 1,815.

Elsewhere, the London bourse
closed well above the day’s lows

with modest losses, after open;
an all-time peak of 3683,6, ex
ing record-breaking gains.

Prices crumbled on the
that the government had sol
remaining 1,8 percent stake i
giant BP, about 108 million s}
and on a profit warning fron
conglomerate, BTR.

But the market revived wi
emerged that the BP shares
been placed with institutio
513p a piece, and after early
Street gains lifted heavyw
stocks, such as pharmaceu
group Glaxo.

The FTSE index ended w
net loss of only 5,5 points.

In  Germany, profit t
knocked the mark off its
against most European curre
coupled with expectations tha
due this week would confin
sluggishness of the econom
strengthen the case for lower 1

The dollar was quote
DM1,4366 yesterday, com
with DM1,4398 in late Eur
trading on Monday. It w
¥101,38 from ¥101,15.

The FTSE index of 100 l¢
British shares closed dow
points at 3664,2.

The 30-share DAX in Fra
rose 8,83 to 2260,99 and endec
bourse trading at 2269,34.

Gold ended stronger in L
at $386,75 an ounce, up 40c.

Silver ended 4t $5,23 an
up lc. — Reutef
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By CHARLOTTE MATHEWS

Johannesburg —— A major overhaul
of the tax system, particularly in
relation to the retirement industry,
is implied in the recommendations
of the Katz commission report,
refeased vesterdav.

Although few tax experts had
seen a copy of the report vesterday
— copies will only be available from
the government printer towards the
middle of the month — those who
had seen a copy said there were no
surprises in the report, but that it
would give rise to extensive debate.

The main recommendations of
the report are in line with what has
already been leaked in advance.

The good news is that the report
recommends no capital gains tax for
the moment. It also recommends
the retention of the Secondary Tax
on Companies for the time being,
although it calls for a substantial
reduction in the rate. The commis-
sion further suggests that taxpavers’
rights should be stated, a tax
ombudsman should be appointed
and that Marketable Securities Tax
and stamp duties on share transac-
tions should be abolished.

As expected, the report supports
a capital-transter tax, which would
include both the present estate duty
and donations tax. According to
Nico Botha, the assistant general
manager of Syfrets Specialist
Services, if capital transfer tax were
introduced at a flat rate, it could be
between 20 and 25 percent. If
applied on a sliding scale, it could
be about 35 percent.

The bad news is that the report
suggests reform of VAT, increasing
the standard rate and reducing the
number of zero-rated items. It sug-
gests the Multilateral Motor Vehicle
Accident Fund should be funded

“The country will be better off’ |

Michael Katz spoke to Business
Report vesterday about his report
on the overhaul of South Africa’s
tax laws:

7 What are the most important
aspects of the report?

Probably the most important
aspect is Chapter 8 on retirement
fund taxation. But there are other
important aspects: group taxa-
tiony; the taxpayers’ bill of rights;
VAT on tinancial services; land
tax; secondary tax on companies;
and capital gains tax. Everything
in there is important.

 Why is no rate mentioned for
capital transfer tax?

We took a deliberate decision
not to publish a rate at this stage.
We will do that when we finalise
that chapter, which will be in the
first half of next year.

I Will the taxpayer be better or
worse off under the new retirement
fund tax recommendations?

It is a very difficult question.
This is probably the most revolu-
tionary and far-reaching of our
recommendations.

The country will be better off,

some individuals will be better
off and others will not. The
money that becomes available by
virtue of our recommendations, if
they are implemented, we recom-
mend should be used to effect
reductions to the personal income
tax rate.

— Is there a precedent tor group
income tox and what are the implica-
tions for assessed losses?

Group income tax is imple-
mented in England and America.
It means that if there are losses in
one company and gains in anoth-
er, they can set off. But vou cannot
buy companies to get assessed
losses.

Z What is the implication of
applying VAT on all fee-based finan-
cial services, and is the process of tax-
ing financial services niot rather cum-
bersome to implement?

We want to reduce the exemp-
tions. Reaching a definition of
tinancial services will not take
long, but there are some aspects
related to interest that have to be
discussed. No, the taxation we
want to bring in will not be
cumbersome.

from an earmarked fuel levy. The
commission says further investi-
gation should be undertaken into
land tax at a local level. There is also
a recommendation that normal tax
principles and VAT should be
applied to gambling and lotteries,
except for the National Lottery.

As far as the retirement fund
industry is concerned, the report
has moved away from the idea of
capping rand values of deductible

contributions. Deductible contribu-
tions should be limited to 15 percent
of aggregate salarv in the case of
emplovers and 7,5 percent of tax-
able income for emplovees. If the
emplovee does not use the 7,5 per-
cent fully, he can make a contribu-
tion to a retirement annuity.

The report proposes taxing the
value of benefits due on death or
retirement at that stage and taxing
approved funds on interest, rental

FEW SURPRISES Michael Katz, whose report was released yesterday

and other trading income at a flat
rate of 30 percent. But once tax has
been paid on the capital sum and
income of the fund, pension annu-
ities should be free of tax.

Mike Dunster, a partner at
Deloitte & Touche, said the most
significant aspects were that a tax
based on averaging had been
replaced by a sliding scale and that
there had been a complete turn-
around from the previous system

where the tax was payable in the
hands of the pensioner. But it would
be necessary to examine spedific
examples to see whether the effect
of these changes would amount to a
heavier tax on individuals.

Fisher Hoffman Sithole partner
Anthony Chait said the report
would now go to the joint standing
committee on finance.

L See Page 21
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Agricultural tax
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THE Katz report did not recom-

mend a national tax on agricultural |

land in the short to medium term as
it would not yield significant net
revenue. There was also likely to be
a low level of compliance with the
tax by farmers,

The report said the tax would
place a heavy burden on agriculture
and on its potential contribution to
reconstruction and development in

SA, unless special compensating i

measures accompanied the tax,

There was also evidence that the |~

social costs of a national land tax
would be high in 8A, as this would
result in poor subsistence farmers
being subject to the same tax as
commercial farmers,

But the land tax subcommittee
said evidence suggested that a rural
land tax — excluding agricultural
land ~ levied at local government
level might have merit, The proper
roles of national and provincial gov-
ernments regarding this tax would
also have to be determined.

“A local level rural land tax will
improve equity.... If levied at local
government level, it will give
greater fiscal autonomy to rural lo-
cal authorities,” the report said.
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Earnings on share plans
regarded as capital gain
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THE Katz commission recommended any gain an
employee made on a share ownership scheme be
treated as a capital gain, except when the employee is
a dealer in securities. The recommendation 1s in line
with the existing approach, with the report noting
that the practice was sound and should be confirmed.

On loans granted to employees for share purchase
schemes, the commission recommended that employ-
ees should be allowed to choose when they wanted to
pay fringe benefit tax. They could choose to pay the
tax either on a current basis, or five years after the
granting of the loan, unless the shares were sold be-
fore the five years had passed. Interest would, how-
ever, be charged on the fringe benefit tax and em-
ployers should monitor the tax liability.

The concession fringe benefit tax should apply to
schemes not limited to senior executives but avail-
able to all employees. In addition, the scheme had to
make provision for the voluntary sale of an employ-
ees’shares on leaving the company.

