


this money has forced
them to pay even more to
obtain these services.

This has frightening
consequences.

Someone earning a
moderately high salary of
R12500 a month gives
more than half of it to the
government in taxes of
one form or another.

ing has dropped to 0,5
percent of gross domestic
product from 3,5 percent
in 1993.

Those who escape the
debt trap and put some-
thing away at the end of
the month have to pay tax
on interest earned over
R2 000.

Assuming that R500 is

R2 000 a month pay 41,56 -
percent in taxes, even
though they are not reg-
istered as taxpayers.

The demoralising truth
for most South Africans
who work!an eight-hour
day is that four hours are
devoted to keeping the

This includes more saved monthly, this taxis taxman happy.
than 35 percent in Paye R150 a month. ®The figures in the
on salaries, 14 percent People earningmedium  accompanying graph
VAT, a T6c/Itax on petrol,  salariesofR6 000amonth  have been provided by
government tax on bank pay just under half their Jeff Henen and Barry
transactions, and rates incomes to the taxman, Bloch of Tswelopele
while those who earn Financial Services.

and services charges.

taxman S ECENED P WO
{No travel allowance)
- LowW MEDIUM HIGH
h Its u s at Gross salary 200000 ¢ 6000,00 - 12500,00
Taxabledncome:! 2000,00 6 000,00 12 500,00
Tax thereon 112,08 1542,92 4 444,58
every turn -
Income remaining (Net income) 1:887,92 4457,08 805542
Blg and Sma“ earners a“ke Food, fes; entertainment etc. 2 ‘ 629,31 1 485,69 2685,14
. 00d, groceries; entertalnment etc. A } )2
forced to take the p ,
BAD INDIRECTTAXES ‘
CHRIS BARRON T onsulttan rhegal;g VAT Inclutled ahove @ 14% .8 182,45 329,75
money spent on hea g
and education, as well as Petrol levy 78¢ per fite 76,00 76,00 76,00
money paid to the state Medical'and hospital costs 125,00 500,00 500,00
W HEN  Stellen- broadcaster in licence Sectiity costs 200,00 200,00 200,00
bosch Universi- fees, as additional taxes. : : 5 ! ' PO
ty economics  These are services the Government schooling: (Average cost) 220,00 220,00 220,00
professor Sampie Terre- government should be Agsassment rates-and taxes - 250,00 - 400,00
blanche called for South providing out of our basic TV licerice 15,75 15,75 15,75
Africa's wealthiest citi- income tax, but is not. " ' . '
zens to be subjected to Money spent on secu- Govemfnent duty.onbank transactions 500 10,00 15,00
yet another tax, the occu- rity is aiso a tax, because Tax on-interest-eamed over R2 000 ¢ - - 150,00
pants of millionaires’ row the government is not Total indirect tax 719.03 145420 1 906,50
screamed that they were providing the basic secu- : ! ! i
already being squeezed rity for which the taxpay- -
blue by the taxman, and er is paying billions of ‘Amount remaining-at end of manth
any more pressure would rands. f t
make them pack their And so, after paying the fe o‘re/bandlrent/te!ephone/elect idy! 616.86 49,64 379353
BMWs and head for the government for security repairsfear costs etc. : 1699, g
nearest airport. he does not get, the tax- |- ¢ -
They had 2 good point.  payer has to pay private . foiol Af{ tax per month 81 209712 6351,08
But it is worth noting that ~ security firms to do what H . 5
Terreblanche’s wealthy ~the police are not doing,  |:* Fercentage of tax toincome 41,56 49,95 50,81
tax targets are by no The results of this sit- o > s - m -
means the only ones who  uation are predictable. Figures relating to indrect ta as actual ex; differs
took the pain last year. Accumulated  house- according to each ‘mdlvldual s preferences
Not only has the hold debt as a ratio of ! Calculated by basic salaryplus 40%of travel allowance
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appetite for the money of come increased to a new # Basert on two filtups of 50 fitres pér month
its citizens shown no high of 66,5 percent last #Basic hospital cover: 125, full medical aid 8500
signs of being appeased, year. 3 Assmi 2 children, depends.on area, varies between R10.and R210 per child per month
?“t its ﬁon:}:m]xded a f""f"ure Thte a;\éerage ho?se?qltd § Assuming R500-Is saved monthly by the high eamer
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legitimately expect for its debt. Household sav- ' —— -
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The judgment in a recent tax case in-
volving a Cape Town racecourse — unlike
Stephen Foster’s famous lyrics — makes no
mention of its length. But the judgment, in
the Income Tax Special Court, nevertheless '
illustrates an important aspect of the tax
law. That is the claim by a tenant to a
deduction of the cost of improvements,
provided they were made in terms of an
obligation under the lease (Section 11(gy of
the Income Tax Act).

Deloitte & Touche tax manager (Cape)
Jenny Klein, writes in the latest issue of that
firm’s Tax News that the premises had been
occupied by the taxpayer, a racecourse
operator, for about a century in terms of
various leases.

The parties signed a new lease in 1971,
which obliged the taxpayer to put up new
buildings, alter and improve existing build-

ings if required to provide adequate fa-
cilities for its patrons. The prior consent of
the landlord, the Cape Town City Council,
was required, but this should not unrea-
sonably be withheld.

The taxpayer did, in the event, make
improvements with the consent of the
council, but its right to a deduction was
challenged by the Commissioner for Inland
Revenue, He argued that the relevant
clause in the lease was void because it was
vague as the wording was too imprecise to
make it possible to determine whether the
obligation arose at all.

Further, the phrase “shall be obliged” did
not merely mean that the taxpayer had to
bear the cost of improvements. They ad-
ditionally meant that the landlord had the
right to compel the tenant to make im-
provements once it had become apparent
that they were needed.

The court rejected the commissioner's
arguments and upheld the right of the
taxpayer to a deduction under Section
11(g). That the clause was imprecise did not
mean that it was too vague. Whether the
need for improvements existed and their
extent could always be determined ob-
jectively with sufficient certainty when the
time came. The court accepted that the
improvements were needed.  Robin Friedlang




Land tax being

levied in disguise,
SAAU al%e es
Lt:ouise%azk> 21t qz
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THE proposed land ta( under inves-

tigation by a Katz commission commit-
tee, was being collected in Gauteng de-
spite official denials, the SA Agricul-
tural Union (SAAU) said yesterday.
Union economist Johan Pienaar
said the province’s newly introduced
property tax was aland tax in digguise.
Leial spokesman Analize Crosby
said the province’s eastern and west-
ern services councils had sent accounts
to rural land owners in Randfontein,
Bronberg, Blesbokspruit, Elandsrivi-
er, Pienaarsrivier and Suikerbogrand,
billing them according to the value of
improvements to theisr&o erties.

Croshy said the had asked
Provincial Affairs and Constitutional
Development Minister Valli Moosa to
stall the imi)osition of a land tax until
framework legislation was in place to
guide the provinces, particularly with
regard to collection.

Gauteng development planning and
local government MEC Sicelo Shiceka
said the property tax — set to generate
R500m a year for the province — was
not aland tax,

~ “This is a property tax introduced
after the ratings ordinance was
amended last year. The land tax is not
yet charged in Gauteng ... we have no
authority from nationallevel to doso,”

The National Maize Producers’ Or-

anisation said farmers in the Car-
etonville district had received proper-
ty tax accounts. However, Shiceka said
no infrastructure existed to collect the
tax on the West Rand.

He would not name the local coun-
cils that were collecting the tax, saying
merély that. they covered rural dis-,
tricts, many of which were “former |
African” areas. The new tax applies to
agricultural and residential land as
well as commercial properties.

Last year Shiceka said a land tax in
rural areas would help improve the
salaries of local councillors.

The KwalNatal Agricultural Union |
has also complained that local councils
outgide metropolitan Durban have im-
posed a similar tax based on the value
of improvements to rural land.




Revenue catches
up the backlo %f@

Staff ‘working more effectively

]
AUEeNTEE
The SA Revenue Service may have lost a

lot of skilled staff to early retirement, but
those who stayed are working harder and
more effectively, says official Christo Hen-
ning. And it’s showing results.

By the end of last month, most of the
1996 returns received had been assessed
(see chart) and about 78% of the 1997
assessments had been completed.

Henning says the introduction of bonus

REVENUE GETS CRACKING

Personal Incame Tax 1906
Returns receivad:by SAl 86%

Retutns oittstanding 14%
Assessments issued:s . 95%
Returns not:dssessed. 5%

incentives has boosted production in all
areas, including assessments, recovery and
inspections.

There are still a number of taxpayers who
have not submitted their returns, but Hen-
ning says most of them have extensions. &
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SA Revenue Service expects to rake in an extra

R13-billion in a massive find-and-register campaign

By Rvan CRESSWELL
AnND OwN CORRESPONDENT

he days are numbered
I for tax defaulters as task
teams around the coun-
try search for more than
1,5 million businesses, infor-
mal businesses and individuals
who are dodging payments.
Tax officials in Gauteng
have found that about one in
four businesses or individuals
in the provinee is not paying.
In the Free State and North
West this figure jumps to an
astonishing one in two possible

One in four
not paying
in Gauteng

taxpayers, and in KwaZulu
Natal and Eastern Cape one in
five is not paying.

The SA Revenue Service
estimates that tax records for
721 428 business taxpayers,
242 995 individuals and 627 000
informal businesses are miss-

ing.

The national default per-
centage for income tax is about
39%, value added tax (VAT)
about 30% and PAYE about
99%. The default percentage for
all unpaid taxes is just over
26%.

But not for long, because SA
Revenue Service members ex-
pect to rake in an extra R13-bil-
lion annually before the end of
next year in a massive find-and-
register campaign.

Revenue service spokesman
Christo Henning said a more
client and service-oriented ap-
proach by the organisation was
encouraging unregistered tax-
payers to sign up, and the task
teams were tracking down more
tax defaulters than before.

He said teams were operat-
ing around the country and
would continue to search until
they were satisfied they had al-
most everyone on their books.

“The problem in South
Africa is that the tax base is not
broad enough and too few are
bearing the burden. The more
we manage to broaden the base,
the easier it will be on individ-
uals, Henning said.

“Qur biggest income, 85%, is
from employees. So our biggest
concern at the moment is that
about 34% of businesses in the
country have not registered.
Some employers are even col-
lecting from employees and
then not paying tax,” he added.

But in the three months
since the drive started, teams
have exposed thousands of
business-tax delinquents. The
search is enhanced by a sophis-
ticated new computer system
which allows cross-checking

and is linked to banks and as-
surance companies to track
interest and pension payments.

SARS KwaZulu Natal re-
gional manager Joe Britz said
the “tax visits” were random
and those visited were asked to
supply their tax details.

“We will be lenient if they
register voluntarily, otherwise
we will hit them hard,” he said.

Andrew Masters, an SARS
chartered accountant, said they
would cross-check their tax reg-
isters to ensure a business was
registered for VAT and vice
versa. Similarly there would be

SA tax base
‘not broad
enough’

cross-checks between Customs
and Excise and Inland Revenue
to -ensure importers paid in-
come tax.

The taxmen would look at
Tender Board information;
only taxpayers would now be
awarded tenders.

They would also look at mu-
nicipal contractors and the ve-
hicle registration system and
would check business adver-
tisements in newspapers, mag-
azines, telephone and ‘Yellow
Page directories to discover tax
dodgers.
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‘Govtto introduce 16 ney taxes’

Wyndham Hartley

CAPE TOWN — Government’s
Erowth, employment and redistri-
ution strategy had failed to keey

tax revenue below 25% of GD
and a further 16'indirect taxes
were being contemplated that
would make the situation worse,
National Par? leader Marthinus
van Schalkwyk said yesterday.
Firing the opening salvo of the
new parliamentary year, Van
Schalkwyk said the highly com-
mendable strategy wasieiug un-
dermined by this very disturbing
increase in tax revenue and re-
strictive labour legislation which
would lose the country more jobs
in the formal sector in the future.
He said President Nelson Man-
dela’s opening of Parliament
speech on Fri tz{ would have to
“provide proof that the present
government has solutions, plans
and the will to execute these plans
in the areas of the economy, ed-

o0 3295
ucation and/crimé”. .

He said among the 16 taxes
that are to be proposed, were a
land tax as proposed by the Katz
commission, a national training
levy of 1% to 1,5% of payroll, ana-
tional homebuilders’ levy, social
health contributions from the for-
mally employed, a national road
levy on fuel, a universal service
fund via Telkom tariffs, a capital
transfer tax, a surcharge on in-
come tax to finance provincialism,
an electricity levy, three water
charges, new airport es, a

liquor levy, and the truth body’s
restitution tax.

He said the high tax burden
looked set to rise further.

Turning to crime, he said gov-
ermment was “creating its own
make-believe world where things
were not as bad as people are pro-
claiming”. A slight reduction in
murder figures from 62 a day to 60
was not something ordinary peo-
ple would feel reassured by.

Vabh Schalkwyk said he was
shocked to discover in a recent
briefing by the police that there
was no central co-ordination in
the criminal justice systern. -

The past six months had been
without doubt the worst of the

overnment’s term of office, Van

halkwyk said, and had shown a
turn away from the positive mood
inthe country early last year.

“The presidential opening ad-
dress...1s theéxeytg cixﬁmgingthis
negative mood and the i
lacia of trust among alfrgou:ﬁ
Africans in government’s ability
to govern effectively. ,

““South Africans will no longer
be satisfied with vague promises
and plans, which disappear into
thin air because of government’s
inability to execute them. In the
light of this the expectations for
this opening address are therefore
understandably the highest since
1994. Pe%gl‘e exgect solutions and
plans on Friday. L
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Taryn Lamberti

AS HEAD of state, Pres-
ident Nelson Mandela
was empowered to ap-
point a commission to

Mandela ‘empowered
to appoint commission’

Rugby became em-
broiled in controveray
about allegations of mis-
management and Sarfu
and Luyt were central to

gx)be the affairs of the
Rugby Football
Union (Sarfu), the Preto-
ria High Court heard
yesIt‘erday. &
awyers acting for
Sarfu president Louis
Luyt arguﬁddlast week
AL Aol a L. \ . §

Lions Rugby Union, of
which Luyt was also

against Sarfu before the
commission was ap-

presi ad applied to

“the high court to have
"the commission invali-

dated and set aside.
Senior advocate Wim

Trengove, acting for

A 1 S orts 2 .

the constitution by ap-
pointing the commis-
sion, as Sarfu was a pri-
vate association that did
not accept state funds or
taxpayers’ money.

uyt, Sarfu, the
Mpumalanga  Rugby
Union and the Gauteng

ter Steve Tshwete and
sport  director-general
thobi Tyamzashe, said
the president’s power to
appoint a commission
was not confined to mat-
ters of publ,i_c concern,

pointed, saying it was
was in rugby’s interest
the criticisms were re-
solved or dispelled.
Luyt's opinion that
the public had no legit-
imate interest in rugby
was based on the “nar-
row -and legalistic con-
tention that because
Sarfu and its affiliates
were private associa-
tions, the state and the

public had no legitimate
terest in their manage-

e
ing allegations made

mentof ... rughy”.

the controversy. There
were also claims Sarfu
merely paid “lip service”
to its commitment to the
development of rughy in
disadvantaged commu-
nities, and its “stiuc-
tures were not truly rep-
resentative”.

In an affidavit, Man-
dela said SA’s victory in
the World Cup in 1995

' had “galvanised public

demonstrations of recon-
ciliation and unity..., It
is accordingly idle to sug-
gest the management of
rugby is not a matter of
public concern.”

’



Net closes on tax do

70 000 companies raided count

LLEWELLYN JONES
Business RePORTER

One in three companies tested by
the South African Revenue
Services in the Western Cape is
not paying VAT, and more than a
quarter are not paying company
tax or employees’ tax.

This is the shock finding of the tax
raids conducted by the South African
Revenue Services (SARS) inspectors
between October and December.

Close on 70000 companies
throughout the country received
surprise visits from SARS inspec-
tors checking whether they were
J@mmmﬁmwg for VAT, income tax and

PERCENTAGE OF COMPANIES NOT REGISTERED FOR VA

Pay-As-You-Earn (PAYE). In Cape
Town, business areas raided included
Access Park in Kenilworth, the city
centre and the Waterfront.

For the country as a whole, nearly
40% of the companies surveyed were
not registered for company ax, 30%
were not registered for VAT, and 29%
were not registered for PAYE.

SARS media liaison officer Chris-
to Henning said the biggest area of
concern was the number of compa-
nies not registered for employees tax.

“Pay-As-You-Earn represents
nearly 85% of all tax receipts ... and
the stunning 29% default rate repre-
sents a vast amount of money lost to
the fiscus,” Mr Henning said.

30 40 50 60 70 80

PERCENTAGE

Another, possibly more worrying
concern, was the number of compa-
nies which were deducting tax from
their employees, but not paying it in
to state coffers.

“At the end of the tax year the
affected employees don’t get IRP 5
forms to show that they have paid
their taxes,” he said.

Mr Henning believed that the
walk-about campaign was proving to
beasuccess.

“More and more people have been
approaching us to get themselves and
their companies registered for taxes.

The local SARS offices have noted
a definite and growing trend towards
compliance with the tax laws.”

1%

7%

S\\Nmmx

gers

The campaign would continue
until SARS was “satisfied with the
results”. SARS estimated that net tax
receipts could rise by some R13 bil-
lion if the campaign was successful.

“Before the campaign we estimat-
ed that we were missing about 1,5 mil-
lion taxpayers.

“We will be happy when we have
the overwhelming majority within
the tax net. The joy of this campaign
is that we are en route to reducing the
tax burden on current taxpayers.

“We know that the tax burden is
too high, and getting more peaple to
pay the taxes they are liable for will
go a long way to reducing that'bur-
den,” he said.




| Ministers say their
| affairs are in order

Tax dodgers with g _E:m > to hide

By JACQUI REEVES to function more n—m&m—-n«. and to Wessels sB:._n_ 5 _HEor dormant companies that are still operating. .
down on tax evaders. Emu. in Gauteng is linked to vehicle regis- In the nine months between March and

Tax dodgers in Gauteng are about to be left “These interest extracis have always tration November last year, Heydenrych's team § STAFF —ﬂm_uoam due to E.@mm:» the Budget on

with nowhere to hide. come 6 us automatically but we will be able “In Sweden yon cannot buy and then collected R208-million from tax fraudsters 3 ‘Wednesday, the whole process will
A new supercomputer is beefing up the  to process the information better with the register a vebicle if your tax is not fullypaid  and is working on more than 200 other =% A Mangosuthu wn..wm_msr Nelson start all over again.

provinee’s revenue service, helping staff to  new system,” he says. up. This is the kind of system we would  serfous cases. 3 Mandela, Nkosazana Zuma and Of course, we took the minis-

sniff out personal information on individuals, If tax dodgers are caught out, the action  like to see South Africa moving towards,” Over the same period, the unit identified = Steve Tshwete all got someone o ters at their word. We have noway

and finally closing the net on tax dodgers. could be swift and painful. ‘Wessels says. VAT frand worth R750-million and has col- finlls  do it for them. Jay Naidoo and of verifying whether they have

The showpiece of the South African Rev- Grinning broadly, Wessels told the Saz- The revenue service's special investige-  lected between R200-million and R300-mil- Derek Hapekom put theirs in nine  indeed submitted returns.

enue Service, the so-called new income tax  urday Star that the SARS could “freeze & tions unit 15 also going to be bolstered by  Lion of that amount so (ar
system will allow SARS officials to link
from

months iate and Trevor Manuel The South African Revenue
had to get an extension. Service, not surprisingly, flatly

the new computerised system that will Greater computer links between the tax- .
' Without exception, however, refused to help us confirm

allow the unit to profile potential tax crimi- man and banking institutions do not, how-

such as the Department of Home Affairs, nals with greater speed. ever, imply that the Receiver of Revenue has all 27 members of the Cabinet whether the Cabinet members
municipalities and banks with the tax “When we pltch up on your doorstep, it full access to all the financial records of claim to have submiited & person-  were up to date with their taxes.
records of companies and individuals. isavery "l i i and indivi al income tax return for the “It would be highly unprofessional

AUl this will be done at the touch of abut-  cials are pursuing in their fight 1996/97 financial year. and unethical to supply any infor-

and we have the potential to  gacyre information ‘A poil by the Star  mation any taxpayer”

cause & type of havoe, This
system will allow us to do our Stuart Grobbelaar, 2 general manager at
homework into 2 profile more  the Council of South African Banks, says [
fd quickly and more thoroughly, the Receiver generaily has access only to
14 and make sure we've got our  details on interest paid, balances, nawes,
¥ facis right” says Hein Hey- addresses and company identification num-
denrych, national head of bers. However, this right o privacy is not
investigations. absolute.

Heydenrych, who has been “The privacy law can be overridden by a
CURRIN: There With the unit for more than 20 law of general application that could, theo-
Iate the banking information, regarding the  sults from this campaign, hav- itations to a per- YEATS, S2y8 the unit regularly retically, be used to secure other informa-
amount of interest that has been paid to any  ing increased its average num- s ights makes use of interest extracts, tion,” he says.
individual or company, with existing tax  ber of VAT registrations from S figl motor registration details, and Brian Currin, a constitutional expert,
details. Any discrepancies will immediately  about 4002 month to a record-breaking 1 000.  information from deeds offices and com- says the constifution makes provision for
be pinpointed by the system. + In a three-month period between Ocio-  pany registrations in developing its profiles.  every individual’s right to privacy but that

“When we load the information that we  ber and December iast year, SARS officials He says one of the most common forms  all rights are subject to certain limitations,
will get by interfacing with other sectors  distributed more than 16500 question- of tax fraud Is “outsider trading”. This dependingon the situation.
aginst the information we have on tax- maires in tax walks identifying 4000 busi- oceurs when an individual conducts busi- It does, however, appear that neither the

ton, replacing the current system, which is  against tax dodgers. Officials
more than 20 years old and is based entire-  are now also literally “knock-
Iy on paper records and clerical work. ing on doors™.
P Hitting the streets in pairs,
Interest extracts’ SARS officials have begun
One way the new system will dramati- swoops on businesses in cities
cally increase tax revenue is its more effi- and towns, taking their “tax
cient use of the “Interest extracts” that walks” to the people.
banks are legally bound to supply the tax- ‘The Pretoria branch of the {3
man with each year. The system wilt corre-  SARS is already yielding re-

revealed that most ministers (or SARS assistant director Solly
their tax consultants) hed submit-  Parak said. He said all informa-
2! ted their IT12 forms by the June  tion was highly confidential and in
=} 1997 deadline, while & few were Do cireumstances could exceptions
1 granted extensions. Telecommu- be made.

pications Minister Naidoo and Ec_mmbnmsna»%ﬁ
Land Affairs Minister Hanekom happy when the tax affairs of
" were given until this month to high-profile figures and officials
BSE.» for their income. do become public.

.They were among the 1,7 mil- Rapport newspaper reported
=== taxpayers who submitted Iast month that Victor Lugaju, the
complete returns for the 199687 Western Cape Regional Conrt
year — about 62,5% of the 2,7 mil-  president presiding over the trial
Tion retarns issed by the SARS  of PW Botha in George, had not

u.EnEB.ERSE.Ee—Eme details of the Lugnju case or what

payers, we will immediately be able to see  nesses and indjviduals that should have nessdeals in the same line as the legitimate ~ Receiver of Revenne nor the specia! investi- .burden, paying more than R59.4- action would be taken against
v who has not declared their true income and  been registered as taxpayers. company, but cutside of the business, and  gating unit are the people to fear the most, billion into the Treasury for the him. Instead, the SARS lashed out
who is not registered as a taxpayer” says Swedish tax consultants are currently —pockets the profits without declaring them  Jilted lovers, ex-wives and ex-husbands, 1996/97 year, with company tax  at the tax official who leaked the

project manager Philip le Rowx. helping the Gauteng revenue service to  to the Receiver and disenchanted employees give Heyden-

Wessie Wessels, regional manager for  formulate a plan to expand the province's Heydenrych’s team also spends many rych and his team plenty of work.
the SARS in Gauteng, believes this im- revenue base and its service to the people. E-wm tracking down hidden bank accounts, Gautengers can expect the super-
proved technology will r&v his department One of the aspects of the Swedish titl jons and computer to be up and running by January

and VAT making up 17,01 and story to Rapport.

$1,23% of the Government’s inter- Parak said the report “would

nal revenue respectively be traced and the source would be
‘With Finance Minister Manuel  dealt with harshly”.

| —



Is it a contradictionto callfora1%
increase in Value Added Tax (VAT)
to 15% while at the same time saying
that tax in South Africa is far too
high, overcomplicated and a burden
to its citizens? The Democratic Party
thinks not.

Unemployment and poverty are
the toughest economic challenges
facing South Africa. They are direct-
ly related: the only way to alleviate
poverty substantially on a sustain-
able basis is through job creation.

Yet growth of jobs in the economy
depends on a substantial increase in
investment.

If the Budget this year is to meet
both the pre-election demands for
delivery and the long-term urgency
for economic growth, then the Gov-
ernment somehow must find a way
to increase its revenue while, at the
same time, lowering, rather than
raising, taxes which discourage
investment.

Can two such competing goals be
met? The DP believes they can — by
changing the tax balance, simplify-
ing the tax structure and thereby
improving revenue collection with-
out raising taxes overatl.

The taxation of South Africans is
not only too high: it is also unfair
and counter-productive. The burden
of providing 40% of the Govern-
' ment’s revenue - about R65-billion
 in 1997-98 - falls on only 4,4 million

KEN ANDREW,
Democratic Party
spokesman on
finance matters, on
the need for a VAT
increase

individual income taxpayers.

. Roughly three-quarters of this
small group of income tax payers
earn less than R5 000 a month. Yet
the tax tables treat this group as if
they are wealthy people who can be
soaked for money every year.

The genuinely wealthy in this
group can afford tax consultants,
and often manage to slip through the
holes of the complicated tax struc-
ture. The more complex the weave of
the tax net, the more holes can be
found.

For the economy to grow and
employ more people, we need both
foreign and domestic investment.
The Gear strategy aims for a rise in
gross domestic savings t022%.

However, as things stand at pre-

sent we are not going to meet the
Gear growth targets because we are
not saving enough, and we are not
saving enough because personal
income taxes are too high.

Rational people will save only if
the after-tax return on saving is
attractive. Furthermore, it is impos-
sible for people to save without sub-
stantial improvements in disposable
income.

Encouraging investment also
requires our tax system to compare
favourably with other countries.
This is not just to attract overseas
businesses, but also to keep the sav-
ings of South Africans who are now
allowed to make offshore invest-
ments.

The top personal income tax rate
in South Africa is 45% compared to
38% in the UK and 33% in the US.

This top rate kicks in at a rela-
tively low level by international
standards, while rates rise sharply
on low- and middle-income earners.

Income tax on individuals has
risen from 16% of government rev-
enue in 1980-81 to 33% in 1990-91 to an
estimated 40% in 1997-98. This is con-
trary to international trends and
flies in the face of International Mon-
etary Fund recommendations for
developing countries.

The two major sources of govern-
ment revenue are: direct tax on an
individual’s income and indirect tax

AR 1

is or her consumption in the
form of VAT. The Government
decides how to set the balance be-
tween these two forms of taxation.

If indirect taxes had maintained
their 1988-89 share of total revenue,
1997-98 individual income tax could
have been reduced by 14% across the
board.

The figures speak for themselves:
the additional revenue raised by a
1% increase in VAT to 15% would be
approximately R3,1-billion, allowing
the Government to reduce the indi-
vidual income tax burden and
encourage savings and investment.

Lower income earners could be
relieved of the high income tax bur-
den if the Government raised the
individual income tax threshold to
R25 000.

The income tax rate structure
also should be changed so that tax
relief amounting to R2-billion is
granted to people with taxable
incomes of between R25 000 and
R130 000 a year, and the maximum
rate on individual income tax should
be reduced to 35% over five years.

Given that South Africa suffers
from low tax morality and has a bur-
geoning informal sector, an indirect
tax such as VAT ensures that at least
some tax is collected from those who
are dishonest about their incomes
and profit.

The zero-rating of basic foods

Weaving a wider tax net
with fewer holes is a must

Raising indirect levies will boos

NQS,W“S%&S@S
40 7194

means that the wealthy actually ben-
efit more from lower levels of VAT
than the poor.

It makes sense to shift the tax bal-
ance towards this form of tax which
is easy to collect and difficult to
evade, and does not penalise entre-
preneurial spirit.

While shifting the tax balance to
encourage investment, growth and
job creation is the only way to allevi-
ate poverty in the long run, the very
poor will need immediate relief to
compensate for increased VAT.

An increase of 1% in the VAT
rate would cost the average very
poor household R6 a month more
than the existing R84.

Given that the very poor pay only
about 8% of all VAT collected, the DP
proposes that R500-million (double
the additional tax on the very poor)
be spent on additional targeted
poverty relief.

This is in line with Gear’s recog-
nition that redistribution is most
effectively achieved through the
expenditure side of the fiscus.

A coherent three-pronged strate-
gy to restructure the tax system,
which lowers personal income tax
and raises VAT while spending on
poverty relief for the very poor,
would bring all South Africans
nearer to the job creation and
poverty alleviation which we need
s0 desperately.
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TAX UAWS
Cheaters

exposure

Think twice before cheating
on your tax payments or yon
could well find your name up
in lights as one of the
dishonest.

Proposed changes to the tax
laws will mean that the name of
anyone convicted of a tax offence
canbepublished. . "¢ ..t

“Tax evasion imposes higher
tax rates on honest taxpayers,”
Mr Manuel told Parliament. “Tt is
only right that those who pay
their duesshould know whose tax
default they are paying for.

“Government aims o main-
tain and strengthen a tax system
that is fair, equitable and effi-
cient. Improved tax administra-
tion makes lower rates of tax on
individuals possible,” he said. ;

R3,7-bn in taxpayers’ pockets

Finance Minister Trevor Manuel
intends to put R3,7-billion back
into taxpayers’ pockets this year,
nearly half of it going to people
with incomes of less than R60 000
ayear,

The plan attacks “bracket creep”,
which happens when inflation-linked
salary and wage increases push tax-
payers into a higher tax bracket, so
that their real after-tax income (tak-
ing inflation into account) is reduced.

Mr Manuel said the primary tax
rebate would be raised from R3 215 to
R3 515 and the rebate for people 65
years and older would be increased
from R2 500 to R2660.

The marginal rate applicable to
taxpayers with taxable income from
R46 000 to R60 000 a year would be cut
from 41% to 39%; the number of
income tax brackets would be
squeezed from seven to six; and the
top marginal income tax rate of 45%
would kick in at R120 000 a year

face public Relief measure targets lo

instead of R100 000.

The effect of the changes will be to
cut tax paid by taxpayers under 65,
earning R30 000 a year, by R300a year.
A taxpayer earning R100 000 a year

will pay H@%mmm\lm sw m

s in tax and a tax-
Wmﬁémwﬁeggu&a 360
This is the second year in a row in
which Mr Manue! has announced
relief for taxpayers in the lower and
middle income brackets.

Last year tax restructuring put
R2,8-billion back into taxpayers’
pockets.

The money lost to the taxman
would be made up by better taxz collec-
tion and through the broadening of
the tax base, Mr Manuel said.

In line with the recommendations
of the Katz Commission on tax, tax
deductions by employers of contribu-
tions to medical aid schemes would
be limited, yielding R700-miilion in
extrarevenue this year.

Stricter taxation of trusts would
bring in R150-million and an increase
in the rate of tax on retirement funds
from 17% to 25% would bring the tax-
man R1,2-billion more this year.

er inco

M Manuel bas kep! proinise
that the overall tax burden on the
country would not be increased. Total
revenue for the 1998-99 year is Ri77,6-
billion, which is 26,5% of the coun-
try’s Gross Domestiec Product, the
same as last year.

Overall, income tax is expected to
yield R73,5-bilYion, assuming an 8%
average increase in wages and stable
employment. Revenue from tax on
company profits is expected to bring
in R14-billion (up 3,7% on last year),
and from tax on retirement funds
R3,4-billion (up 9,7%). But revenue
from gold mines is expected to drop
from R450-million to R180-million.