The commission recommends greater certainty on
anti-avoidance by proposing that a business purpose
test be used under certain circumstances. The new
provisions would apply only to transactions entered
into after the Income Tax Act has changed. The com-
mission suggested a general anti-avoidance clause
should not be a substitute for adequate legislation.

Adrienne Giliomee reports it was recommended
that businesses be classified as small business un-
dertakings when they employed fewer than 50 people
and had an annual turnover of less than R2m. A
phasing-out period of at least two years should be
granted with regard to the recoupment of allowances
when a taxpayer ceased to qualify as an SBU.

D

Report calls for VAT

base to be @ﬁ@mmmm

Adrienne Giliomee

ZERO-rated items should be
narrowed down while the
standard VAT rate should be
increased, the Katz commis-
sionrecommendedin its third
interim report.

The scope for appropriate
poverty relief to accompany
VAT reform should also be
evaluated. “The erosion of the
VAT base should not be con-
sidered and renewed priority
should be given to targeted
poverty relief and develop-
ment programmes,” the re-
port said.

It acknowledged that an
increase in the VAT rate or a
reform of the schedule of zero-
rated items would have unde-
sirable effects in the shorter
term but was unlikely to ef:
fect the poor significantly in
the long term.

It emphasised that VAT
reform should be accompa-
nied by intensified poverty
reliefinitiatives.

(22) B0 biz

Price Waterhouse tax
partner Sabian Goody said
the decrease in zero-rated
items was a familiar theme
from the European Union,
and was an attempt to extend
the VAT base.

“Itis a very easily collected
tax and makes sense from the
government’s point of view.
But unfortunately it is a tax
that affects the entire popu-
lation, which has political im-
plications,” he mﬁm.

The VAT subcommittee al-
so recommended that all fee-
based financial services, in-
cluding services in respect of
life insurance and superan-
nuation funds, be subject to
the tax.

It said the financial ser-
vices levy should be retained
for the life insurance and pen-
sion fund industry but be re-
moved for banks and other fi-
nancial institutions, includ-
ing the unit trust industry.

Calculations have indicat-
ed that the expansion of the

VAT base by the comprehen-
sive inclusion of all banking
and life insurance type finan.
cial services would generate
approximately R14bn addi-
tional revenue for the fiscus.

Premiums payable in re-
spect of life policies issued in
terms of the Insurance Act
and contributions to pension,
provident, retirement annu.
ity funds and medical aids,
should remain exempt. The
exemption would encompass
fees included within such pre-
miums or contributions.

The report said initial and
services charges payable un-
der unit trust schemes should
remain taxable.

Regarding gambling, the
report said it should be treat-
ed like any other industry or
activity for VAT purposes,
with revenue share between
the central government and
the provinces as provided for
in the constitution, thereby
incurring no additional ad-
ministrative burden.




‘Vat hike should be considered’
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Greta Steyn

THE Katz commission has recom-
mended far-reaching changes to pen-
slons taxation, which should provide
the state with about R3,5bn to finance
personal income tax cuts.

. The restructuring of pen:
slons taxation was the most
fundarpental change proposed
in a wide-ranging interim re-
port released yesterday.
. Other
included a call for an inves
gation into the feasibility of
raising the VAT rate and re-
ducing the rate of secondary
taxon companies (STC).

STC should be retained for
now but steps should be taken
to replace it with another tax
on dividends, the report said.
. e commission also re-
Jected the imposition of a cap-
ital gains tax, but accepted
the need for a capital transfer-tax —
either estate duty or inheritance tax.

It has included a chapter proposing
a statement of taxpayers’ rights and
the appointment of a tax ombudsman,

€ most controversial proposal is

the suggestion that pension fund in-
comebe taxed at a flat rate of 30%.

Interest and property income are in-

cluded in the income to be taxed at this

rate, but dividend income is specifical-

Proposals viewed
with concern

Adrienne Giliomee

MAJ OR players in the retirement ben-
eﬁts, industry viewed the Katz commis-
slon's proposals with caution yesterday
and many said the industry could face
substantial change if government ac-
cepted the recommendations,

The most contentious issue was the
recommended 30% tax rate on retire-
ment fund income, which was termed

excessive and negative”. Organisa-
tions called for a rate closer to 20%.

Retirement income included inter-
est, rental and other trading income
but excluded divided income and cap-
ital gains. The rate was proposed in
light of the commission’s concern about
opportunities for tax arbitrage, which
saw investors channel taxable income
into retirement funds, where it was
currently not taxable.

KATZ

0ld Mutual employee benefits GM.
Garth Griffin said that the proposed
tax rate significantly exceeded the av-
erage marginal rate for most pension
fund members. i
“Given that retirement fund contri-
butions are increasingly seen as de-

Continued on Page 2
A & |
ly excluded. L%Z )

The proposal has raised fears that
there might be a move out of gilts into
equities, and was greeted with dismay |
by the capital market where rates rose '
16 points as a result. i

The commission acknowl-
edged in its report that inter-
est rates might rise if the pro-
posal was implemented, as re-
tirement funds would require
a higher yield to compensate
for the tax.

The 30% rate came under
fire for being higher than the
average tax rate paid by the
pension fund members.

The head of the commis-
sion, Michael Katz, said the
high rate was necessary to en-
sure there would be no arbi-
trage opportunities because
of different tax rates for life
and pensions business.

Life assurers’ policyholder
funds are taxed at 30%. .

The commission also propissed
changes to pensions taxation that
would encourage people to take their
payouts in the form of annuities rather
than lump sums.

It suggested that the capital value
of benefits be determined on death or
retirement, and that the tax paid be ;
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Katz

Continued from Page 1

based on that amount.

Benefits of less than R50 000 will be
taxfree.

The report said it would be too com-
plicated to apply marginal tax rates,
and the commission proposed a set of
rates ranging from 15% on amounts
less than R150 000 to 46% on more
than R750 000,

The taxable amount would become
less if a smaller portion was taken as a

lump sum.

Ifgztz said a major point of departure
had been uniformity in the tax treat-
ment of different contractual savings
vehicles.

The commission proposed that prov-
ident fund contributions be made tax
deductible.

It also suggested that there should
be equality between private and public
sector funds.

Public sector funds should also pay
tax on income, but exemptions would
be possible for funds which were heav-
ily invested in gilts due to investment
restrictiona.

The commission recommended an
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Continued from Page 1

ferred pay, we believe a tax rate of 20%
would Ee more appropriate.”

Sanlam senior GM George Rudman
warned that the taxation rate would
affect lower- and middle-income in-
vestors more adversely than upper-in-
come groups.

“An_upper-income group investor
would be better off investing pension
fund money in the equity market or in
policies through assurance companies
that invested in shares,” he said.

“The implementation of the pro-
posed tax can benefit assurers through
additional policy business but adverse-
ly affect it through loss of pension fund
business,” he said.

Institute for Retirement Funds
vice-president Chris Newell said the
recommended rate was too high, con-
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sidering that the life assurance popu-

lation was probably a wealthier section
of society than ordinary pension fund
members, “The proposed rate draws in-
to the tax net some people who used to
pay very little tax.”

Contributions to pension funds
deemed deductible for tax purposes
would not be capped in rand terms, as
r ded in the '8 first
rerort, but would would be propertion-
ally limited.