The Government aiso intends to
cut excise duties on some electronic
goods, cameras, bingculars, motorey-
cles and other items while at the same
time bringing a range of new goods
into the excise duty net.

Duties on perfumes, photographic

> oods, tape recorders, video

wﬁ@ﬁa arners

recorders, records, tapes, spectacles,
watches and a host of other goods will
be cut from 15% to 10%; duties on
computers, printers, modems and
other office machines will be cut from
6% to5%.

But at the same time, duties 0f 10%
will now be imposed on cellphones,
air-conditioners, video cameras,
yachts, caravans, dishwashers and a
few other items. N

The new scherre of duties, which
takes effect from today, will neither
cost the Government anything in lost
revenue nor add money to the tax col-
lector’s coffers.

Bad news for motorists is that the
fuel levy has been hiked by 10c a litre
on both diesel and petrol.

‘The hike will bring in an addition-
al R1,66-billion to the State, but will
add less than 0,5% a year to the infla-
tion rate, the Government has esti-
mated. The levy will contribute more
than 8% of total revenue.



Tax relief on way for millions

Finance Minister Trevor Manuel today handed
R3,7-billion tax relief to lower- and middle-income
taxpayers, while -.w—&uw tax mWiﬁﬂm wun EmE-NEEm
the Gov:
on social mmﬂﬁom

Th of life policy-holders face a nasty
shock with a once-off windfall tax on mutal insurers which
are converting to companies.

And drinkers and smokers will be hit by a further rise in
taxes on cigarettes and alchohol,

Unveiling his second Budget in Parliament, Mr Manuel
said tax tables would be adjusted to ease the burden, for the
the second year running, on working people.

Value-added tax remains unchanged at 14%.

New revenue measures include taxation on part
of employers’ contributions to medical aid schemes, ina
move aimed to stop the use of medical aid schemes as tax
shelters.

Tax relief for middle- and lower-income group taxpayers
will also be funded through an increase in the rate of taxa-
tion on retirement funds, which will yietd R1.2-billion in
extra tax revenue this year.

Motorists will be hit with a 10% rise in the fuel levy

next month.
Rises in “sin” taxes on alcohol and tobacco will
bring in R1-billion in revenue.

There will be reforms to last year's fringe
benefits taxation scheme for employer-provid-
ed accommodation, which inadvertently hit
lower-income earners.

Mr Manuel said he would tax the windfall

Manuel pledges to boost cash for social servic

TE
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shares to be given to policyholders of South
Africa’s two largest mutual insurers, sEnw
areto ise” into pri

The revenue will be used to capitalise an
‘Umsobomwu Fund, which will be used to create
+ epportunities for job creation, aimed particularly
at the country’s youth.
‘This year’s Budget is the first in the context of the

Ereater certainty ard predictability to the Government’s
spending pians ior the next three years.

¥ Total revenue this year will amount to R176,6-billion
and the Budget provides for spending of R201-billion this
year, which i56,4% more than last year, including
spendingon the cost of state debt.

“ My Manuel has promised to keep the deficit - the dif-
ference between revenue and spending - down t03,5% of
gross domestic product.

The lion’s share

.. subsidies R35-bilfion. i

-..contributions to medical ald

Mediam-Term Expenditure Framework, which lends -

ARl

THE Gi2Li1 POINTS

W60% of spending bh mar.n_ seY-

. vices, with welfare and social

. grants getting R19-bn, health ser-

" vices R23:bn, eduéatipn R45-bil-

 Tion and héusing _.3@.2._:_825 CAPI >=m= wccmm_.g
. Charles Phahlane

- Clive mm<<<mq

B Tax relief for low- and E..E_m.
income earners by eliminating
" bracket creep, putting R3,7-bn .
- hack in taxpayers’ pockets. About -
* tralf the relief granted will go to _ (&0 extrac fora a4omi can).

* ” individuals with taxable incomes n__ M A shack for policyholders entitied
-~ toreceive shares in South Africa’s

- lessthanR60 000 ayear.
W Laws will change 1o allow the pub- - W0 largest murtual insurers which
" lication of names of those who ~ 2'e 1o demurtualise - a once-off tax
Cdefault - 0. k. i - ab the mn—m of 2,5% of the free
W Taxation of a portion of empfoyers’ - _Feserves of the mutual insurer at

the date of demutualisation.

- ‘schemes asafringebenefit -+ B This charge will be used to capi-
M Two new steps to introduce taxa- - falise a Umsohomvu (new dawn)
w_e__ of trusts, xpected-to yield - Fund, a vehicle for job creation to
.~ R150-milllon thig year, with a full " be put forward by the government
&w&mﬂdaﬂg ._E.E::ﬁge:e - at the Presidential Jobs Summit
" thisyear,
HA 10c a iltre q._naumo inthe Em_ . M Revenue [s shared among natipnal,
Tevy vnn_s_ and diesel :E: provincial and local government
April Sy . according to a formula which this

HBigi _auﬂw?m insin g ontobac-_ - -year gives R79,1-billion to provin-
coand _._w—m_. _585 on cigarettes - cial governments and R1-billion to
_al_uEE‘::_mE.

(an extra 46¢ a packet) ajid clder

of spending will :m-n_.ﬁ..sﬁ»
Es.m_.iw._meﬂ»miu

again go to the
provinces, which
bear the main
responsibility for spending on health, education and
social welfare.

Atotal of 80% is to go social services.

Spending ¢n welfare, which has increased from
R14-billion in 1995/96 to R19-billion this year, is budgeted
to increase to more than R21-biltion in 2000/01.

But pensioners will have to wait a little
while to find out what this means for them.

o

“One of the world’s mnnun tastes
m:ﬁn.‘Ew mature




Motorists will be hit with a 10% rise in the fuel levy
next month.
Rises in “sin” taxes on alcoho! and tobacco will
bring in R1-billion in revenue.

There will be reforms to last year's fringe
benefits taxation scheme for employer-provid-

ed accommodation. which inadvertently hit
lower-income earners.

Mr Manuel said he would tax the windfall
shares to be given to policyholders of South
Africa’s two largest mutual insurers. which
areto ise™ into private i

The revenue will be used to capitalise an

Umsobomwu Fund, which will be used to create
opportunities for job creation, aimed particularly
at the country’s youth.
- This year’s Budget is the first in the context of the
Medium-Term Expenditure Framework, which lends
greater certainty and predictability to the Government's
spending p.ans for the next three years.

- Total revenue this year will amount to R176.6-billion
and the Budget provides for spending of R201-billion this
year, which is 6,4% more than last year, including
spending on the cost of state debt.

Mr Manuel has promised to keep the deficit - the dif
ference between revenue and spending - down t0.3,5% of
gross domestic product.

The lion's share

less than R60 000 a year.

WM Laws will change to allow the pub-
lication of names of those who
defauit.

M Taxation of a portion of employers’
contributions to medical aid
schemes as a fringe benefit

B Two new steps to introduce taxa-
tion of trusts, expected to yield

" R150-milfion this year, with a full
. investigation into further taxationto .

follow this year. Lt
A 10¢ a litre increase in the fuel
levy on petrol 4nd diesel from
April :
M Big increases in sin taxes on tobac-
co and fiquor, notably on cigarettes
(an extra 46¢ a packet) ahd cjder

to receive shares in South Africa’s
two largest mutual insurers which
are to demutualise — a once-off tax
at the rate of 2,5% of the free
reserves of the mutual insurer at
the date of demutualisation.

M This charge will be used to capi-
talise a Umsobomvu (new dawn)
Fund, a vehicle for job creation to
be put forward by the government
at the Presidential Jobs Summit
thisyear. ™

M Revenue is shared among natignal,

provincial and locai governmeiit’

according to a formula which this
year gives R79,1-billion to provip~
cial governments and R1-biifion to

" focal govemment,

of spending will
apain go to the
provinces, which
bear the main

Sin taxes on tobacco and liquor
go up sharply from today,
following the trend set since
1994.

Smokers will cough up an extra
46c for a packet of 20 and pipe
tobacco will cost an extraR2,112
ke.

« Mr Manuel has heeded pleas by
. health authorities. who asked for
““duties on tobacco to be 50% of the

retail price, by increasing excise
duties on tobacco by 29%.
~ This year's Budget moves clos-

- _er to taxing alcohol products in

relation to their alcohol content.

‘The Budget also brings the tax
rates on beer, wine and spirits in
line with international bench-
marks.

M A 340ml can of beer will cost
1,6c more;

& Ciders increase by 9c fora
340ml can;

W Cane spirits go up 65,7c per
750ml;

M Grain spirits increase by
48.2C per 750ml: and

& Unfortified wine goes up by
5.9¢ per 750ml.

There is no change to the excise
on sorghum beer.

The excise changes would yield
Just more than R1-billion.

Good news is that there will be
no increase in the excise on soft
drinks,

The finance department said
excises on soft drinks were an
anomaly and in most overseas
countries had been abolished.

But “affordability issues”
meant there would be a delay in
abolition of the tax on soft drinks.

The increase in tax on cider was
prompted by it being a “close sub-
stitute” for beer and mostly con-
sumed by upper-income grotps.

social welfare.

Ri4-billion in

year 2000/01.

responsibility for spending on health, education and

Atotal of 60% is to go social services.
muﬁ.&ﬁw%: welfare, which has increased from
995/96 to R19-billion this year, is budgeted
1o increase to more than R21-billion in 2000/01.
But pensioners will have to wait a little
while to find out what this means for them.
Provincial health spending will be
increased by about 5% a year for the next
three years.
A new hospital rehabilitation pro-
‘gramme is to be launched, beginning with
R100-million this year and increasing to
R500-million in 2000/01.

Mr Manuel said that spending on educa-
tion was estimated to have increased by
about 25% in 1996/97, and was set to
increase further, from R45-billion this year
to more than R50-billion by the turn of the

century.
coi Transfers to local government for
- municipal infrastructure projects will
rise from R583-million this year to R990-million in the

Spending on safety and security, including the police, justice and pris-
ons votes, is set to rise by about 7,8% a year in the next three
financial years.

2 es up sharply from today 12X on insurance shares

to fund job creation plan

A once-off tax on the windfalls
that Sanlam and Old Mutual
policyholders will gain from
demutualisation is to raise
maoney for a new job creation
scheme.

The scheme, dubbed Umso-
bomvu Fund, will be financed
through a 2.5% levy on the value of
the shares to be distributed to poli-
cyholders by Old Mutual and San-
lam when they demutualise, prob-
ably later this year.

Both life assurance giants are to

convert from mutual societies
owned by policyholders into com-
panies owned by shareholders.

The billions of rands in
reserves accumulated by them will
be distributed to policyholders as
shares.

Finance Minister Trevor
Manuel told Parliament today the
reserves had been builtupasa
result of favourable tax treatment
of the mutual societies. Details of
the Umsobomvu Fund would be
nmade public soon, he added.

VAN BRNYIN'G




1 06/%1 .fﬁél lévy hike will boost revenue b

Samantha Sharpe

expected to_hoost
aeyenq:] by R1,7bn in the new.
nancial year,

Fimmg:a Minister  Trevor
Manuel said the levy was one of
the largest components of rethl
fuel prices, being fixed at 76,6¢/ in
respect of loade petrol, 70,d¢/! for

ea’ded petro} and 68,1e2 for

sel.

QHowever, in the context of the
recent alide in international oil
prices, the hike. will not necessar-,

S §

vernment

CAPE TOWN — The fuel levy has -
been increased by 10¢/2, wk?nh is..

ily translate into a commensurate
increasein petrod{ences. X

It was more to provide a
soft revenue source for the finance

try.

Manuel enid in his budget
speech the fuel levy increase
would come into effect from April
1, coinciding with the monthly

less‘than (,5% to consamer price
inflation, making it a good means
ofimproving revenue.

0 19989 budget also in-
cludes a R662,1m allocation to the
department of transport for
national road maintenance, trans-
lating into a 4c/ share of the total
fuel levy rate.

. 'The allocation follgwed a cab-

fusl price adjustment, if any.

ilo the levy ituted 7,4%
of total revenue collections accru-
ing to the national revenue

+ account, the latest increase would

bring the total to 8,1% of national
revenue,
Manuel said this would ad

1on of val "

t the end of Iast year
that the National Road Agency
would in future receive appropri-
ations for road cor on and
‘lil;i.‘ntennnﬂe, converted to a

d assignment of of
faelory.

Total revenue
as a % of GDP

A A
9912(,5:93/351 971 99/ i

94
AN 5

M

9% 98 2000
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N

Officials plans to clamp
down OnVAPes\g(S’)lgj

Samantha Sharpe '
CAPE TOWN — vegme,n?' th?n’d) allélﬁ]g
down on “serious VAT evasion”, which the

finance ministry said yesterday was taking pidce

through the false declaration of exports iﬁw
neighbouring countries.

Finance Minister Trevor Manuel said in the budget
review that VAT evasion, particularly prevalent
in the export of cigarettes and liquor to neigh-
bouring countries, cost the country R160m in lost

Tevenye.
The severity of the problem had forced government to

pﬁsose the exclusion of liquor and tobacco

products from the current export incentive
scheme, he said.

neighbouring countries

ESNEER
Duties on luxury consumer goods reduce(ﬁ;y 5%

LindaEnsor

CAPE TOWN —'Ad valorem du-

ties on & range of consumer goods

were reduced from 16% to lgg;in

yesteédays budget with immedi-
fect.

Goods

T

dervaluing imported s would
lesaen,“tll':g budget rewgmtabed.

The duty on computers and
related equipment was cut by 1%
to 5%. To counteract the effects of
a single rate of VAT, the range of
Luxury_ items subject to ad valorem

luties wa: ded

beauty products and electronic,
camera and sound equipment
would be cheaper and the temp-
tation to avoid paying tax by un-

goods su
ag cordless telephone sets, cellular
ghones. video cameras, caravans,
oats and dishwashers.
The addition of new luxury

items was ke&tlm a minithum in
line with a finding of the Katz
Commission that to extend it ex-
cessively would result in ad val-
orem excise duties having to be
administered alongside VAT,

The net effect of broadening the
consumption {ax base by adding to
the list was offset by the lowering
of rates on existing products. The
overall effect would therefore be
revenue-neutral,

The proposed meant traders from neigh-
bouring countries would not be able to buy these
products free of VAT in SA or obtain a refund of
thetax at aland border post.

“The zero-rating in respect of such products will only
apply in relation to exports where an 8A vendor
consmur delivers goods to purchasers outside
SA,” Manuel said.

The proposals eui&:{ed the fuil support of the liquor
and tobaceo industries, with implementation to
take place with immediate effect, and a Govern-
ment Gazette published to announce the necés-
saryc es in the scheme,

However, Manuel slaid %f the proposals did not cu:b

lavels, additi | d

t

follow.
“Advisory notes in this regard were also posted to
vendors with their returns,” he said, ;

SamanthaSharpe

Convicted tax offenders face public exposuré&=>>.
- eD 13 al

CAPE TOWN — Taxpayers
failing to furnish annual tax
returng could find themselves
blushing in the glare of publi¢
scrutiny following a propogal
in the 1898/99 Budget to pub-
lish the names of convicted tax
law offenders.

While the receiver of rev-
enue has the power to release
the names of guilty VAT Act
offenders, those flouting the
Income Tax and Customs and
Excise Act have, so far, re-

mained nameless.

Manuel warned that guilty
parties would no longer be
awarded the privilege of
anonymity, with all those con-
victed of tax law offences to be
publicly
government’s drive to improve

who pi
know whose tax default they
are paying for. It is according-
li prnJmsed that the tax laws
shoul

Finance Minister Trevor

exPosed a8 part of

morality.

“It i only right that those

eir due should
secre

be amended to provide

for the
names) of persons convicted of
offences in terms of these
laws,” Manuel said.

keeping with reforms in
other countries and SA’s more
open new democracy, govern-
ment also intended examining
the current secrecy provision
contained in various tax legis-
lation, Manuel said.

vestigation into how these

amende
morality and effective revenue

blicati )

I8,

the drivi

would include an in-
close sups
rovisions could be

to enhance tax

reform in 8A, he said.
Improved tax an
& broader tax base would net
the fiscus an estimated R2bn
in I’}'evenuetz in t:lha new finan- n
cial year, with government ecking tax
firmly committed to broaden-
ing the tax net. Teams had
already been established in
each revenue office under

enue Service regional offices to
undertake this task,
This project was a long-

term fueasure to decrease
default rate, change the
culture of noupayment and at-
tain ble levels of tax
compliance, Manue! said.

“Activities have included
information-gathering, cross-

i information and
business-to-business  inspec-
tions and street walks using
up to 1500 revenue service
personnelatatima.”

As at October 1 last year,
about 33% of the entities eval-
uated for income tax purposes
were unregistered.

which i
force behind tax

ervision by SA Rev-
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elief for lower- and Ei&?:-ncg &

ntha Sharpe

TOWN — Individual taxpayers will pay
a1 less tax in the new financial year as
iment made good on its promise to bring
lief to the man-in-the-street, Finance
er Trevor Manuel said yesterday.

ile most of the relief, about R1,7bn, will
hose earning less than R60 000 a year,
o R600m will be shared among those

58 the F_wr@mo tax bracket.
will be £

_Edwa.mﬂnum of the tax base.

Manuel said the individual tax relief aimed
10 combat the negative effect of “bracket creep”,
which arises when salaries and wages increase
with Ebmﬂch and twn thresholds are left un-
its proposed in the 1998/99

for all gmv.ﬁ.m would help eliminate this ef-
fect and its ability to reduce after tax income in

. .—Em mﬁ.ﬁ_m scale of benefits proposed for all

“Bracket creep affects lower and middle in-
ayers particularly severely and so
of the relief granted will go to in-
&Sn—ﬁw—m with taxable incames of less than

rwb:H émgnﬁnrmmmﬂgnv.e:wk
_onvw pﬂm mb..mqmucmmm_d—ooumum»bm

would reach a maximum rate of
45% at a taxable income of R120 000 a year,
pushing out the maximum marginal rate of tax

R60 000 a year,” be said.

ragnet aims to raise

1bn fro

tha Sharpe

on tax avoid-
says the Bud-
w.

ries
se  benefits

Fwnn.w_.» e f sall ack-
eg nn:_.EMe salary p:
oded the tax base and putata
"unwwmn _eﬂrmn -paid nﬂe..wnn.mn..
na oﬁaw e same degree
loreover, it discrim-
mmw.Emo smaller firms that
ly donot have the capacity to
B aoEEmu remuneration
28, he said, a situation
had helped prompt govera-
take action,
nedical fund scheme contri-

vernment therefore had de-
at where the employer’s con-
1 to 2 medical acheme on be-
an employee exceeded two-
fthe total contribution, this
2 taxed as & fringe benefit in
mm of the employee. This was
1 £o yield the R700m

@a _9 &Mpwwm\ww

TOWN —T: willfork  ho 98id povermment bag posed
ayers 7] said governmen propose
extra Nuwu.w—”_umﬂnmm benefits measures to combat the m.r:“ﬂn ac-
ring the 1998/99 finapcial commodation-related salary sacri-
y government moves to clamp  fice schemes. These occurred where

where the méomh.ucu was not
owned by the employer or an asso-
ciated institution. Exceptions would
exist ﬁwm-d it was customary or nec-

R200 001 income

At the same time the m; rate appli- »qu%&msggmﬁwﬁggmﬁ
cable to taxpayers with taxable income in the
range R46 000 to R60 000 a year would be
reduced from 41% to 39%, Manuel said, with
the number of income brackets reduced from

This meant an effective increase in the pri-
mary rebate from R3 215 to R3 515 a year, with
the rebate in respect of individuals 65 years otd
and older to incresse from R2 moogNNmma

“The effect of the

21718,

nﬁﬁum%w?:

earning 30 000 and who is ander 66 would be
areduction in tax liability of R300 & year, while
a taxpayer earning R100 009 would pay R1 000
less per year,” he said. “In the case of a person
over 65 years earning R50 000, the tax liability
w%.aﬂ the fact that latest avail-  will be reduced by R960, while a person earning

taxpayers in the R100 001to  R120 000 will pay R1 360 less per annum.”

Freture: TREVORSAMSON

nance Minister Trevor Manws mg
that excise duties on

SA smokers left fuming as -
7mm el raises tobaccotax -

In total, government 8—9-»5&
that the N&Emgmn.m to excise duty
would yield an additionel R1bn. The
hike in grain spirits tax alone wonld
generate R683m, beer R118m and
wine spirits R1I01m. .

Regarding alcohol, the budget re-

tazesin line with broad internation-
alb

ag price. would

.%Nmu.u»m an mn&ﬂaub_ R699m for

Drinkers would also have to dig
deeper into their ts to indulge
thesr habit after mels stinging

Furthermore, ene consolidated
duty of R27 per litre of absolute al-
cohol would apply to the differenti-
ated rate structure for seven cate-

goming fscal yedr compared with

said while the tax was currently be-
Ewnudmmnnwemm inits Snw_.—nw “tode- draftlegislation, itsaid.

ngoaom dlevy ﬁm wmus% _mm w\

| Samantha Sharpe

B | CAPE TOWN — SA's retirement
fund industry faces an increase in
the current 17% tax levied on itsnet ¢t
s btk et aoss Bovsramaent
move wl governme
coffers by R1,2bn in the new finan-

i | cialyear.

um-mmnnmun of the increase has
i | come as a surprise to some industry
2 } members who, while expecting some
tinkering of the 17% figure, had
».E.unnmn the rise to come in at about

Emn.um of taxation of whu«cnﬂﬂw Mm.

26% ﬂ-n? effect from March 1.
On the current state of the Z.w
tional ﬂhﬂuﬁul» Oouw_._—aﬂuﬂrwm We.
the budget review sait fo-
E:.B had established five theme

Emu of n.ms mwr retirement provision
industry e general economy.
The input of the forum would be
framed as a white paper, mo:oﬂmnvw

arm’ m_mumpv ».E._ueub fide

v&muym aaﬁbanwﬁuu to mmwmnuﬁbm
-as-you-earn (PAYE) would also -
increased from 40% to 50% with

cAPE TOWN — Government plans
itwo initial reforms to current trust
tax legislation, and has_signalled
that further changes could be intro-
duced mo:g_bm a full investigation

on the mﬁ.ﬁn:u_ tax liability of an in-
dividual, it was estimated to
cash nei wmgb»wma of R150m

ed also 8 abolish benefit
with mw.mna from January 1

to mﬁmu&w societies no longer tax

The move is in line with market
mNumantE—m with several tax ex-

wrm; government would attempt to
Feduce the effectiveness of trusts as a

tax avoidance mechanism.
Manuel said govern-

ultimately pwkm.m and creating a

ment was aware trusts were increas-
ingly being used to ornuhmu losses, in-
cwrTed as a result of the d of

Manue] said the provisians of sec-
tion 25B of the Income Tax Act would
be d “to provide

expenditure and sllowances in the
trusts, to their beneficiaries. The
beneficiaries then set these losses off
against income,
Hﬂm«imﬂ&gwmsmﬁmnmmm
means of splitting income between
the fund’s beneficiaries, thus reduc-
ing the tax rate at which income was

that the losses of the trust may, for

nﬂ-msEnrwo%me

Qoéﬁﬁboa Embm 8 undermine trusts as o Bwvw@ j.@ormEmB

vnmw— apply in re- &.BNEE income which is in excess

ﬁnﬁm new trusts created from

gwgﬂomwmmﬁgngﬂ_ﬂmn?
ing on ar afier 1 January 1999, he
said.

Manuel also proposed thatincome = i

vesting in the trust £s taxpayer {not
the income vesting in any beneficiary
omn_uaﬂ.:msvmgmwow—.w»hnnwmﬂa

oFI100 000. A in the
exception is proposed in
case o & et et B e by

These changes would mmu.« m_.eE

oS30 ad 5T e
100 an mn\ﬁ e amoun

years of
orafter March 1 this year, bosaid
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Relief for lower- and E_aa_m-:-ncém earn

Samantha Sharpe
CAPE TOWN —

v—dmnm

_wuqvﬂ?,mmnwnﬁnwwnmﬂmbwuﬂm._%mmnmu

go to those earning less than R60 000 a year,
close to R600m will be shared among those

will pay

budget, which includes

real terms, he said.

. The single scalé of benefits proposed for all

The tax will be d partly would reach a maximum rate of R60 000 ayear,” he said.
Eud.-wrwu -deaBanE»Vm efficiency oftax  46% at a tazable income of R120 000 a year, This was nmmm%-ﬁ the fact that latest avail-
collection by the SA revenue services and the pushing out the maximum marginal rate of tax able data showed taxpayers in the R100 001 to

of the tax base.
:m mm._n_ the individual tax relief aimed
effect of “bracket creep”,
which mﬂmmm Srmu salaries and wages increase
with inflation and tax thresholds are left un-
changed. Adjustments proposed in the 1998/39
§ s ingle scale of rates
for all taxpayers, would help eliminate this ef-
fect and its ability to reduce after tax income in

by R20 000.

seven to 8ix.

Dragnet aims to raise

R1bn fro

bo1p g

mn:-u.-n.n Sharpe

,ﬁﬁ.m TOWN— Taxpayers will fork
:E«gmnndwﬁgigvmumhﬂ.
Yax during the 1998/99 Anancial

Sra did not Qw‘-ak the same degree of

E ~wmm\ww
On residential accommodation,
he said government had proposed
measures to combat the abuse of ac-
commodation-related salary sacri-
fice schemes. A.vmmm occurred where
employer paid 2
Eon y rental in
™ respect of an em-
ucwmom accommo-
tion in return for
a  reduction in

Ecwmm

Employees
would now be taxed
on the cost to the
employer of the ac-
commeodation

- where the accommeodation was not

owned by the employer or an asso-

ciated institution. Exceptions would

exist where i was customary or nec-

it di
Ewamm against smaller firms that
do not have the capacity to
manage anEEmk remuneration
packages,”
which had helped prompt govern-
‘mentto take action.

Buiime, Mol said. Fovesament
utions, said government
had vmoch aware that these were

salary packages hd that
P in a way was
never intended in the Income Tax
Act. Government therefore had de-

cided that where the employer’s con-
tribution to 2 medical me on be-
half of an empl mnaommmn two-

he said, a situation

., Manuel

essary for to provide free
or subsidised wnSEBm_mmﬂuu or
where the benefit, d at

Qoam@@e

At the same time the EE.WEE rate appli-
cable to taxpayers with taxable income in the
range R46 000 to R60 000 a year would be
reduced from 41% to 39%, Manuel said, with
the number of income brackets yeduced from

..wnm%a creep affects lower and middle in-
nﬁw iyers particularly severely and so
umbn._% of the relief granted will go ta in-
dividuals with taxable incomes of less than

R200 001 Eac_ﬂm
45% of the total revenue SwmudeEBEn En.

w%nwe

“The effect of the proposals on a taxpa:

earning R30 000 and who is upder 65 wo:
a reduction in tax liability of R300 a year, while
& taxpayer ENWHOO 000 would pay R1 000

be
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nouncement that excise duties on
dby 29%.

SA smokers left fuming as -
@a&w@m tobaccotax
ini total, government ﬂhn&h»&m
wmend D [3]7]98, eiERIET SR

hike in grain spirits tax alone would

- generate B683m, beer R118m and

wine qu..B R101m.
alcohol, the budget fe-

A packet of 20 cigarettes would
cost 46c more, Manuel said, justify-
e veral o ghenecdto

€ O taxon tol
<>H at 50% of the
retail price. would

view said the aim of the incresses

8:.? lroad internaticn-

.ﬂmumgsm wu wn&ncu.mu wmmeuu non
fiscus.

Drinkers would also have to dig
s 8 indulge

gmannm one consolidated
duty of R27 per “litre of absolute al-
cohol wonld apply to the differenti-
ated rate structure for seven cate-
ngmmnmmmaancEﬂ.mwmmEaﬁm

international naumm would %vwnn_
on affordability issues, the review

- E&.um-d«nh:mman-wmccn.iﬂdoﬁ

lected from this excise tax.
Revepue from excise duties was
d to be 4,2% higher in the

coming fiscal year compared 39
thelast.

Retireme

Samantha Sharpe’

N {CAPE TOWN — SA’s retirement

fund industry faces an increase in
the carrent 17% tax levied on its net:
rental and interest income to 25%, 3.
move which will boost mqqmnﬁ—mba
coffers by R1,2bn in the new finan-

ing investigated ip its totality “to de-

dl

cial
Aﬁngnomgﬁgg i

evy toraise po%6.

mmothod of tazation of ﬂﬁ:mus of

ton on the wb. nmﬂnﬂﬂnvn vnaﬁmsb
Emg to the general economy.

e input of the forum would be
gm% as a white paper, mo»—bﬂmmg
draft legislation, it said.

mﬂB s length for bona fidé
2 The portion of an mnﬁmo%mm (3
wance included in the tax-

payer'’s remuneration to determine

WMM as-you-carn (PAYE) would also -

increased from 40% to 50% with

Wiie this proposal had nectfect  |C

on the eventual tax liability of an in-
dividual, it was estimated to yield a
cash flow advantage of R150m for
1998/99.
government.
ed also to abolish benefit
ds with effect from January 1
2000, with

mm.:m:n.u Sharpe

ORWH TOWN — Governthent plans
jtwo initial reforms to current trust

[duced following a full investigation
later in the year.

The move is in line with market
Eoﬁhﬂcbm with several tax ex-
ing earlier in the week

to w._mqu moﬂmﬂmm no longer tax
deductible.

wrmn government would attempt to

“Feduce the effectiveness of trusts as a

tax avoidance Emnrm.EwE.

Qo<w§oa U_m:m to undermine trusts as

E.«.ESS_% Bkwm m.um creating a

ingly being used Snrnuba _ommmm in-
curred s a result of the d of

Manuel mw:_ the provisions of sec-
tion 258 of the Income Tax Act would

beneficiaries then set these losses off
against income.

They were also being used as a
means of splitting income between
the fund’s beneficiaries, thus reduc-
ing the tax rate at which incorne was

be d “to provide
that the losses of the trust may, for
tax purposes, not be allowed to flow
through to the beneficiaries”,

“They can, however, be retained in
the trust, where they may be carried
forward to the following tax year to
be set off against the income of the
trust in that year.

o1 mmvovm :wmormEmE

apply in re- = of anmv income which is in excess

ﬁm%n new trusts created from

from years of assessment commenc-
Em%n or after 1 January 1999,”

Manuel M._Fnr._._mn proposed that i ..naSHA e
vesting in the as taxpayer (not
the incame vesting in any beneficiary
of the trust) be taxed at a rate of 35%

he i

of R100 000
“An exception is proposed in the

tates the beneficiary from earning H.
come to maintain bim or herself”

These changes would apply from

years of on

on taxsble income not
R100 000 and at 45% 5% 0 Vro amount

enwmrwwg»-.ﬂv 1this year, he said.
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Pat Sidley

BUSINESS Day’s typical reader
is likely to face a marginally in-
creased tax bill of about R154 a
month after yesterday’s budget,
according to calculations by
Arthur Andersen’s personal tax
expert, Marina Kyriacou.

Much of this will come from
increases in the tax on medical
scheme contributions and travel
allowances — on the assump-
tion that they form part of the
reader’s salary package.

As this reader has several ex-
pensive vices (cigarettes and al-
cohol), he or she will feel the ef-
fects of the “sin taxes” too.

The typical reader is older
than 25, with many older than
35, and has a monthly house-
hold income in excess of R10 000
a month, according to research
from AMPS. The reader owns a
car, mostly bought new, owns
his or her own home, has bonds
and uses security services.

A third of the paper’s readers
smoke, more than half drink
beer and two-thirds drink wine
with a third drinking whisky
and other spirits.

Assuming his or her gross in-
come is R12 000 a month with
medical aid contributions of
about R1000 (paid for by his
employer) and a travel al-

lowance of R2 000 a month, the
average taxable income until
this budget would have been
R9 800 a month. The budget has
increased the taxable portion of
the salary to R10 333. This is be-
cause the taxable portion of the
travel allowance has been in-
creased to 50% from 40%. In ad-
dition, a third of the medical aid
contribution will now be taxable
where it was not before. The av-
erage {ax bill for this employee
would have been R3 229,58 a
month and this will now in-
crease to R3 369,43,

The after-tax income will
drop from R777042 to
R7 630,57 2a month.