Anglo American group tax consul-
tant Marius van Blerck said retire-
ment capping in percentage terms
rather than rand values made sense as
rand capping needed to be reviewed
regularly, an exercise which might not
occur timeously.

Newell said percentage capping was
amore sensible approach.

“Capping on overa!l contribution
rates at a level which is reasonable
gives good incentives for all who coh-
tribute,” he said.

1t made recommendations on taxa-
tion of employee share ownership
schemes designed to encourage them
without sacrificing neutrality.

The commission also reiterated its
call for the scrapping of marketable se-
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Greta Steyn

THE Katz commission
has called for a pub-
lished statement of tax-
i)ayer rights along the
ines of the British ap-
proach, to strengthen
trust between the Re-
ceiver of Revenue and
the public.

“There is currently a
high level of frustration
and even mistrust on the
part of the taxpaying
community; the revenue

authotities, on the other
hand, have their own
misgivings about the tax
morality of many tax-
payers,” areport said.

Complaints and sub-
missions received from
the publichad helped the
commission to arriveata
number of principles to
be embodied in a state-
ment of taxpayer rights.
The first was timeous-
ness — taxpayers had a
right to expect their af-
fairs to be dealt with ex-
peditiously, it said.

The present delays in
the assessment process
bred disrespect on the
part of taxpayers for
deadlines set for compli-
ance, and introduced un-
certainty to such a de-
gree that it could ham-
per businesses.

The Katz commission
suggested in the report
that if a tax return had
not been attended to af-
ter a year, any interest
which might otherwise
be payable should be
suspended.

Since the Receiver of
Revenue’s office was at
present battling to meet

%payers’ frust

assessment demands,
the commission suggest-
ed that the recommenda-
tions on timeousness be
phasedin.

Also included in the
statement of rights
should be the principles
of fairness and impar-
tiality; transparency; re-
spect, courtesy and help-
fulness; and privacy.

taxpayer whose
rights had been in-
fringed could take up the
matter with the public
protector, who has wide
powers in terms of the
interim  constitution.
But it would be better to
create a mediatory role
for a tax ombudsman,
with the public protector
serving only as the ulti-
mate watchdog over tax-

payerrights.
This ombudsman
should be appointed

from outside the revenue
authorities, and should
function independently,
the report said.

He should also be ac-
cessible to taxpayers at
all times and have unfet-
tered access to the rev-
enue authorities.
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Reduction of burden on

companies 1s
2
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Adrienne Giliomee

SECONDARY tax on companies (STC)
should be retained but various forms of
imputation tax should be investigated
as a potential replacement, the Katz
report said yesterday.

The major problem with STC was
the heavy tax burden on companies,
namely the 35% basic corporate rate
and the STC rate of 25%, which in some
instances added up to an effective cor-
porate tax rate of 48%.

The report said the combined cor-
porate and STC rate was too high,
while the STC component itself was al-
sotoo high.

“The reduction of the burden of the
combined effect of the current level of
both company tax and STC is the real
priority,” the report said. :

The imputation system saw share-
holders carrying the tax burden paid
on distributed income while the com-
pany was merely the vehicle for gen-
erating the earnings of individual
shareholders and paying tax on a pro-
visional basis.

However, it was unlikely that an
imputation system would raise the
same revenue as STC.

“The high concentration of share-
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holding is in the contractual savings
industry, which largely comprises
funds exempt from tax. The maximum
individual tax rate of 45% is also lower
than when STC pushes the maximum
corporate tax rate to 48% in some cas-
es,” the report said.

It also acknowledged that a major
drawback of an imputation system was
its complexity regarding legislation,
subsequent administration and com-
pliance costs.

Withholding tax was named as an-
other alternative to STC. The report
said the possibility of simply convert-
ing the STC into a final withholding
tax on distribution had to be consid-
ered. In the international context, a .
final withholding tax would immedi-
ately be subject to treaty provisions:
which might reduce the tax to zero in
some cases.

Referring to the disincentive for for-
eign companies to invest in the coun-
try, the report said Inland Revenue
had taken steps to sign new double tax
treaties to bring STC within the scope
asanincome tax.

“Negotiations to persuade foreign
fiscal authorities to recognise STC as
an income tax for purposes of existing
double tax treaties have continued.”
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Panic selling hits local

By LLEWELLYN JONES
GRS
tained in the third Katz com-
mission report caused pande-
monium on the local markets
vesterday, as the capital market
took a pounding and equities
soared to new heights.

“Panic seiling set into the
gilts market as the consequences
of a proposed 30 percent tax on
the interest income of approved
funds set in,” an analyst said.

“This would significantly de-
crease returns and increase hold-
ing costs. The market was fairly
long of stock after the recent bull
run, and players went in and
sold for all they were worth
early in the morning.”

Trade on the government's
benchmark R150 stock opened
at 14,62 percent vesterday mormn-
ing but was soon testing the key
15 percent level. By mid-after-
noon, however, rates had
retreated  to  a  “more
respectable” 14,7 percent as the
panic selling in response to the
commission’s recommendations
subsided. The stock ended the
session at 14,685 percent.

But gains in the equities mar-
ket more than compensated for
the gilts losses.

“The proposals to scrap
Marketable Securities Tax and
reduce Secondary Tax on Com-
panies, along with the proposed
tax on interest income, made it
appear more beneficial to be in
the equities market than the gilts
market and spurred some
switching between gilts and
equities hoidings,” another ana-
tvst said. “Add in the fact that
Wall Street is flying on bullish
sentiment and doesn't look like
it's going to pull back, especially
with the vield on 30-vear US
Treasury bonds falling to
5,97 percent from about 6,2 per-
cent last week, and a firming
gold price, wind we could be in
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for a good run at least until the
futures close-out on December
15

The JSE overall index soared
101,8 points to a record 6147,7 as
the all gold index rocketed
358 points to 1350,1 and the
industrial  index  climbed
924 points to 7815,7.

Reuters reports that long-
term bond yields in the United
States fell below 6,0 percent for
the first time in more than two
vears vesterday.

Financial markets surged
after the commerce department
said slower manufacturing
activity helped drag the govern-
ment's.main economic forecast-
ing gauge down in October. The
index of leading indicators fell
sharply, by 0,5 percent, after a
0.1 percent decline in September.

_ See Pages 24&25
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F MICHAEL Katz thought he

could escape the :controversy

that dogged the release of his

commission’s first report on tax
reform a year ago, he was wrong.
Panic selling in the capital market
yesterday proved that Katz will
again have to endure, being the cen-
tre of attention for guite a while.

But there is an important differ-
ence between the response to this
year’s report and last year’s — pen-
sion industry players have accepted
some fundamental peints of depar-
ture this time around. This year’s
report may have put a sudden spoke
in the bull run’s wheels in the gilts
market, but its approach to pen-
sions taxation is generally regarded

~ Pension proposals
throw the Katz
among the p1

WNOJ

COIS

as being sound. The chances of gov-
ernment accepting its main recom-
mendations, possibly in a modified
form, are good — although it is un-
likely that anything will happen in

next year’s budget. .
The reason for the nm:g mar-
ket’s jitters is the propos that pen-

sion fund income be taxed at a flat
30% rate.

_ ncome includes interest and prop-
erty rentals, but specificaily ex-
cludes dividends. Dividends are ex-
cluded to ensure neutrality in the
tax .tre: t b in

GRETASTEYN pp 7[(2]/aS

would have to rise 30% to compen-
sate fully for the tax. But no one in
the market expects such a massive
rise in rates, even if government ac-
cepts a 30% rate. There is neverthe-
less consensus that an increase in
long-term interest rates will occur if
the proposal is implemented. The
market’s current panic seems a lit-
tle overdone, as it is highly unlikely
that any action will be taken before
the 1997/98 Budget. But the ques-
tionr ins — how much will rates

the hands of individuals and i
held on individuals’ behalf by pen-
sion funds. The market now fears
that there will be a move out of gilts
and into equities.

Investec asset MD
Hendrik du Toit says the after-tax
returns to investors will fall signif-

* icantly, Eﬂuﬁum a switch away

md“wﬂ inter hmhmr» e
and property towards equity. lie
predicts the capital value of the
fixed jnterest components of retire-
ment funds will fall significantly,
and the state’s interest bill will be

b inlly higher. .

“We estimate the exp gein
of R3,5bn to the fiscus of the new tax
will be diminished by at least
R1,5bn of increased interest pay-
ments a year. The estimate dees not

3

have torise?

One analyst sees a substantial
rise of about 70-100 points; others
are more sanguine and regard 30-40
points as the maximum adjustment.

Old Mutual employee benefits
GM Garth Griffin does not share Du
Toit’s bleak view of the potential ef-
fects on capital market rates. He
says the implementation of the 30%
tax on life “assurers’ policyholder
funds was “a non-event” and it is not
likely to be any different for pension
funds. He agrees, however, that
some increase in long-term interest
ratesis likely.

The commission also acknowl-
edges in its feport that rates will
rise to compensate, but says it is a
smell price to pay for “the greater

even the p ial cost to

y integrity” that would be
hieved. It calcui that on the

all the other parastatal 3
and private borrowers in the capital
markets,” he says. Du Toit warns
against implementing an “expedi-
ent” package introducing a new set
of market distortions.

In theory, capital market rates

basis of current fund structures and
yield levels, a reduction in yield of
up to 1,5% a year is likely — which jt
accepts is significant. But it notes
that the new system will be similar
to taxed policies marketed by life as-

:

surers, “where posiiive real yields
seem to have been achieved”.

Katz rejects the notion that the
tax change will distort the market,
He points out that if a pension fund
extends a loan to a company under
the present tax system, the interest
paid by the company is tax de-
ductible and it 13 also not taxable in
the hands of the penston fund. “The
change will rcmove some distor-
tions,  he says. He places great em-
phasis on the present arbitrage op-
portunities between life and pen-
sions products. which he savs the
néw approach wiil remove.

The need to do away with tax-

driven switches between pensions
and life products has also resulted
in the commission opting for a 30%
rate. It is the same as the rate paid
by life assurers on taxed policy-
holder funds.

The major battle over Katz's rec-
ommendations will be over the rate
at which the tax is levied, rather
than over the principle of taxing
pension fund income. There seems
to be an acceptance that the world-
wide trend towards reducing the
huge tax privileges for pensions has
caught up with SA. The pensions in-
dustry is gearing up to push for a
20% rate, arguing that arbitrage
schemes between life and pensions
products are not as widespread as
the commission believes.

Industry representatives say the
trustee principle — which says the
tax paid by the fund should be the
average income tax paid by its mem-
bers — should hold. The average in-
come tax paid by pension fund mem-
bers is less than 30%.

There are also few who would
quibble with Katz’s approach to cre-
ate incentives for people to take
their pension payouts in the form of
annuities rather than lump sums.
The report notes, however, that the
incentive will apply only to people
with a benefit exceeding R50 000 (as
lesser amounts would be tax ex-
empt). It will be left to the Smith
committee, appointed earlier this
year to investigate retirement pro-
vision, to find a solution to the prab-
fem of low income earners taking

lump sums and later becoming a
burden to the state. It seems as if
the Smith committee will propose &=
state subsidy be added to the,
R50 000 to encourage people to take#
the payout as an annuity. It is ar-
gued that the provision of a subsidy
will reduce the burden on the state’s
pension scheme in the long run. .

The Katz report makes it clearan
effort has been made to achieve con- -
sistency between it and the Smith
committee’s recommendations.
which have yet to be released. .

There is major scepticism that
the Katz pensions tax proposals can
be implemented next year, as they,
would require massive administra --
tive changes not only for the indus-
try, but for Inland Revenue. But
some of the other proposals could
get into next year’s Budget. s

The ission’s endor .
of a higher VAT rate is yet another -
sign that Finance Minister Chris.
Liebenberg might be gearing up to-
take the plunge next year. Ernst &
Young says a one percentage-point
hike in rwa VAT rate would raise
about R2,4bn — which would be,
enough to remove the hated sec--
ondary tax on companies (STC) and.-,

~to start alleviating fiscal drag.

_ he commission proposed a sub-:
stantial reduction in STC rather
than a complete removal, which also
seems the option Liebenberg
favours. He has indicated the tax
will be scrapped in a phased way. He. -
might prefer to use extra income
from VAT to reduce the personal in- -
come tax burden on middle income -.
earners, and to cut the deficit. .

But government will not be able-«
to raise the VAT rate without a bats
tle — even though it is under majar-
pressure to find a way to reduce SAS- -
excessively high company fax rate
and to produce a lower deficit. The. -
extra tax from the pensions indus-
try must seem a highly attractive -

lution to many probk even if :
the net gain will ﬂm offset to some:
extent by higher interest payments:

Government will want to get its
hands on the extra revenue as soon
as possible. But there are hurdles to
be cleared — the implementation of
new administrative systems and a -
looming fight over the rate at which.
the tax on pensions income should
be levied. Katz might as well resign
himselfto staying in the limelight.




VAT on financial services ‘has twin benefit’

Adrlenne Glhomee B 2&

VAT on financial services would Qneﬁt
banks and government, as banks could off-
set it against input costs, with the fiscus
receiving an additional revenue of R1,1bn,

_This follows the recommendation by the
Katz report calling for VAT on fee-based fi-
nahcial services and the abolition of the fi-
nancial services levy.

“The report said the implementation of
the proposal would see an additional VAT
reyenue of R323m and R1,1bn for the long-
term insuranee and banking industries re-
spbetively, This would be offset by the

88m lost from the abolition of the finan-
citi] services levylPs, T §

‘First Natlonal Bank ﬁna.ncx of-
ficer Viv Bartlett said the chargmg of VAT
on more banking services could neutralise
cats if written off against input costs. “The

banking system has been penalised up to
date in terms of acquisition costs. But now
the VAT on services can be offset against
input credits.”

However, Syfrets tax specialist James
Wolfson said VAT on financial services
could result in double taxation. “Under the
proposals, a situation can arise where an
individual claims a deduction for interest
exemption and also has a VAT input credit.”

A reverse situation could occur, with in-
dividuals paying income tax on interest of
more than R2 000 and paying VAT on, for
example, bank charges.