Add to this consumption of
aleohol and cigarettes (assum-
ing 20 cigarettes a day, a litre of
wine a week and 12 cans of beer,
half a bottle of spirits and a
quarter bottle of cane spirits a
month) and the monthly tax will
increase about R154 a month.

This does not take into ac-
count the fact that more than
half this group have life assur-
ance policies, many of which will
be placed with Old Mutual or
Sanlam, both of which have an-
nounced their intention to de-
mutualise. The “windfall”
shares the typical reader would
get at the point of demutualisa-
tion would be taxed — at the ap-

r wil] have to fo
=3 bl (S

&b jo

Assumpticns:
Age

Average gross income
Medicat aid

Trave! allowance
Average taxable income
Tax

Average after tax income
1 litre wine per week

20 cigarettes per day

Calculations:

Age

12 cans (340ml) of beéer per month
0,5 of a 750ml botile of spirits per month
0,25 of a 750mt bottle of cane spirits per month

Q:w-ﬁ:ﬁ 4 _’viovawmn_ —

under 65
R 12 000,00
R 100000
R 2000,00
R 980000
R 322958
R 777042
R 30,00
2] 2,31
R 25,00
R 10,00
R 5,75

under 65 years of age
R 12 000,00 per month
R 100000 per month
R 2000,00 per month
R10333,00 per month
R 336943 per month
R .7630,57 permonth
R 30,08 per litre
B 233 perean
R 25,48 per month
R 10,66 per month:
R 6,21 per pack of 20

Current | [ Proposed | | Difference |

After tax monthly income R 777042 R 7630,57 R 139,85

less: monthiy beer consumption R ~27,72 R 27,91 R 0,19
monthly spirits consumption R -25,00 R -25,48 R 0,48
monthly cigareties consumption R 17250 “Rg 86,30 B 13,80

Net § per after above R 7 545,060 R 7 391,00 R 154,00

Source: Arthur Andersen ;

parently low rate of 2,5%. fund to a defined contribution minished shightly.
It also does not take into ac- fund. This may eventually Unlike his or her counterpart

count the fact this reader may
belong to a company pension
fund which, in all likelihood, has
converted from a defined benefit

mean, with the increase in the
tax on funds from 17% to 25%,
that the withdrawal benefit in
each member’s case will be di-

in the US or UK, this group can-
not claim deductions for mort-
gage payments, donations to ed-
ucation, or the cost of education.



Bernard Simon

FINANCE Minister Trevor Ma-

nuel’s decision to slap a once-off

levy on demutualising insur-
ance comdpanies not only sur-

rised Old Mutual and Sanlam,
Eut put them on the spot.

Their dilemma was summed
up by Sanlam GM Marinus Dal-
ing yesterday. While complain-
ing that the charge will be
unique to SA, Daling welcomed
Manuel’s intention to use the
proceeds to set up the new Um-
sobomvujob-creation fund.

The levy, equal to 2,5% of a
demutualising assurer’s free re-
serves, will take a relativel
modest bite out of the windf:
gain that Old Mutual and San-
[am policyholders can expect

assurers convert
shareholder-owned companies,
probably within the next 12
months. The two are by far the
biggest mutual — policyholder-
owned — life assurersin SA.
0ld Mutual's free reserves
totalled about R30bn at the end
of last year, while the equiva-
lent figure for Sanlam was
about R10bn, The demutualisa-
tion levy is thus likely to raise
about R1bn.

One tax expert, who asked
not be named, noted that “po-
licyholders have had the bene-
fits of growth over decades. 'm
not sure that I'm terribly upset
by the measure,” he said.

Old Mutual GM dJohannes
van der Horst declined to com-

dy of it§ implications. ,,
aling said because it was a
once-off charge, the interests pf
Sanlam policyhelders “will xpe
‘g;otecbe and their existing and
ture policy benefits will not e
affected”. v
According to one insuranfe
executive, the two companies
are likely to seize on the jGb-
creation fund to extract maxi-
mum public relations advan-
tage from the levy. h
Daling said he was especially
pleased that the proceeds wojld
not be used to finance curren!
govemmentsgendiug. "
However, he cautioned that
“clearly defined objectives, 3s
well‘ as stringent controls on the

Levy puts age%b}%qg& %ﬂ‘& . Spot |

ment on the levy pending fur-

pplication of resources for this
project, will be essential”. A
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WHERE THERE’S SMOKE: Sibusiso Bengu and Kader Asmal applaud Trevor Manuel’s decision to stap a hefty tax on tobacco
products. Asmal is welkknown for his fondness for a puff or two. Behind them Jannie Momberg pays attention. PICTURE: BENNY GOOL

Medical aid tax

| mwMWw@mw &%uﬂoog
| T 1D 198

. WHAT difference doe:

700 million make, asked medical
aid schemes yesterday after Finance Minister Trevor
Manuel said he hoped to increase revenue by R700m by
taxing certain contributions as fringe benefits.

Manuel said employees would be taxed extra if their
employer paid more than two-thirds of their contribu-
tions.

“The provision of health care should not be seen asa
fringe benefit,” said Mr John Human of D&E Health Bene-
fits. He said the tax would make people opt out of private
health care and put extra pressure on state health services.

But Mr John Pugsley of medical aid administrators
Medscheme disagreed.

“We don’t know yet at what rate that extra amotint
will be taxed, but it won’'t make that much difference to
people’s salaries,” e said. “It is mainly people in higher

. income brackets who get all or most of their contribu-

tions paid by their company.

“Say you are paying R1 200 for a good medical
scheme, and your employer pays it all, you will be taxed
on R400, which is the amount above the allowed two-
thirds. Even if this is taxed at 45%, you will pay an extra
R180 a month in tax. For someone in this income brack-
et, earning perhaps R20 000 to 30 000 a month, that
won't be a problem.”

He said that if lower income earners were having their

contributions covered by employers, their tax would be

lower because they would be paying a lower matginal
rate. “If you are in a lower income bracket, your rate is
17%, so you could pay an extra R34 a month.”

Pugsley said these increases would not scare people
away, but he still did not agree with the taxation method.

“We suggested that the government revert to the old
way of taxation, where employees could claim back for
their contributions to medical aids.

“This would suzely suit the ultimate goal of the state,
which is to encourage people to join medical aid schemes
and to reduce the burden on the state health sector.

“I can't see why they don’t drop these taxes. After ail,
what difference does R700m make?”
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Real power is economic

Manuel heeds

labour movement

Numsa let down by Government’s
failure to introduce wealth tax

By Abdul Milazl and Isaac
Moled!

INANCE MINISTER Trevor Manuel

yesterday answered the labour

movement's call for increased

social spending when he pre-
sented a national Budget with substan-
tial increases for education, health and
welfare.

Labour organisations have continual-
ly argued that to overcome the legacy of
apartheid, the government needed to
address poverty and inequalities.

This, trade unions argued required
t.he expansmu of state semces as well as

1 Gov in
people and in social and productive
inttastructure.

Manuel also responded to labour’s
criticism of the Government’s failure to
address unemployment by setting up an
employment creation fund to be known
as Umsobomvu Fund, meaning a new
dawn.

This fund would focus on addressing
unemployment, especially. among the
estimated 450 000 jobless $chool leavers
and graduates who join the urtemploy-
ment queue each year. '

Welfare was allocated R19 billidn

from last year’s R14 billion, while edu- *

cation received a lion’s share of R45,3
billion from R44,7 billion and health
wis allocated R22,7 billion from R22,5
billion.

The health budget will, however, be
increased in the following two years’
budgets to R24,5 billion and R26 billion
respectively, while education will get
R48 billion in 1999-2000 and to R50,2
billion in 2000/01.

The welfare budget will rise to more

than R21 billion in two years’ time.

For the man in the street, Manuel’s
1998-9 Budget is a mixed bag.

As is usual every year, smokers and
drinkers are also casualties this year.

Cigarette tobacco rises by 29 cent
per 50 grams while the price of cigars
rise by just over R1,95 per kilogram.
Alcohol beverages have been upped in
terms of alcohol content.

The good news for lower income
earners is a R3,7 billion package aimed
at providing tax relief by eliminating
“bracket creep”.

This occurs when salaries and wages
increase with inflation and tax thresh-
holds are left unchanged, putting tax-
payers in higher tax brackets and reduc-
ing their real income.

The number of tax brackets would be
reduced from seven to six, Manuel said.

Although the National Union of
Metalworkers (Numsa) welcomed the
planned employment creation fund as a
step forward towards the alleviation of
poverty and unemployment, the union’s
spokesman, Dumisa Ntuli, however,
said they were = disappointed by
Manuél’s failure to zero-rate more basic
foodstuff,

“Food stiould be affordable as the
majority of workers are below the pover-
ty line”

He also complained that the
Government failed to introduce wealth
tax for the super rich to reduce interest
Tates.

“We believe interest rates should be

substantially reduced to create the scope
for increased economic activity.”

“Government should avoid binding
itself to specific financial deficit targets
without first assessing their impact on
service delivery,” said Ntuli.

Another disappointment for workers,
Ntuli said, was Manuel’s failure to
reduce VAT as it affected the very poor.

As far as the Budget is concemned the
primary rebate would be upped from R3
215 to R3 515 and additional rebates for
people over 65 years would be increased
by R160.

Manuel also ammounced that the level
at which the maximum 45 percent tax
rate would become effective would be
increased from R100 000 to R120 000.

Marginal tax rates for individuals
earning between R46 000 and R60 000
monthly will be reduced from 41 per-
cent to 39 percent.

A person under the age of 65 earning
a monthly salary of R30 000 will there-
fore pay R300 less tax a year, while
someone eatning R100 000 monthly
will pay R1 000 less.

A person over 65 earning RS0 000
monthly will see their tax ligbility com-
ing down by R960, and if they eam
R120 000 they will pay R1 360 less a
year.
As from April 1, the amount by
which an employer’s contributions to a
medical scheme on behalf of their
employee exceeds two-thirds of the total
contribution made will be taxed as an
employee fringe benefit.



BUDGET PREVIEW Trusts could suffer QN)) :

Taxing at félat rafe, is
sledgehawu%w'%é’itic

MarTiN KoURIE

35 percent levied on trusts may

best be described as speculative
and over-simplistic. It is believed this
flat, tax rate will replace existing pro-
gressive tax rates on trusts.

This would apply to discretionary
trusts, particularly business and farm-
ing trusts, set up to save income taxes
by splitting taxable income among, in
many cases, a multiplicity of bene-
ficiaries. Marginal tax rates are min-
imised in doing so, and substantial
taxes are saved, to the agitation of the
South African Revenue Service
(SARS).

The character of a discretionary
trust permits this splitting in that the
eligible trust beneficiaries may only
benefit at the discretion of the trustees.
The number of trust beneficiaries is
often large, for example comprising the
planner, and his/her spouse, descen-
dants, siblings and ascendants, as well
as-spouses, descendants, siblings and
ascendants.

Charging trusts at a flat 85 percent
tax on their incomes across the board
obviously solves SARS’s problem. But
it is something of a sledgehammer ap-
proach. Such a tax change will also hit
many custodian trusts.

For example, there are the numer-
ous widows’, orphans’ and incapaci-
tated persons’ trusts that are not bent
on tax avoidance, but rather on pro-
tecting a meagre pool of trust assets to
optimise benefits for a disadvantaged
beneficiary In these circumstances, a
flat 35 percent tax on income is penal.
The real difficulty faced here by the
SARS is how to define or classify the
offending trusts.

It is difficult to distinguish busi-
ness trusts intended for income tax

Pre-budget talk of an income tax of

savings from those set up for custodi-
anship or estate planning purposes.
This is because the various types of
trusts often ufilise the same objectives,
trustees’ powers, beneficiaries’ rights
and general provisions.

The true differences rather relate to
the position of the trust, and the man-
ner in which the trustees have actually
exercised their various discretions.

These nuances seem to transcend
easy fiscal classification, thus making
the SARS's task difficult.

It was for this reason that the 1992
Budget announcement of a 45 percejt
flat rate of tax on business trusts was
never followed up. Nor has anything
changed since then to allow for easier
implementation of this proposal.

On the contrary, the existing tax
treatment of trusts was put on firmer.
ground by the insertion of a new pro-
vision into tax legislation in 1991 in
support of the “common law” conduit
principle that trust beneficiaries must
pay tax on trust income they receive,
while the trust iiself must carry the
tax on undistributed income.

For a flat tax rate on trusts to be ef-
fective in curbing tax avoidance, it will
be necessary to repeal or radically
amend the above tax section as well as
the common law underlying it. Other-
wise the new tax will simply be avoided
by declaring trust benefits down to the
beneficiaries.

This initiative would entail a major
overhaul of settled principles of trust
taxation, and could also upset the ex-
isting tax treatment of unit trusts. The
decision to introduce such a tax
change should therefore not be em-
barked on lightly by the finance min-
istry. l

{1 Martin Kourie works in the legal ser-

vices department of Momentum Life
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Burden eased

Igﬁxl%ers

on |70w

Belinda Berestord

he government is continu-
ing its campaign to ensure
that taxes become as un-
avoidable as death for
South Africans with the latest
budget, which reduced the overall in-
come tax burden while attacking
fringe benefits such as car allowances.

The budget saw about R3,7-bllion
knocked off the income tax burden
for South Africans, with the larger
part of the benefits being felt lower
down the income scale, but fittering
through to the highest earners.

The government estimates peo-
ple earning less than R60 000 will
get 47% of the income tax relief,
while those getting more than
R120 006 a year will get 16% of the
relief. The balance will be enjoyed
by people earning between these
limits.

‘The primary tax rebate has been
increased to R3 515 from R3 215,
while the extra allowance to people
older than 65 years has also been
raised to R2 660 from R2 500.

One sneaky affliction for tax-
payers s “bracket creep” — when

19% of each H1 of the taxable .
income .

inflation-related rises move indi-
viduals into higher tax brackets

R5 890, plus 30% of the amount by
"which. lh% hle Income exceeds
R31 000} AR

without them seeing any real
increase in their income. This par-
ticularly affects lower income tax-
payers. One method of redueing this
1s both to reduce the number and

R10 390, plus 39% of the amount by
which the taxable lnoome exceeds
R46 000 -

Vo

widen the range of tax bands.

‘The budget saw the number of tax
brackets reduced from seven to six
as the government continued to-
wards its objective of only four
brackets.

Partof this rallcnallsatlun meant
taxpayers in the R46 000 to R60 000
bracket saw the marginal tax rate
fall to 39% from 41%.

A major counterpoint to reducing
the Income tax burden on individu-
als has been to widen the tax base.
The budget review says that in 1997
Just less than 45% of total income tax
came from the 9,6% of taxpayers
who earn more than R100 001,

More taxpayers mean lower ~
taxes to achieve the same level of

tor company. Mlnister of Finance

R15 850, plus 43% of the amount by,
which the taxable Income exceeds
eo ooo o Lodaiie U200 0

R20 150, plus 44% of the amount by
which the taxable Income exceeds ¥
R70 000

R42 150, plus 45% of the amount by
which the taxable Incomo exceeds
R120 00 N

registered taxpayers among us, from

enue service has been sendmg nul hit
in-

income. Part of the tax base broaden- ’l‘mvor Manuel squads of tax the ing of October last year to
ing campaign saw the South Afrrican viceeol:  formation, d  the end of January this campaign

il lect Rzbillionthroughef  walking the streets to find unregis-  found default rates of around a third
al autonomy Iast year, whichallowed  ficiency gains this year. tered businesses and individuals. on value-added tax, pay-as-you-earn
it to operate more like a private-sec- As part of thi ign, the rev- for the and Income tax grounds.

Cellphones
face the
wages of sin

Bellnda Beresford

{ you're one of those people who finds it

irritating listening to the ublquitous ring-

ing of telephones over dinner, on the golf
course or — most odious of all —at the movies,
you'll find it hard to resist cheering at the news
that cellphone imports are to be hit with cus-
toms duties.

Along with some other dublous “necesst-
ties” of life, including caravans, alloy wheels
and domestic dishwashers, cellphones are now
subject to a 10% ad valorem (value-related)
excise tax. The move is part of the govern-
ment’s strategy to extend customs taxes to
“non-essential or luxury” items.