Council of Southern African Bankers
(Cosab) assistant GM Stuart Grobler said
in a submission to the report that no coun-
tries had integrated successfully the taxa-
tion of all financial services into the VAT
system. “The current method of exemption
without credit in respect of financial ser-

— .

vices is regarded to date as the only prac-
tical route to follow, and is the route that
has been followed worldwide in association
with invoice-based methods.”

Louise Cook reports the National
African Farmers’ Union (Nafu), represent-
ing 700 000 black farmers, welcomed the
Katz report recommendation that no na-
tional tax on agricultural land be imposed
in the short to medium term.

But Nafu spokesman Moses Modise said
the union was disappointed the report did
not prowde for unproductive land on farms
tobe taxed.

“This type of tax would force farmers to
give up land lying idle to beginner farmers,
or to use it productively,”

The SA Agncultuml Union (SAAU) was
not available for comment. Land Affairs
Minister Derek Hanekom said he needed to
study the report before commenting.




Katz proposals
spark rates cha
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THE Katz commission’s proposals on

pensions taxation sent shock waves

through the gilts market early yester-

day,_ setting in motion a wild see-

sawing of interest rates.

The report’s proposal for a 30% tax
on pension fund income — which in-
cludes interest but not dividends —
brought the bears out in full force in
the meorning. Long bond rates soared
40 points at breathtaking speed, hit-
ting 15% — a level last seen in October.
But 15% was the ceiling, as institu-
tions came in at that level, furiously
buying stock they perceived to offer
good value at the higher rates.

The institutional demand forced
bearish jobbers into retreat. Govern-
ment’s loan R150 ended the day at
14,70% from a previous 14,54% finish,
On Tuesday morning, long bond rates
were still around 14,40%.

One trader said: “Tt was scary. Since
the release of the report, we have seen
rates jump 60 points and then fall 30.
That’s the kind of thing that causes
grey hairs.” He said rates had injtially
looked “toppish” at the 14,70% level
and the sudden skip up to 14,95% had
caught most players by surprise.

He said it seemed that institutional

Continued on Page2

funds would probably be exempt from”
the tax on income also helped soothe

Katz proposgslsz )

Continued from Page
2|95

investors pérceived value in capital
market stock at levels above 14,50%.
That would remain the case as long as
money market rates were at current
high levels. At levels below 14,50%, for-
eign players dominated the gilts mar-
ket and institutions remained largely
on the sidelines.

The realisation that it would prob-
ably be another year before new ad-
ministrative systems were in place to
implement the Katz proposals — if
they were accepted by government —
helped calm the market. The fact that
pension funds make up only a quarter
of the market and that state pension

frayed nerves. “But there is no doubt:
that the report has created a lot of un-
certainty that will be around for a
while,” a trader said. .
The rior alse came in for a bout of
s.tiug Wiicn was linked to the weaker!
gilts market. However, some traders
were sceptical about the extent td
which foreigners were a factor in the
gilts market yesterday. They blamed
jobbers for the surge in rates and said
the rand had been overvalued anyway:
I-Net reported that the local umit wag
changing hands softer at R3,6683 fron»
Tuesday's R3,6635 finish shortly he~
fore the close after hitting a worst level
of R3,6710 during the morning. 3

See Pages 3 and 16




Panic selling

hits local

markets after Katz report
2 2 Tep

By LLEWELLYN ]ONES

T (e€)=12195
Johanesburg 2~ Proposals con-

tained in the third Katz com-
mission report caused pande-
monium on the local markets
yesterday, as the capital market
took a pounding and equities
soared to new heights.

“Panic selling set into the
gilts market as the consequences
of a proposed 30 percent tax on
the interest income of approved
funds set in,” an analyst said.

“This would significantly de-
crease teturns and increase hold-
ing costs. The market was fairly
long of stock after the recent bull
run, and players went in and
sold for all they were worth
early in the morning,”

Trade on the government’s
benchmark R150 stock opened
at 14,62 percent yesterday morn-
ing but was soon testing the key

15 percent level. By mid-after-
noon, however, rates had
retreated to a  “more

respectable” 14,7 percent as the
panic selling in response to the
commission’s recommendations
subsided. The stock ended the
session at 14,685 percent.

But gains in the equities mar-
ket more than compensated for
the gilts losses.

“The proposals to scrap
Marketable Securities Tax and
reduce Secondary Tax on Com-
panies, along with the proposed
tax on interest income, made it
appear more beneficial to be in
the equities market than the gilts
market and spurred some
switching between gilts and
equities holdings,” another ana-
lyst said. “Add in the fact that
Wall Street is flying on bullish
sentiment and doesn't look like
it’s going to pull back, especially
with the yield on 30-year US
Treasury bonds falling to
5,97 pexcent from about 6,2 per-
cent last week, and a firming
gold price, and we could be in
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for a good run at least until the
futures close-out on December
15

The JSE overall index soared
101,8 points to a record 6147,7 as
the all gold index rocketed
35,8 points to 13501 and the
industrial  index  climbed
92,4 points to 7815,7.

Reuters reports that long-
term bond yields in the United
States fell below 6,0 percent for
the first time in more than two
years yesterday.

Financial markets surged
after the commerce department
said slower manufacturing
activity helped drag the govern-
ment’s main economic forecast-
ing gauge down in October. The
index of leading indicators fell
sharply, by 0,5 percent, after a
0,1 percent decline in September.

(] See Pages 24 & 25
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KATZ COMMISSION

Capital gains tax rejected

Tightening of tax avoidance proposed

The Third Interim Report of the Katz Com-
mission has addressed a wide range of fis-
cal issues but produced detailed proposals
for change only in certain selected areas —
those, admittedly, important.

The most important is a detailed scheme
for fiscal reconstruction of the entire system
of retirement benefits (see Economy). Other
areas for which detailed proposals have
been made are:

T Tightening up of rules for the secondary
tax on companies (STC), mercifully linked
to a call for a “substantial” reduction in the
rate (now 25%);

U A significant rewording of the general
anti-avoidance section (Section 103(1) of
the Income Tax Act), which would make it
easier for Revenue to strike down tax avoid-
ance schemes;

Q The elimination of the irritating Financial
Services Levy imposed on financial insti-
tutions (to be replaced by an extension of
Vat);

U A start to a system of unified taxation of
corporate groups; and

1 The Marketable Securities Tax and stamp
duty on share transactions should be abol-
ished, to stimulate liquidity on the JSE.

There should also be enacted a statement
of taxpayer rights (a so-called taxpayer’s
bill of rights). The principles to be enun-
ciated should incorporate a commitment by
Revenue to expeditious and timely tax ad-
ministration; fair, impartial and consistent
application of the law; full disclosure (in
simple language) of the reasoning behind
adverse decisions; as well as privacy of in-
formation.

In addition to recognising the role of the
Public Protector in assisting taxpayers, an
independent tax ombudsman should be ap-
pointed with the specific task of protecting
taxpayers’ rights.

Katz has heeded long-standing com-
plaints from free market quarters that the
Vat base had been eroded through zero-rat-
ing of so-called basic foodstuffs. At least in
principle, the report argues for the exten-
sion of standard rating, coupled to a system
of targeted poverty relief, as well as hinting
at the desirability of a higher standard rate.