If you're one of those people who can't
survive without your little ringing friend, and
object to it being classified as non-essential,
there is some consolation in a reduction of cus-
toms duty on other luxury items.

Whether the fall in tax from 15% to 10% on
a range of goods including watches, beauty
preparations and spectacles will filter through
to the consumer is another matter.

As expected, “sin tares” have risen again. n
keeping with its intention to set customs
duties for tobacco products at about half the
retail prices, excise taxes have risen a hefty
29%. This translates into another 46c for a
packet of 20 cancer sticks.

The government acknowledged in the bud-
get that higher taxes provided a greater
incentive for smuggling and “related criminal
activities” and compared South Africa's
50% tobacco duty to those of around 40% in
Zimbabwe and 35,8% in Mozambique.

If you feel like celebrating the overall fall
in income taxes, sparkling wine imports face
anominal 15% increase in excise duty (which
translates into a real increase of roughly 9%

The budget according to Manuel: As expected, sin taxes have risen again,

once estimated inflation is taken info account).
For the more aesthetic, mineral water and soft
drinks are not going to see any rise in customs
duties. Given that the government is assum-
ing inflation will be around 6% this year, this
translates into a real fall in excise taxes.

The budget is designed to tax alcohol con-
tent and to bring prices into line with inter-
national trends. Cider drinkers and fans
of alcoholic fruit beers are going to be partic-
ularly hard hit. If your favourite tipple is some-
thing exotic like alcoholic lemonade, brace

yourself for a nominal 36% rise in excise
duties.

If you're feeling thrifty, then fill up your car
before April 1, when the fuel levy is going to
rise by 10c per litre. The government estimates
this will raise an extra R1,66-billion in revenue
against a trade-off of a less than 0,5% rise in
the consumer price index.

The spirit of equality is now also being ap-
plied to the taxation of spirits. Regardless of
origin, for example grain or cane, spirits will
all now face R27 a litre in excise duty.

Less loss for the
cut-and-runners

Belinda Beresford

hile there still muy be some interna-
wdﬂnal scepticism about South Africa’s

future, Trevor Manuel has signatled
the government's confidence by a further re-
1axatton of exchange controls.

‘Those unbelievers wanting to leave the
country have been given a goodbye present —
they can now take up to R1-million of house-
hold and personal effects. If you'd like to send
your money overseas, the personal investment
limit has been doubled to R400 000 per person,
or R800 000 per household.

‘The changes in the budget mean 99,6% of
people are now free from the “yoke of exchange
control”, according to the finance minister.

The bad news for the opportunists among us
is that you'll have to get a certified clean bill of
‘health from the taxman, rather than simply sign-
ingadeclaration of good standing, as at present.

Between last July, when the exchange con-
trols on individuals were relaxed, and the end
of the year, only 4 815 people applied to invest
Rét0-million overseas. But, just less than 17% of
these would-be Investors were not registered, ar
did not have their tax affairs in good standing.
Rather ominously, the budget review says they
are “being followed up” by the revenue service.

Travel and study allowances have also
increased. Each adult can now take up to
R100 000 on holiday per year, up from R80 000,
while children can take saved pocket money to
the tune of R30 000 instead of R25 000.

'There has been a R20000 mmselnmeover

dy all R100000, whil
travel have increased to
year from R20 000. Students accompanied by
spouses have double the allowance. If you're trav-
elling abroad you no longer have to get pre-
authorisation to use your credit card, although
you will still have to obey the travel allowances.

The government has also continued its poli-
v:y of strengthening ties to the Sou'hem African

now transfer up to R?.’;O-mllllun for new invest-
ments within the community - a five-fold
increase. The offshore investment allowance for
companies has risen to R50-million.



Médical aid ’téx.

ADELE SHEVEL

Johannesburg — The fringe ben-
efit tax placed on medical aid con-
tributions would deter employed
people who were not part of med-
ical aid schemes from entering
private sector schemes, Ian
Kadish, the director of managed
care at Netcare, said last week.

The government has commit-
ted itself to reforming the health-
care environment, and through
various policy papers has indi-
cated an increasing role for the
private sector to finance and
deliver healthcare. This would
enable the public sector to focus
on those who cannot afford pri-
vate sector care.

But Adrian Baskir, an actuary
at Old Mutual Healthcare, said
lower-income workers would be
the worst affected with the med-
ical schemes tax, even negating

v

T (TR) 16]398

benefit they would otherwise
have derived from budgetary mea-
sures to cut personal tax through
reducing fiscal drag.

Kadish said there were more
astute ways of increasing the
medical coverage net, without it
costing the government more. He
said people at the lower end of
the income stream should be sub-
sidised with regard to getting
healthcare coverage.

The sixth report of the Katz
Commission recommended that
employer contributions to med-
ical schemes be limited on a
rand-for-rand basis to the amount
contributed by the employee

“The 1998 Budget proposes
that the amount by which the em-
ployer’s contribution to a med-
ical scheme for an employee ex-
ceeds two-thirds of the total
contributions be taxed as an em-
ployee fringe benefit from April

ill deter new e tr

ar “ sald Basklr

"Put differently, the new tax
will impact those being sub-
sidised by more than two-thirds
of their contributions, and
those who are fully subsidised
by the employer will be especial-
1y hard hit.

“Subsidisation relates to the
employer paying a part or all of
the contribution as part of a
package or on a salary sacrifice
basis.”

Older medical scheme mem-
bers with dependants will be
harder hit than young, single
members. Baskir says this is
because the former generally pay
higher contributions and are
likely to have more comprehen-
sive medical cover.

“Employers may be pres-
surised into increasing salaries to
compensate for the impact of the
new tax on net take-home pay”




Provident f ;%(;Sm

By Abdul Milazi

PROVIDENT Fund members will be
hardest hit by the tax increase from 17
to 25 percent on retirement funds
announced by Finance Minister
Trevor Manuel,

Experts say this substantial
increase would bring in about
R1,2 billion for Government in the

mext ?

Both Sanlam and Old Mutual
agree that members of provident
funds will be directly affected, with a
reduction in their returns over a peri-
od of time, -

It is argued, however, that while
members of pension funds will not be
affected, employers will face a pro-
portionate cost increase.

ardest

ijsen’ says:
“Now more than ever, members of
defined contribution retirement funds
will have to take notice of the invest-
ment decisions made on their behalf
and the options they exercise,

“In provident funds, the employer
and member contribute a fixed per-
centage of salary, but the investment
risk is carried by the member.”




Mine chamber

wants exemption

LS

THE Chamber of Mines, one of South Africa’s largest
employers, has asked for an exemption from paying the-
health insurance tax as proposed by Health Minister Dr,
Nkosazana Zuma in the White Paper on the Transforma-
tion on Health in South Africa, !

On the first day of public hearings on the paper, Cham-
ber of Mines' health adviser Dr C la Grange told Parlia--
ment’s Health Committee that her organisation would like
to be exempted from the tax as it provided a not-for-profit_
service to employees. g 4% \

She said if employel wete not granted an exemption, ,
consideration should be given to reimbursing employers,
for similar health services provided.

The Department of Health has proposed the health
insurance tax which would require that all formally[
employed persons should be insured for costs of treatment
fortt Ives and their dependents in public hospitals., |

The insurance is intended to cover all formal sector )
employees for treatment in public hospitals as well as mem- |
bers of medical aid schemes who have exhausted their med-
ical benefits and then turn to public hospitals for fuxtherl
treatment,

The proposed tax is expected to pump an estimated
R2 billion a year into the public health system.

“Public hospitals will most probably only retain a por- .
tion of fees generated with the balance paid to provlnclal
health departments to finance the shortfall in the state's ,
free primary health care package, estimated at R1,4bn in,,
1997/8 and rising to R3,4bn by the turn of the century.
Such a situation would fail to bal-
ance paying taxes to receiving
benefits in return and would
merely constitute an additional
tax,” La Grange said. ’

The Chamber of Mines sug-
gested that a defined package of
services and benefits should be
guaranteed to those taxed and
employers providing the package
to their employees should be
exempted from contributions or
reimbursed for similar health ser- k& i X
vices provided. -

Also, exemption of medical NKOSAZANA ZUMA
scheme contributors who are suffi-
clently insured with no potential liability for public hospi-
tals shouid be considered.

The Chamber of Mines has described the :e-regulation
of the medical schemes industry, as contained in the White
Paper, as prescriptive.

The Concerned Medical Schemes Group, which clalmsL
to represent over 2,6 million members, has rejected propos-
als that would force them to accept all prospective mem-
bers, regardless of health risk.

The group said if schemes were not allowed to exclude@
individuals on the basis of health risk, people would defer*
joining until they were sick, which would increase the cost
of cover and decrease the number of people covered.
Instead, schemes should be allowed to screen to some extent
and create incentives for the young and healthy to join.

Mr Adriaan Gore, a representative of the group said: “We
refute the claim in the white paper that the recent deregula-,
tion has led to instability, increase in cost and a reduction of ;
coverage. Emerging government statistics reveal the oppo-i
site. Furthermore, it is our view that the framework for re-!
regulation is too restrictive to achieve the government's/,
broader health objectives. We support an environment
based on guaranteed access as opposed to open enrolment
and general community rating rather than flat community )
rating. Importantly, targeted regulation should focus on !
protecting today’s old and tomorrow's sick.” 9




SARS expects to cut tax gap by
A0/3 )93 (730)

Lynpa LoXToN
PARUAMENTARY CORRESPONDENT

Cape Town — The South African
Revenue Service (SARS) this year
expected to have closed the tax
gap by R8 billion since 1996-97
while significant strides had
been made in clamping down on
smuggling and undervaluation of
imports, Trevor van Heerden, the
commissioner, said yesterday.

Van Heerden, who was brief-
ing the portfolio committee on
finance on the 1998-99 Budget,
said the Katz Commission had
estimated that the tax gap — the
amount not being collected —
could be between RS billion and
R20 billion, but further studies
were under way to determine the
exact figures.

Of the 166000 people visited
so far, for example, it had been
found that 31 percent had not
registered for tax, while the
collection of company tax had
been boosted by improvements at
leading centres such as Sandton

cT (1R
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PLUGGING HOLES Trevor
van Heerden of the SARS

— where many companies have
their headquarters.

Van Heerden was far from
complacent and said: “A lot of
work still has to be done, but
things are improving.”

From May 1, a new system
would be introduced to allow
taxpayers to pay their tax
through their banks. This would
eliminate the. problem of

3bn

cheques being lost in the post.

Van Heerden also planned to
arrange for the Central Statisti-
cal Service to gain access to its
records, subject to certain secre-
cy provisions, because they
“contain a huge volume of infor-
mation that could be useful to
them”.

On customs and excise, Van
Heerden said British customs
officials “have made quite a
difference to operations”, espe-
cially in Durban, Cape Town and
Johannesburg. The time taken to
clear goods through customs had
been reduced from hetween three
and five days to one day.

Officials had become more
selective with their inspections,
and the revenue collected from
penalties had risen by 19 per-
cent. The success rate had risen
from 11 percent to 35 percent.

The undervaluation of
imports remained the biggest
problem, but cuts in ad valorem
duties last year appeared to have
slowed down smuggling.

—




Rationalisations ‘highlight

need to rela
b

Linda Ensor

CAPE TOWN — The recent
rush of mergers and corporate
restructuring, especially in the
financial services sector, high-
lighted the need for a review of
inhibiting tax legislation, a lead-

tee oﬁ ce last week.

He said in an interview later
that the requirement in terms of
Section 24(A) of the Income Tax
Act, which stipulated that
shares be held for five years to
escape capltal gains tax on their
was restrictive.

ing tax expert said.

‘While the unbundling provi-
sions, as well as Section 39 of the
Income Tax Act, catered for the
rationalisations, the act did not
facilitate minority shareholders
in the underlying companies
moving their investments up-
wards, Coopers & Lybrand tax
partner Danie Félscher suggest-
ed at a budget briefing before
Parliament’s portfolio commit-

This was because a new five
year period kicked in when
shareholders in subsidiary com-
panies opted to sell their shares
or swap them with those in the

- vestructured holding company,

Folscher said.

Algo, if the shares were sold
prior to the expiry of the five
year term, then tax would have
tobe paid.

“It is fine for speculators to

tax le glslauo%

begin a new ve-year term, but
for some institutional investors,
such as short term insurers whe
are regarded as traders and for
whom share dealing is part of
their cash-flow planning, a new
five year term will create diffi-

culties,” he said.

While the lack of facilitative
measures might not go so far as
to deter the rationalisations,
Folscher believed it would make
the sch more li
than they need be in order to
achieve neutrality.

But inland revenue commis-
sioner Trevor van Heerden said
he was not convinced the five-
year rule restricted restructur-
ing inthe way suggested.




Real power is economic

SA’s econom

reform ‘on t

By Abdul Milazi

OUTH AFRICA’S drive for struc-
tural economic reform has
recently made key strides
which have given credibility
to the fiscal policy, the Board of
Executors (BOE) said at the weekend.

BOE spokeswoman Thando Rantho
said South Africa was now closer to the
point where the benefits of long-term
structural reform and sustained disin-
flation begin to outweigh the costs.

She said the original deficit targets
for 1998-99 were adhered to by the
Government in its budget, while eco-
nomic were more realisti

“Government spending and debt
are to fall as a percentage of gross
domestic product (GDP). South Africa
no longer faces the debt trap. The
medium term expenditure framework
enables beiter fiscal planning and fur-
ther improves transparency,” said
Rantho.

She said exchange controls were
relaxed and there was a credible com-
mitment to their complete removal.

“Individual income tax relief has
been given priority and there is strong
support for the setting of an inflation
target. A low inflation target would

mic_
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SA tax reform and infrastructure
investment will improve economy

cement the recent inflation gains,” said
Rantho.

She said the falling nominal and
real interest rates and the benefits of
demutualisation would support a sus-
tained economic recovery after 1998.

Other factors that would support a
sustained economic recovery include
an improving international economy
from late 1999 and an improved
investor confidence.

ing that fiscal planners didn’t believe
growth forecasts.

She said consumption spending
continued to rise at the expense of cap-
ital spending,

Capital spending rose by only four
percent in 1997, while the wage bill
was projected to rise by 12,9 percent
this year after i mcreasmg by 9,1 last
year and 9,2 the previous year.

“The wage bill is expected to rise
much more slowly taking the propor-

Promote growth tion of non-interest spending down to

Increased flexibility to promote growth 49,2 percent. This proportion is still

through tax reform and infrastructure  substantially higher than international

investment would also improve the norms,” said Rantho.

positive view of the future of the South She said the extent to which the state

African economy. borrows to finance current spending
“There are good grounds for confi- 2) ined too high. “Tn fact

dence that the eventual deficit for
1998-99 will be close to the target. The
deficit reduction programme now has a
good track record,” said Rantho.
However, she argued that the eco-
nomic growth forecast of three percent
was 100 optimistic but tl1e revenue

dissaving was 3,5 percent of the GDP in
1997, up from 3,3 percent in 1996.”
She argued that one of the main
bstacles to SA achieving higher
domestic Savings and sustained high
economic growth was excessive taxa-
tion of income, both corporate and

d realstic imply-
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Higher tax on pension
outlandish tax expert

cntoto (80 YG0) i b3 |19

CAPE TOWN — Reports that Pa.rhament’s ﬁnance
portfolio T

ment to the proposed mcrease in the tax on retu'e-
ment fund income was “outlandish”, one of the com-
mittee’s tax experts said yesterday.

' However, to get a broader understandmg of the
effects of the tax increase on the nation’s savings and
the poor, the committee had mandated its tax sub-
committee, consisting of Andrew Feinstein (African

‘| National Congress) and Gavin Woods (Inkatha Free-

dom Party)to invite submissions on theissue. * <

Finance Minister Trevor Manuel, in his 1998/99
budget, announced an increase in ‘the tax on the
rental and interest income of retirement funds from
17% to 25%. During the ce committee’s public
hearing on the budget last week, the life industry
objected to this increase on the grounds that it would
negatively affect the poor and act as a disincentive to
save. However, they could not provide any empmcal
evidence to back up their claims.

Submissions invited . BN

This was why the committee decided to investi-

‘| gate further, not with a view to getting the proposal

changed when it appeared in the Income Tax Amend-
ment Bill, but so that it was fully informed of its
effects.

Feinstein said: “The chances of our wanting ‘to
fersuade the minister to change the proposal is high-
y unlikely,” Feinstein said. “If the committee was
intrinsically opposed to it, this would have become
clear at the hearings, but this was not the cage. 'I‘he
ldea of our wanting to ch it is quite outl

He said submissions would be invited from the
industry, trade unions and tax experts. It appeared
the 17% tax had little if any effect on savings when it
was intreduced, but no one seemed to have any idea
what the threshold of this tolerance might be.

In its report on the budget hearings, the finance
committee expressed concern that capital expendi-
ture as a percentage of total government spendin,
remained at a low level. It commended the propos
to alleviate fiscal drag by setting aside R3,7bn for
this purpose.

—




Fall in inflation ‘fully compensates’ savers

Pension fund
tax defended

by Man

LynpA Loxron
PARUAMENTARY CORRESPONDENT

Cape Town — Trevor Manuel, the
finance minister, yesterday de-
fended his decision to increase
the tax on the interest and rental
income of ‘pension funds, saying
the rationale for the 2,5 percent
levy on the free reserves of mutu-
al insurers was sound.

Wrapping up the debate on his
1998-99 Budget in the national as-
sembly, Manuel denied that the
new 25 percent tax on pension
funds was an attack on the
nation’s savings and threatened
the livelihoods of pensioners.

“Nothing could be further
from the truth,” he said. “Indeed,
it is precisely because the na-
tion’s savings and the wellbeing
of the elderly are so much better
protected now than in the past
that we are able to take this mod-
est step towards addressing the
distortions we inherited in the
tax treatments of pension funds.”

In the past, high inflation and
prescribed asset requirements
had resulted in pension funds
making negative returns in real
terms. The state could not there-
fore apply normal tax principles
to pension funds. “We are now in
a very different environment.”

Pension funds had not been
subjected to prescribed asset
requirements for some time and
could make use of many invest-
ment opportunities. At the same
time, interest rates significantly

l}? mﬁ

€ ceeded the inflation rate.

“Pension funds have therefore
enjoyed significant positive real
returns on their interest-bearing
investments,” he said.

Lower inflation was the best
protection the government could
offer savers and pensioners, and
it was.now moving down rapidly.
It was more than likely that the
fall in inflation since the tax was
introduced fully compensated for
its effects on the real returns of
fixed interest investments.

It had also been assumed that
all pension fund assets were held
in the form of property or govern-
ment bonds, making the total in-
come of the portfolios now taxable
at 25 percent.

But, he said, these assets only
made up 85 percent of the income
of pension funds.

On the once-off demutualisa-
tion levy, Manuel said the free re-
serves of mutual insurers had
been built up over many decades
by the contributions made by
generations of policyholders
under a favourable tax treatment.

Current policyholders would
receive a windfall gain through
an unanticipated intergenera-
tional transfer, which normally
would have been taxed through
estate duties or donations tax.

“It is therefore entirely appro-
priate to levy a small charge on
this unanticipated and unintend-
ed windfall,” Manuel said.

O Business. Watch, Page 2
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Pension tax hike will not

hurt savings — Mapue
320

CAPE TOWN — Criticism that the higher tax rate on
the net rental and interest income of retirement
funds would undermine the national savings effort
was dismissed by Finance Minister Trevor Manuel in
his speech ending the debate on the budget which
was passed by Parliament yesterday.

Manuel said the increase in the tax rate from 17%
to 25% would address the tax treatment of pension
funds inherited from a period of high inflation.

“In the past interest and property income was so
savaged by the combined effects of inflation and pre-
scribed asset requirements that the retirement funds
frequently made negative returns in real terms. In
fairness to savers and retired persons, the state could
not apply normal tax principles to retirement funds
under such circumstances,” Manuel said.

The current situation was very different. Retire-
ment funds had much greater freedom to invest their
assets as they were no longer subject to prescribed
asset requirements, and interest rates were much
higher than the inflation rate.

“Lower inflation is without a shadow of a doubt
the best-protection we can offer savers and pension-
ers, It is more than likely that the fall in inflation
since the tax was introduced fully compensates for its
effects on the real returns of fixed interest invest-
ment,” Manuel said.

He noted a Katz commission finding that the tax

Linda Ensor

exemption of retirement funds’ investment earnings |

gave rise to major problems in the whole system and
that a greater degree of neutrality was needed. It was
this principle, he added, that lay behind the increase

inthe tax rate. ﬁﬂ 24/3/78




Budget proposal wil

he Government announced

m in its 1995 Budget that it

agreed with the Katz Com-

mission that there is a need to re-

duce the “compliance burden and

cash-flow constraint of small en-
terprises”.

It was said that one of the
ways to do this would be to allow
small businesses to be taxed on a
cash-flow basis.

What this would have meant
to you, if your Closed Corpora-
tion or company is a small enter-
prise, was that your working cap-
ital requirements would have
been eased because the business

Tackling Fexsx

DEBORAH TICKLE

would have been taxed on income
only when it received the cash

and would deduct expenses only
when it had paid them.

From a cash flow, and survival
point of view, the benefits of this
are obvious.

1t would also have meant that,
for tax purposes, you wouldn’t
have to account for income and
expenditure on the accrual basis.

Although the 1995 budget re-
view book said that further re-
search would need to be done to
define a small enterprise, it-also
said that amendments to the In-
come Tax Act would be made to
provide for relief in that year.

The recommendations

increase tax b
ET P[4 (92

seemed to be sound, and under
VAT legislation businesses with
taxable supplies for a year of less
than R2,5 million could already
pay VAT output tax and claim
VAT input taxes on a cash basis
(or “payments basis” as it is
called in the Act).

It seemed therefore that it
should be fairly simple to put the
legislation together - surely busi-
nesses paying VAT on the basis of
cash received, and claiming VAT
on the basis of VAT paid to sup-
pliers, would be the logical choice
for the cash basis for intome tax.

This system would also make

it easy for the Revenue authori-
ties to reconcile turnover and ex-
penses for income tax purposes
with turnover and VAT input
taxes for expenses reflected on
VAT returns.

So we all waited, with bated
breath, to see the legislation
come out, and for small enter-
prises to experience the promised
relief. But legislation passed in
1995 did not contain anything re-
lating to the cash basis. Nor did
legislation passed in 1996 and
1997.

This year the budget propos-
als include a recommendation

SJ €l on
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that relates to the cash basis, but
contrary to the 1995 proposals,
the recommendation is that the
availability of the VAT payments
basis be restricted to natural per-
sons, bodies comprising solely
natural persons and local author-
ities.

This means that this year we
move further away from the cash
basis.

So if your company or CC cur-
rently pays VAT on the payments
basis, when the change is legis-
lated, you will have to do the fol-
lowing:

O Determine the total amount

of outstanding debts which relate
to invoices on which VAT is re-
flected, and pay over the VAT re-
lating to those debts;

C1Determine the total amount
you owe creditors who have
charged VAT, but whom you have
not yet paid, and claim the input
tax.

Far from reducing the admin-
istrative and working capital bur-
den of small enterprises, this will
clearly increase it.

If this change will affect you,
in order to make the changeover
easier, I suggest you start looking
now at your accounting system to

make sure it can account for the
VAT on an invoice basis, and also
that on the changeover date, you
will be able to obtain the right in-
formation to pay and claim the
correct VAT.

[ Deborah Tickle is a tax
partner at the accounting firm
KPMG

[ If you would like any
questions on tax of a general
nature answered for
publication wriie to Deborah
Tickle, Persona! Finance, P 0
Box 56, Cape Town, or e-m
perfin@cin.independent.co.za
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Revenue blitz shows 30% of compa

Greta Steyn

ALMOST 30% of medium-sized compa-
nies visited over the six months to
March as part of a tax collection “blitz”
by the SA Revenue Service were not
registered to pay tax.

These were over and above those in
the informal sector.

Tax experts said at the weekend
this showed that the number of busi-
nesseés not paying tax was exception-
ally large:

Commissioner for Inland Revenue

Trevor van Heerden said: “As a cynical
taxman, I was not surprised by the re-
sults. Butitis quite high.”

The revenue service said it had eval-
uated 223 221 business entities as part
of a countrywide initiative to broaden
the tax base. Of these 27% were not
registered to pay income tax.

On value-added tax, 57 241 entities
had been checked, of which 28% were
not registered. For pay-as-you-earn,
48 563 evaluations had been made,
and 28% were not registered.  : .

Van Heerden said the businesses

D
targeted were not large co; m&&mmu UE,,W.
they were not in the informal sector ei-
ther. The sample was to some extent
random, but the revenue service was
drawing up lists from a number of
sources, including newspaper reports.
Responding to criticism that the
revenue service was not doing encugh
to tackle big companies that were not
paying tax, Van Heerden said the
Sandton office had been beefed up con-
siderably to dothat. R
“We have not had the right number
of qualified people, but there has been

S not

improvement. However,

»

a dramatic
there is still some way to go.

Improved tax collection was the
main reason why government scored a
R1,5bn revenue bonanza in the previ-
ous fiscal year which, it said, would
help achieve a deficit of 4,1% of gross
domestic product.

Arthur Andersen senior tax manag-
er Michael Honiball said much could
still be done to tighten up tax collection
from big, listed companies. Big compa-
nies should be “targeted more urgent-
ly, as the take from them is much high-

er”. He believed that the salaries of-

10t \m%m stered to pay tax |

fered by the revenue service sti
far short of what was needed noEmH»Ww
skilled people into government.

. Honiball said there was no need to
hire large numbers of expensive peo-
ple, as skills transfer to revenue ser-
vice staff was the key to the problem.

Fisher Hoffman Sithole tax director
mnmrmuu Williams said there was still a
ong way to go, but a definite improve-
ment had been made in widening the
tax net. Companies were already being
less aggressive about avoiding tax.




Marcus eyes new taxati

BRUCE CAMERON

Get ready for a new taxation structure on
retirement funds in next year’s Budget.

Gill Marcus, the Deputy Minister of
Finance, has told Personal Finance that
her department is currently finalising
new tax structure that will be put in place
in next year’s Budget.

But the total restructuring of the retire-
ment industry has been put on hold.

The main effect of the tax changes will
be the build-up to retirement and the taxa-
tion of benefits on retirement date.

The changes are likely to be based on
the recommendations of the Katz Tax
Commission of Inquiry.

His recommendations inciuded:

# Getting rid of the differences between
provident funds and pension funds, allow-
ing members of both to claim contribu-

tions against tax within certain limits
while preventing excessive salary-sacri-
fice schemes where employers paid atl
contributions tax-free for members; and

# Taxing all benefits as a lump sum at
retirement but putting in place an incen-
tive system that would encourage mem-
bers to take a minimum portion of the
benefit as a monthiy pension.

Government has already implemented
the other major leg of the Katz recommen-
dations: namely the 25 percent tax on the
interest and net rental income accruing
in the build-up of retirement funds. This
tax drops away at retirement.

The future structure of the retirement
industry, including taxation, national
savings schemes and social pensions,
have been before the National Retirement
Consultative Forum, which was estab-
lished last year after the Smith Commit-

ARG
tee on retirement and the Katz Commis-
sion on the restructuring of South
Africa’s tax system had been submitted to
Government.

In an interview with Personal Finance,
Marcus said that the many changes tak-
ing place in the financial services indus-
try had wider implications, including for
the retirement industry, which had to be
considered,

However, the issue of taxation of retire-
ment funds had to be dealt with this year,
as it was unacceptable to have an ad hoce
approach to taxation of the financial ser-
vices industry.

Marcus said issues that had to be taken
into account included:

@ The globalisation of the financial ser-
vices industry;

# Competitiveness between the various
sectors, including different tax approaches;

# The concentration of control through'
the trend here and in the rest of the world
to the BancAssurance conglomerates.

Marcus said she was concerned
whether the Government was getting its
fair share of taxation under the current
system of taxation of the life industry,
known as the four-fund approach.

In terms of the the four-fund approach,
different taxes are applied to different
funds - such as life assurance and retire-
ment funds — managed by the life assur-
ance industry. _..

Marcus said the broader financial ser-
vices industry was being affected by rapid
changes and Government had to draw upa
policy that looked to the next millennium.

“We have to consider the appropriate
environment for the supervision and reg-
ulation of the financial services industry

on on pension funds |
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“We have to look at the nature of prod-
ucts, institutions and their functions;
what can realistically be expected M_.n.i.
the regulators as well as the responsibili-
ties of the institutions for the manage-
ment of risk.

“We cannot push ahead with changes to
the financial services environment,
including regulation, that leave big gaps
in the future.” R

Marcus said that although this could
delay issues such as better reguiation to
protect investors and better retirement
structures, the framework within which
this takes place is very important. .

“There are big issues that will require
decisions with long-term consequences.
We don’t want to set artificial deadlines.”

Katz recommendations — page 3
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Deduct amount from taxable _:oosﬁ

STAFF REPORTER
So you thought Trevor Manuel, our
Minister of Finance, treated you
well in the last Budget by eliminat-
ing fiscal drag — that nasty little
trick used extensively by the last
governument to push you into ever-
higher tax brackets.

1t worked like this: your salary
went up in line with inflation but
the tax brackets at which you paid
an ever-bigger percentage of what
you earned in tax were not adjust-

ed.

In the last Budget, for the first
time, Manuel adjusted the brackets
so that you were not paying more
tax purely as a result of inflation.

But this is not the end of the
story, says Marius du Toit, senior
actuary at Sanlam Group Benefits.

Du Tait has caleulated in to the
sums other little tricks our Trevor
pulled out of his Budget top hat.
They were changes to the way med-
ical contributions were taxed as
well as the increase from 17 percent
0 25 percent on the tax in interest

A a5 g |98

and net rental earnings of your
retirement fund. When you take
these into account, Manue) was not
exactly playing the gift giver, but
rather opting for the part of
Scrooge.

He has worked out how much
you could be affected by all the tax
adjustments. (See the table, which
shows how you are affected.)

Du Toit says in cases where your
employer contributes 100 percent
of your contributions to a medical
aid fund, you will be taxed on one-
third of this amount in future. The
amount in tax sbviously depends
on the type of medical scheme, the
medical aid contributions and your
personal circumstances, e.g. the
number of dependants.

‘The table is based on the scenario
of a medical aid member with two
amvmwnm-:\m who belongs to a rea-

1
y D!
tributory medical scheme.
“Without exception, this tax is
more than the saving resulting
from the adjustments to the tax

scales.

Du Toit says the increase in the
rate of tax on retirement funds
could result in a further reduction
of your disposable income.

“The increase means that the
rate of return earned by retirement
funds will decline by around

0,4 percent.

“In defined contribution funds, it
means that the benefits available to
members of retirement funds will
be considerably lower.”

Depending on how far you are
from retirement, the benefits conld
be up to 11 percent less than hefore

the 1998 Budget. :

Du Toit warns that if you are
affected you must give serious con-
sideration to making extra provi-
sion for retirement if you wish to
ensure you have sufficient funds
live on after retirement. .

The last column ir the

additionat contribution required
each year to place you in the same
pasition you were in before the
Budget. In the calculation, it has
been assumed that 10 percent of
satary is used in respect of retire-
M.ME. and that you are 25 years
m

If you contribute to an approved
pension fund or retirement annu-
ity, you may deduct the additional
amount from your taxabie income.

This could bring about a small
saving, resulting in the Govern-
ment receiving less in tax revenue
than it anticipated. :

_L
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Marcus eyes new taxation on um:m-o: funds

BRUCE CAMERON

Get ready for a new taxation structure on
retirement funds in next year’s Budget.

Gill Marcus, the Deputy Minister of
Finance, has told Personal Finance that
her department is currently finalising
hew tax structure that will be put in place
in next year’s Budget.

But the total restructuring of the retire-
ment industry has been put on hold.