The report has also taken a sharp look at
user charges, which it differentiates sharply
from dedicated taxes (see table). User
charges are accepted as a reasonable means
for public service-providing bodies to re-
cover all or part of their costs. The main
dedicated taxes totalled a significant
R6,4bn, while other selective taxes added a
further R167m. User charges, at national

fm gl2]as
plus provincial levels, stood at about
R2,3bn in 1993-1994.

The main items were motor licences of
R827m and hospital and other health
charges of R605m. At the national level,
items such as mining leases and operating
surpluses of government departments to-
talled R721m. The report expressed itself in
general against earmarked taxes and levies,
with the possible exception of a road main-
tenance levy on petrol, which can be re-

garded as a reasonable proxy for a vehicle
user charge.

In its preamble, the report re-emphasises
the urgent necessity of implementing the re-
cently announced plan to restructure the
gravely malfunctioning departments of In-
land Revenue and Customs & Excise, to
achieve effective revenue collection and tax
administration.

This is intrinsically necessary, for the ob-
vious reasons of equity between honest and
dishonest taxpayers, keeping tax rates as
low as possible and providing revenue for
socio-economic upliftment.

A further reason for beefing up the ad-
ministrative capacity of Revenue is to make
it possible to move away from STC entirely
in favour of an imputational system of com-
pany tax, which would notionally apportion
to each sharcholder his aliquot of pre-tax
company earnings.

A most significant start has been pro-
posed for implementing group tax on a
graduated basis. The starting point should
be a simplified form of consolidation of the
accounts of holding companies and their

CBZO)

wholly owned subsidiaries, whether directly
or indirectly held. The ownership of 10% or
less of a company’s equity by employees
under a share incentive scheme should not
be counted for these purposes. This would
apply to shares held by executive directors.

This would make it possible to set-off
losses by one group company against prof-
its made by another, so that the group as a
whole would be treated for tax purposes on
a one-year basis as though it were a single
entity. Any net losses could not be carried
forward on a group basis. But this require-
ment would not detract from the ordinary
rule that a single company’s loss may be
carried forward within its own accounts.

In the initial year of implementation of
this limited group tax arrangement, indi-
vidual companies’ assessed losses carried
forward from previous years would not be
available on a group basis.

What remains to achieve a fully fledged
group tax system would be to permit the
carry forward of group losses as well as
individual company losses. In the year of
implementation of this proposed group tax
scheme, existing losses could only be used
to set off profits in the specific company
carrying forward the loss. This would also
apply to companies joining a group after
implementation of the group system.

Tax consultant Willem Cronje says these
restrictions are commonly found interna-
tionally where group tax is permitted.

Under this, or any group tax system, each
company will still be required to submit its
own return, described as a sub-return.

A group may opt out of group tax, but
having done so it may not revert to the
group basis before three further tax years.

The report deals at some length with the
taxation of employee share incentive
schemes. Gains on shares acquired through
incentive schemes are now considered cap-
ital gains unless the employee is regarded
as a dealer. This principle should be en-
shrined in a practice note.

The fringe benefits rules now require that
an employee is taxed on low interest loans.
The report suggests that this tax should be
postponable for five years, or until the
shares are sold. Cronje rejects this as ad-
ministratively impracticable. He would pre-
fer a limited annual exemption from fringe
benefits tax on concessionary loans to stim-
ulate a broader spread of share ownership.

Some simple proposals are included for
rationalising the taxation of gambling: casi-
no operators or other gambling operations
should be subjected to the normal income

FINANCIAL MAIL « DECEMBER * § « 1995+ 23

PT1o-



B4 BUSINESS

PN e PN e e e E R s s e sl s el e e el NareseUieIneltrasrRserEReraeitessettrsanest

Company car

scheme

cut
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An amended tax act has
removed certain lucrative
tax benefits, reports
Rowan Callaghan

NUMBER of tax consutting
firms have had to scrap a
company car scheme
which they marketed as
part of their attractive exec-
utive employment packages, after
amendments to the Income Tax Act.

Gareth Beaver, a tax consultant at
Ermst & Young explained the taxbene-
fits the package had offered prior to the
changes. A firm would lease a vehicle
from a financial institution and allow
the employee to use it. The employee
would then pay the company a rental
on that car and receive a car allowance
equal to the rental amount. (The rental
would cover both running and fixed
expenses of that vehicle)

The employee wottld be taxed on the
portion of the allowance used for pri-
vate use only. “Through this system the
rental amount cancels out the fringe
benefit of the company car as every cost
the emplayee bears reduces the fringe
benefit valire of the car,” says Beaver.

Since the beginning of September.
this has changed. “You can't have a
travel allowance and receive a company
car and avoid paying the fringe benefit
tax on that company car,” explains tax
consultant Mark Goulding.

The amendment stops the employee
from reducing the amount of taxhe has
to pay on his fringe benefits by the
rental costs he pays to the comparty. In
effect, the employee is now taxed on the
fringe benefit of the car and on a car
allowance if recetved.

Members of the scheme are advised

to use either a company car or receive a
travel allowance, or pay tax on both
benefits, says Goulding,

And the amendments don't stop at
that. Previously when employees
moved from one subsidiary to another
within a large group, their eompany car
would be sold to their new emplaver at
a lower price. This would reduce the
value of the employee's monthly fringe
benefit and subsequently the tax. Now
the benefit is calculated on the market
value of the car at the time the
employee first used it.

Executives who use more than one
company car have alsobeen affected. In
the past if they were granted the right of
use of more than one company car,
they were required to include in their
taxable income 1,2 percent of the
“determined value” of the varlous motor
vehicles avaflable for use by them.

oday, this percentage applies

for the first car while a rate of

two percent has to be added to
their taxable income for every other
car they use.

‘The final amendment applies when
an employer buys a moveable asset to
sell to the employee. The fringe benefit
value used to be the cost of the asset to
the employer which was often almost
nothing, because of the nature of items
such as finanee lease agreements.

‘These agreements give the company
the option of buying an asset for the
cost price minus the lease payments
after leasing it for a certain period.

“If the company paid R10 for a car
after a lease agreement expired and
sold it to the employee, the fringe bene-
fit value was R10. Now the fringe bene-
fit value to be added to the employee’s
taxable income is the fair market value
of the asset.” reports Goulding.
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Katz has guided ou

are perhaps the best ways to

describe the third Katz com-
mission’s tax report. Katz’s recom-
mendation that small and micro
enterprises should have the option of
being taxed on a cash flow basis cannot
be over-praised.

The present system, based on accru-
als of income and expenditure, is com-
plicated and gives rise to the majority of
fiscal disputes. Administrative simplici-
ty is one key measure to ensure the effi-
cient collection of revenue.

And, in a people-oriented society
such as ours, this alternative is long
overdue. It may, however, be hampered
by practical realities. First, despite the
cash flow recommendation, it will still
be relatively difficult for small business-
es to manage their tax affairs without
being educated on tax matters. Also,
some businesses may opt to remain
small to qualify for the new concession.

Although tax-avoidance measures
have been recommended inthis regard,
policing may still be difficult because of
the lack of skilled personnel. Worse still,

m_msa\ of promises and optimism

TAXING QUESTIO

w.< MarsHERY MATSHERY

The question is to what
extent will the report
influence politicigns?

it may be costly to do s0. The last thing
we want to do is solve one problem but
create others in the process.

Small businesses are mushrooming.
Taxing this sector is an important factor.
Perhaps a special ministry of small busi-
ness tax affairs should be appointed to
deal specifically with the sector,

Another mouth-wateting -~ recom-
mendation is the statement on taxpay-

20

J ex(enr) 1y
er’s rights. This recommendation “w_\m
ensure effective communication be-
tween the taxpayers and the tax collec-
tor; removing mistrust on both sides.

It will also accommodate the con-
cepts of neutrality and equity.

However, a statement of taxpayer’s
rights does not guarantee effective tax
collection. Taxpayers must also comply
with their tax obligations.

It would be unfair to expect the
department of inland revenue to nuise
the rights of taxpayers who are dodging
their tax responsibilities.

Katz’s recommendation to close tax
loopholes is equally commendable: Tax
avoidance problems, however, cannot be
solved by legislation only. There is a
strong perception that income-tax rates
(corporate and individual) are high.

What makes matters worse is it is the
few people in the income tax net who are
feeling the heat, and who argue that the
government is doing nothing about it.
Who can blame them when they avoid
paying tax?

" "The government has the responsibil-
ity to make sure all its citizens contribute

12l4s

to the cost of running the state.

When everybody starts to pay tax,
rates will naturally be reduced. People
will then feel the comfort of paying less
tax rather than spending their time and
energy trying to avoid it.

~ Yrecommend that all the politicians,
fed by President Nelson Mandela,

should start a tax road show under the

theme: Let's pay tax for responsibility
and development.

This should be a matter of urgency
because democracy without responsibili-
ty is not complete. Our politicians are not
giving tax the attention it deserves. Yet it
is tax which creates a basic relationship
between the state and the citizen.

Katz's recognition that the rate of
secondary tax on companies should be
reduced may brighten many corporate
faces. But it would have been better to

_ have recommended its death.

The commission’s recommendation
that capital-gains tax should be shelved
is good. It is widely believed that the tax
is not a tax on gains realised on the dis-
posal of certain capital assets. It is a tax
on inflation.

system down the right path

The general assessment of the report
shows the Katz commission has tried to
separate tax from politics. For example,
many expected the commission to
strongly recommend that the VAT rate
be pushed from 14 percent to 18 percent,
with the complete removal of zero-rat-
ing of any items. - o

There is no proof that zero-rating cer-
tain goods helps the poor. There is evi-
dence that greedy business people are
exploiting people by adding tax on zero-
rated items or goods.

Tt is difficult to make satisfactory rec-
ommendations for everyone in our com-
plex tax system. But, even with its short-
comings and omissions, the Katz report
will go down as one that — in words if
not yet in deeds — showed the tax sys-
tem the right path. The million-dollar
question is how far the commission will
influence the minds of politicians?

O Because of space, other Katz
recommendations will be discussed in
future articles.

O Matshern Maishern is an
independent tax consultant.
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Mungo Sogg

tax service
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THE finance department has appointed former EB- :
kom executive George Lindeque to hely .
transform SA’s floundering tax collection services.
The department said yesterday Lindeque would
help steer the revamp of the inland revenue and cus-

toms and excise departments into one SA revenue ol
service, 51

Lindeque would head a team which for the past

four months had been examining how to implement ¢ .
Cabinet’s decision to create the homoge: nousl;axd&, g
partment, which would have itsown board and CE. .
Lind, would wind down his involvement in
targetlaunchdate forthe department. .
Charles Stride, the ac.’ .-

nnttakenonthe;obashealreadyhadhmhsndsﬁm
Finance Minister Chris Li

Liebenberg unveiled
plansto build an autonomous revenue services entity -

in October, the move would allow govern- 1.

mentfocuttaxes

M

O3
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metmpohtan cou.n—
m.l would finance a range
of infrastructural meas-
ures with the R237m
loan it had secured from
Absa and other lenders,
execufive committee
chairman Colin Matjila
announced yesterday.

Basic services, includ-
ing water and sewerage
pipes, would be provided

Lo \35111 improve services:,

Tty ]

age infrastructure, thets it
electricity network and.::;
community  facilities'cr.
would either be built =3
from scratch or upgrad-
ed in other areas, partics
ularly other low-income
housing developments.. -
Matjila said the loan
brought “close to finali
ty” the council’s borrow- ;7
ing for the current finan® (it
cial year, which runs to ¢,
June 30 1996 for local:
anthorities. ]

to the newly incorporat- The council remained »5.2
ed informal settlements concerned about the
of Orange  Farm, pressurerapxdlyadvanc— b

‘e of | Poortjte, Sweetwaters urbanisation was o7

and { and Wheeler's Farm. plaung on its budgety ¢
Roads, water and sewer- Matjila said.

pa-
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Lindeque appointed to-mj
reform SA tax service :

Mungo Soggot

I

THE finance department has appointed former sy ™
kom tive divector George Lindeque to helf
transform SA’s floundering tax collection services.
The department said yesterday Lindeque would
help steer the revamp of the inland revenue and cus-
toms and excise departments into one SA revenueifs
service. . Yk
Lindeque would head a team which for the past
four months had been examining how to implement> )
Cabinet’s decision to create the homogenous tax dé
partment, which would have its own board and CE. «;
Lindeque would wind down his involvement ino’s
April —thetargetlaunch date for the department. +: »:
Department sources said Charles Stride, the acv "=
countant appointed after the Budget to advise onre-.«
8 ing the department’s revenue collection, had .-
not taken on the job as he already had his handsfull.». %
Finance Minister Chris Liebenberg unveiled
plans tobuild an autonomous revenue services entity.
in October, claiming the move would allow govern.
ment to cut taxes.
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Dispute over

[
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Greta Steyn

THE financial and fiscal commission
and the writers of the final constitution
are at odds over the powers that
grovinces should have to raise revenue

y ing a surcharge on personal
income tax. '

Commission chairman Murphy Mo-

robe said yesterday the commission
would call for a change to the draft fi-
nal constitution to enable the
provinces to raise the surcharge.

The ability to raise a surcharge on

ersonal taxes was crucial for the ef-
ective functioning of provincial gov-
ernment. “The fact that provinces are
not allowed to raise the surcharge is a
fairly drastic constraint. We shall be
taking the matter up with the Consti-
tutional Assembly early next year.”

He feared there was a danger that

fiscal arrangements made possible un-

der the interi titution would be
nullified in Wmﬂﬁﬁ&ﬁﬁw :

The commissibn believed the inter-
im constitution, with its ambiguous
wording, would allew provinces to
raise a surcha;%e on nal income
tax. But the dr. ‘constigtion ax-

tly prohibited provi m rais-
xrng surcharges amr levies on a range of
taxes, including personal income tax.
- Morobe said without the ability to
raise taxes, provinces would simply be
spending agencies of central govern-

. (320)

ment. Traditional revenue instru-
mentg such as gambling taxes and li-
censing were not enough. A surcharge
on personal tax was the easiest way to
enable provinces to raise their own rev-
enue, as other important revenue

sources such as VAT created adminis- |

trative difficulties.

Allowing the provinees to raise 'fer- ;
on

sonal income taxes would depen

central government reducing taxes, so |

that the burden on individuals would
remain unchanged. The final decision
would rest with politicians and would
depend on the extent to which central
government wanted to devolve finan-
cial power to the provinces.

“We can only recommend what we
believe to be the most efficient system,”
Morobe said, predicting there would be.,
alot of debate on the issue next year.

The commission recommended in
its framework for intergovernmental
fiscal relations that a surcharge b

Inces -

e
lewytiiedf a:;ﬂn- ﬂa:_t'rate, -gnd.that it-be lim«
itedto a reen ints
. Ift}?v y“'ewPfemr f:agepm;l} - di;

too much, giving éile pravinces more
room to raise t4x, the poorer provinees
would suffer. ;5 - N
There would be less.finance for:
them from central government, and
disparities in the tax rates of the dif-
ferent provinces would be aggravated. |

Continued on Page 2

Levy
Continued from Page 1

be said the earliest that such a
radI:'/[c:lmchange could begin would be in
the 1997/98 Budget. The commission
took part in next year's Budget only as

tion and economic growth, could
change radically once next year's cen-
sus had given a better picture of the
population distribution.

The commission had used the work
of independent d aphers to arrive
at its initial recommendations, and af-
ter discussions with the Central Sta-
tistical Service had decided that that
source remained the best until next

beerver, but its role would chang
::cz iﬁe entire Budget process had
formed.
beea;: coramission had hoped its rec-
e Enpjementad from ncet yeor
uld be implemen m next year,
g\?t that had proved impossible. The
formula for dividing up revenue, which
was based on each province’s popula-

year'’s census data. The census infor-
mation would not be processed in tima
for the 1997/98 Budget. .
The commission had “by and large
had a positive response from the
provinces to the formula. They had dis-
cussed it with all the provinces except
KwaZulu-Natal.




Saica pushes for
taxpayers’ rights

Cape Town— Any statement of
taxpayers’ rights will be ineffective
unless the departments of inland
revenue and customs and excise are
given the necessary autonomy and
resources to live up to the promises
made in the Katz commission’s
report, says Ken Mockler, the chief
executive of the South African Insti- |
tute o teréd , Accoungants |
(sicf 320 ar(mﬁzf%

Hesaid the institut been
promoting the recognition and for-
malisation of taxpayers' rights since
1993 and the commission had
accepted more than 90 percent of
Saica’s recommendations. He was
encoutaged by the positive steps
being taken to address the question
of autonomy and resources,

“This too is something for which
Saica has lobbied for many years,”
he said. — Francoise Botha




Call to change draft constitution

Dispute over,

tax powers
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for provinces

Greta Steyn

THE financial and fiscal commission
and the writers of the final constitution
are at odds over the powers that
provinces should have to raise revenue
by charging a surcharge on personal
income tax.

Commission chairman Murphy Mo-
robe said yesterday the commmssion
would call for a change to the draft fi-
nal constitution to enable the
provinces toraise the surcharge.

The ability to raise a surcharge on
personal taxes was crucial for the ef-
fective functioning of provincial gov-
ernment. “The fact that provinces are
not allowed to raise the surcharge is a
fairly drastic constraint. We shall be
taking the matter up with the Consti-
tutional Assembly early next year.”

He feared there was a danger that
fiscal arrangements made possible un-
der the interim constitution would be
nullified in the final constitution.

The commission believed the inter-
im: constitution, with its ambigubis
wording, would allow provinces to
raise a surcharge on personal income
tax, But the draft final constitution ex-
plicitly prohibited provinces from rais-
ing.surcharges and levies on a range of
taxes, including personal income tax.

Morobe said without the ability to
raise taxes, provinces would simply be
spending agencies of central govern-

ment. Traditional revenue instru-
ments such as gambling taxes and li-
censing were not enough. A surcharge
on personal tax was the easiest way to
enable provinces to raise their ownrev-
enue, as other important revenue
sources such ag VAT created adminis-
trative difficulties.

Allowing the provinces to raise per-
sonal income taxes would depend on
central government reducing taxes, so
that the burden on individuals would
remain unchanged. The final decision
would rest with politicians and would
depend on the extent to which central
government wanted to devolve finan-
cial power to the provinces.

“We can only recommend what we
believe to be the most efficient system,”
Morobe said, predicting there would be
alot of debate on the issue next year.

The commission recommended in
its framework for intergovernmental
fiscal relations that a surcharge be
levied at a flat rate, and that it be lim-
ited to only a few percentage points.

If the national tax rate was lowered
too much, giving the provinces more
room to raise tax, the poorer provinces
would suffer. . e

There would be less finance,for
them from central government, and
disparities in the tax rates of the dif-
ferent provinces would be aggravated.

Continued on Page 2

Levy
Continued from Page 1
Morobe said the earliest that such a

radical change could begi ]
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Costs may be offset by sliding_oil price

Govt likely to
slap extra S¢e

) zlh?.l

onto petrol tax

Mungo Soggot

SA MOTORISTS faced hefty increases
in petrol tax next year as government
sought to clamp down on excessive fuel
consumption and 51phon off more rev-
enue from the country’s fuel pumps, in-
dustry sources said yesterday.

Analysts and economists said SA’s
petrol tax was among the lowest in the
world, and represented a captive rev-
enue source.

Transnet economist Mike Schiissler
said the tax was likely to go up 5c a litre
next year — pushing the total revenue
take from fuel to R10,5bn from this fis-
cal year’s R9,6bn. Petrol pump prices
would rise 6,2% to an average 195,7c.
He assumed a 1,2% increase in the av-
erage crude oil price to $16,99 a barrel.

But international consultancy Eu-
rope Energy Environment predicted
the taxman would hit far harder.

“There is a realisation in govern-
ment that SA’s petrol is under-taxed
and a foreign exchange gobbler,” MD
Humphrey Harrison said.

“If it (government) doesn’t increase
the tax substantially it will be flying in

the face of a string of recommendations -

from international organisations
which have observed that the low tax
encourages the proflizate use of a
strategic commodity.”

Other sources said government was
also likely to increase the tax on petrol

in a bid to increase the differential with
the diesel price. This would be coupled
with efforts to promote the use of diesel
in taxis, so diesel would become a
workmg” fuel and petrol a luxury.
Schiissler said diesel was likely to rise
only 4% next year to about 183¢ a litre
asits tax was unlikely to be raised.

He said government had already se-
cured an extra R500m from the fuel
price by slashing its handout to Sasol,
80 most of next year’s tax increases
would go to funding the introduction of
unleaded petrol, which would be
phasedin at a discount.

SA’s petrol tax was one of the lowest
in the world at 34% — 62,5¢ on each
litre sold. He predicted the tax would
increase to 40% of the total pmce by the
end of 1997 and 50% by 200!

By the end of the decade, govern-
ment would acquire about R18bn a
year from the pumps, which would be
about 10% of its total income.

Harrison said the tax increase
would be spurred by fears about the ef-
fect of SA’s oil import bill on the vul-
nerable balance of payments.

But he said there were arguments
to suggest the oil price could slide sig-
nificantly, which would offset the blow
of higher taxes. Opec was finding it in-
creasingly difficult to control its mem-
bers, Iraq might return to the market
and non-Opec countries were increas-
ing production.
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