The main effect of the tax changes will
be the build-up to retirement and the taxa-
tion of benefits on retirementdate. "

The changes are likely to be based on
the recommendations of the Nuﬁ Tax
Commission of Inquiry. - .w

His recommendations En—:nm@ b

# Getting rid of the differences between
provident funds and pension funds, ailow-
ing members of both to claim coniribu-

tions against tax within certain limits
while preventing excessive salary-sacri-
fice schemes where employers paid all
contributions tax-free for members; and
& Taxing all benefits as a lomp sum at
retirement but putting in place an incen-
tive system that would encourage mem-
bers to take a minimum portion of the
benefit as a monthly pension.
Government has already implemented
the other major leg of the Katz recommen-
dations: namely the 25 percent tax on the
interest and net rental income aceruing
in the build-up of retirement funds. This

“tax drops away at retirement.

The future structure of the retirement

. Ennmg including taxation, national
“.savings schemes and social pensions,
“have been before the National Retirement

‘Consultative Forum, which was estab-
lished last year after the Smith Commit-

p 5) _g
on ﬂmchEmE and 9 tz Commis-
sion on the restructuring of South
Africa’s tax system had been submitted to
Government.

In an interview with Personal Finance,
Marcus said that the many changes tak-
ing place in the financial services indus-
try had wider implications, including for
the retirement industry, which had to be
considered.

However, the issue of taxation of retire-
ment funds had to be dealt with this year,
as it was unacceptable to have an ad hoe
approach to taxation of the financial ser-
vices industry.

Marcus said issues that had to be taken
into account included:

<+ The globalisation of the financial ser-
vices industry;

# Competitiveness between the various
sectors, including different tax approaches;

and
 The concentration of contral' Endﬁww

the trend here and in the rest of the world

to the BancAssurance conglomerates.
Marcus said she was concerned

whether the Government was getting its

fair share of taxation under the current
system of taxation of the life industry,
known as the four-fund approach.

In terms of the the four-fund approach,
different taxes are applied to different
funds - such as life assurance and retire-
ment funds — managed by the life ummﬁ.
ance industry.

Marcus said the breader financial Sex-
vices industry was being affected by rapid
changes and Government had todraw upa
u&_@ that looked to the next millennium.

“We have to consider the appropriate
environment for the supervision and reg-
ulation of the financial services industry
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“We haye to look at the nature of prod-
ucts, institutions and their functions;

- what can realistically be expected from

the regulators as well as the responsibili-
ties of the institutions for the manage-
ment of risk.

“We cannot push ahead with changes to

. the financial services environment,

including regulation, that leave big gaps
in the future.”

Marcus said that although this could
delay issues such as better regulation to
protect investors and better retirement
structures, the framework within which
this takes place is very important.

“There are big issues that will require

: decisions with long-term consequences.
“We %ﬂﬁénsmﬁ%%

Eﬁ%%lg._m




Now you
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Average South Africans worked
yesterday to pay their 1998-99 taxes -
today is only the second day this year
that they keep what they earn.

Free Market Foundation statistician
Garth Zietsman says tax rates in South
Africa are way above those in similar-sized
emerging economies like those in Indonesia,
Malaysia, Singapore and a host of South
American countries, but more or less inline
with Australia, a little better than in the
United States and a lot better than in Europe.

what you earn

ccan J(eep
Lower tax rates stimulate economies as

they compete in world markets, and impinge
less on personal freedom as individuals
spend less time working for the state, says
Mr Zietsman.

Nobody knows precisely how much tax
average South Africans, including informal
sector and agricultural workers pay because
many taxes are hidden, but the Freedom
Foundation estimates they fork out 32% of
their incomes in various forms of tax.

This percentage was calculated by divid-
ing gross domestic product by general gov-

Topage 3

The depressing truth

Now you can kee
ARG 29 [ef. ‘28

what you earn

‘Frmnpagei

ernment revenue, and shows
that the average South African
must work 32% of the year to
pay off his or her taxes.

This year’s “tax freedom
day” was yesterday, a day earli-
er than last year,

To illustrate how much

more of a tax burden the aver-
age person is being forced to
carry every year, “tax freedom
day”in 1973 fellon March 19.

For the average formal sec-
tor, non-agricultural black
worker, tax freedom day is May
9, with 35,07% of his or her
income going to the state.

The average coloured work-

er pays only shgh‘Qy less tax,
with tax freedom day on May 8,
as 84,77% of earnings go to the
government. Indian workers
pay 41,59% of their incomes in
taxes, while the average formal
sector white worker pays the
most - tax freedom day is on
June 29, with 49,14% of earn-
ings going to the government.




Taxing Eskom may hit

economy, experts \%g m,
New bill ‘puts jobs and prlce /zs

CHARLESPHAMLANE =
PoLmcaL Bureay

The Eskom Amendment Bill
could have the effect of
increasing electricity prices and
hurting the economy, interested
parties told a parliamentary
commitiee.

The bill seeks to transfer owner-
ship of Eskom to the state and to
make the parastatal pay taxes.

The portfolio committee on pub-
lic enterprises was told the bill
should not be passed until its likely
effects on prices had been
researched and the white paper on
energy, which was still being draft-
ed, was published.

The Congress of SA Trade Unions
said the changes should not jeopar-
dise “what is currently a successful
formula.”

“There is no certainty as to how
the corporatisation and taxation of

Eskom will impact on Eskom’s
restructuring, its development
potential or on its strategic economic
role.” Cosatu’s Kenneth Creamer
told the committee.

The University of Cape Town’s
Applied Fiscal Research Centre
(AFReC) submitted that removal of
tax-exempt status would improve
financial management of the para-
statal, and lead to improved invest-
ment decisions. Eskom has a num-
ber of unused power stations.

But taxation could also have neg-
ative effects. If Eskom were taxed,
then it should be relieved of its bur-
den of electrifying houses.

Government statistics showed
that there were 1 000 electricity con-
nections a day on average since 1994,
AFRe(’s Iraj Abedian said there was
aneed for clarity on what would be
taxed: electricity as a commodity or
the electricity industry.

The Cabinet has already

%

approved an ec ation levy and
amunicipal levy on consumption.

Taxing electricity directly might
increase prices and distort the allo-
cation of resources, Dr Abedian said.

It could also discourage invest-
ment, which would hurt jobs.

The electrification levy would
make cross-subsidisation of electric-
ity more transparent. But it might
not be the most efficient way for the
Government to fund electrification,
as the levy would be a regressive tax,
affecting poor customers the most.

The municipal levy would take
the form of an excise tax, like the fuel
levy, but it was not clear how it
would be divided among municipali-
ties. The levy could have far-reach-
ing implications for the economy
and could adversely affect competi-
tiveness, since other countries used
electricity pricing to give their
industries a competitive edge. It
could also hurt future investments.

!




Taxman'’s refund system now ‘foolproof’

SHALO MBATHA

The South African Revenue Service
(SARS) claims that theft of tax
refund cheques has declined dra-
matically since a new “foolproof™
refund distribution system was
introduced last year.

Christo Henning, a SARS
spokesman, said that since the intro-
duction of the system, of the 120 000
cheques posted each month, only
four or five cheques had gone miss-
ing. Previously, there had been a
high volume of complaints from tax-

payers about non-arrival of refund
cheques. The untucky taxpayers had
to submit sworn affidavits saying
they hadn’t received the money, and
duplicate chegues were then issued,
according to SARS officials.

The cheques used to be posted to
taxpayers via local post offices.

With the new system, the cheques
are couriered from the SARS offices
directly to central post office sorting
depots.

Mr Henning said that when the
chegue is put the mail, the owner is
informed and it is kept at the post

office for one month. If it is not col-
lected, it is sent back to the Receiver
of Revenue until the owner claims it.
The interest accrued goes to the
Department of Finance. If a cheque
islost in the mail, an investigation
will be launched. If culprits are
caught, they will be charged with
fraud.

The SARS encourages taxpayers
to furnish details of their bank
accounts so that payments can be
made directly to their banks.

However, that system is not with-
out its pitfalls either.

Let’s talk about tax

ARG 2 [5
A media industry executive, who

asked not to be named, has been try-
ing to track down his R1 250 refund
for months.

The money should have been paid
directly into his Nedbank account.
Despite numerous phone calls to the
Receiver and Nedbank, the deposit
cannot be traced.

The SARS office to which the man
submitted his tax return faxed us a
copy of the bank deposit.

Nedbank initially said it could
only get printouts of the man’s Feb-
ruary and March bank statements,

[18  (Fa0
although the m shetild have

been deposited in January-

After further searching, however,
Nedbank “found” the deposit and
routed it to the man’s mmoc_.\:z. He
will be paid the outstanding interest
on the amount.

“Twonder how many other people
have money floating around in their
bank branch that they are not aware
of?” asked the man. .

He said he would ask his bank
manager for a full explanation for
the temporary disappearance of his
money.

B If youhave never paid fax

ou must fill ina fax form
from yournearest Receiver of
Revenue..::

B f you haven’t been paying
tax, you will be penalised R200
for every year defaulted.

B Repayments of the penally
are negotiable.

B An employee earning more
than R60 000 a year is legally
obliged to pay income tax.

B Companies must deduct PAYE

monthiyio mma_m the oBv_0<
yearly hability:in full.
W Employees mustsubmit ©
IRP5 form ecich yearto ens'
that they do not owe tax or Qe
owed moriey. .
MEmployeeswith exira
allowances or expenses 3:& .
complete ataxreturi because
they could geta refund or they
could owe the Receiver money.
8 Pension fund contributions are
tax deductible in somé cases.
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Focus will be on sectors where actual tax paid is far lower than nominal rates

LynpA LoxvoN
PARUAMENTARY CORRESPONDENT

Cape Town — The South African
Revenue Service (SARS) was step-
ping up its drive to close the tax
gap with the aim of ensuring
greater voluntary compliance, the
parliamentary portfolio commit-
tee on finance heard yesterday.
Trevor van Heerden, the
SARS commissioner, told the
committee it was considering fol-
lowing Sweden’s lead by auditing
the tax returns of the top 200
companies while also focusing on
certain sectors, such as financial

services, where actual tax paid
was lower than nominal rates.

At the same time, it expected
to receive much greater detail
about the potential tax base from
banks, insurance companies and
other businesses.

“Once we get more informa-
tion in, we will get a lot more
revenue flowing in,” he said.

Avhashonu Netshivhungulu-
Iu, the director of tax structure
development, said that of the
339 025 companies surveyed be-
tween October and March, 28 per-
cent had to be registered for tax
purposes. Of these, about 37000

CT(HR)b 7|98
State drive to close taX gap

had now bee reglstered while
teams of officers had been set up
in all local offices to trace compa-
nies eligible for tax purposes.

Officials were also tracking
down potential taxpayers in rural
areas and black urban residential
areas. The thorny question of
how to get taxi operators to pay
tax, however, was still something
that called for a political solution,
Van Heerden said.

“Our campaign is extensive
because we have a vision that in
the long run we have to be in a sit-
uation where we have a culture of
voluntary compliance, where

everybody in South Africa is
proud to pay his or her fair
share,” Netshivhungululu said.
Van Heerden said the SARS
expected its new income tax poli-
cy to be on stream by the end of
the year, which would help re-
engineer tax collection in the
long term. Though it was still dif-
ficult to evaluate the effect this
would have on tax collection, it
was expected to be more efficient.
He said there was concern that
the SARS’s estimates of revenue
did not reveal the full picture, and
a deeper study was needed to
determine the real tax gap.
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Linda Ensor

den said yesterday.

CAPE TOWN — Inland revenue
planned to target specific sectors such
as financial services and the oil indus-
try which it believed were not paying
sufficient tax proportionate to their
profit, commissioner Trevor van Heer-

Briefing Parliament’s finance com-
mittee on the SA Revenue Service’s
budget vote, he said Soweto and town-
ships in KwaZulu-Natal and the West-
ern Cape would also come under the

spotlight in an accelerated drive to amount paid in tax was low comp:
broaden the tax base. with the nominal tax rate.
Special attention would also be giv- For inst: fi ial instituti
en to improving value added tax and had made extensive use of losses in
pay as you earn collections where the trusts for their own benefit. This would
returns were quicker. be addressed through legislation.
Inland revenue has projected an in- Consideration was also heing given
crease in revenue collection of R16bnto  to the highly successful Swedish ap-

R180bn (R164bn) this fiscal year. proach of concentrating on the top 200.

Tax officials to crack down on mbmsﬁm__ S

STcss and ol gty

director of tax structure development, He said a new income tax system at

service end-December would give the revenue

Van Heerden said special audit companies which generated most of
teams would investigate the tax paid the tax, Swedish tax authorities were
by some economic sectors where the also helping SA determine the size of

use of tax avoidance schemes appeared the tax gap and identify sectors on.

to be widespread and where the whichtoconcentrate.

told the i ther e 1 3 t
had successfully employed other initia- service an interface with banks,
tives to enhance collections such as vis- nm.aewr the benefits would only filter

iting b to check whether they h in later years. This would re-
were regisiered. Successes had also  sult in “huge productivity gains” as a
been made in dealing with di ber of 1 processes would be-
returns and collecti di come automated, red

iax,

However, Van Heerden warned that and loss of Tevenue. 5
improvement in tax collections was be- Deputy commissioner Pravin Gord-
ing hampered by the “inability of the han said ways of extending services in
present justice system to deal with the  collaboration with the m.cmu.Onmunm and
increased flow of prosecutions” and the Jities would be exp!
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Josey Ballengér

THE days of poor waste manage-
ment and inefficient industrial
practices may be limited if tax in-
centives are introduced — an idea
that may be incorporated into gov-
ernment’s waste management
strategy, a consultant to govern-
‘ment said this week.

“We cannot just use sticks. We
need some carrots,” said Dave
Baldwin, technical director of con-
sultancy Bohlweki Environmen-
tal, in reference to measures being
considered by an interdepartmen-

Tax mcentives ¢

tal commit?ee to encourage waste
generators to engage in better
practices.

Government’s national waste
management strategy process,
which began last August, is a joint
effort between the environmental
affairs and water affairs depart-
ments, various SA consultants
and Danish consultancy Ramboll.
The two-year project is primarily
funded by Danish an? agency
Danced’s R8,2m contribution,
with the SA government kicking
in R700 000.

Baldwin said the strategy fo-

ul@booste 1cIency
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cu!ed n four major areas: haz-
ardous and related wastes, includ-
ing mining and radioactive mate-
rials; nonhazardous waste; waste
minimisation; and compiling a na-
tional database.

The project’s first phase — a
baseline analysis of g ’s waste
output and minimisation efforts
— is due for completion at the end
of the month.

The second phase will be to de-
velop a strategy within six
months, and the final phase will
see the creation of “action plans”
by next May.

Baragwanath upgrading
‘allows for better care’

Josey Ballenger KA (g%hiﬁasfj?he

THE recent R2,3m upgrad

world’s largest hospital — Soweto’s Chris Hani
Baragwanath — puts the community institution in a
better position to cope with the 30 000 patients it
sees every year. )

Baragwanath’s revamped medical admissions
ward 20, which was opened this week by greater Jo-
hannesburg mayor Netta Mogase, includes a medical
high-care unit and a better equipped laboratory six
times the size of its predecessor,

“About 3-million people live in Soweto and most of
them will come to this hospital for medical care. The
ward gives patients more privacy and dignity and
access to improved quality of care,” said Donald de
Korte, CE of pharmaceutical company Merck Sharp
& Dohme (MSD). " - |

Between 70 and 100 patients — with ailments
ranging from tuberculosis to heart disease and
strokes — are admitted daily, while only R8m of the
hospital’'s R500m annual funding needs is collected
from its primarily poor patient base.

The hospital also functions as a referral centre for
SA’s 40 provincial hospitals and medical facilities in
neighbouring countries and is the largest teaching
hospital for medical students from Wits University.

The upgrade was a public: f'grivate partnership be-.

“ 1 tween MSD, which’ontribuitd R1 5m. ‘the Ganteng
L health dopitment, which aid RS0 08 jandthe S&
Institute for. Medical. Begearch, 2. stajutory

rostitted froim’

: 1996 %
ted’a “disturbing” picture, the

felt the:quality of caré was poor-and equipment in-
adequate; while 57%.said, emergency care facilities
~wereingufficient. , . ;o i T e .
=:The new ward is divided into five sections, each
staffed by two nurses, two doctors, a registrar and an
intern. This. “dramatically improves the quality of
care”, 5aid project co-ordinator Dr Ivor Katz. =

JUDGMENTINBRIEF - -

A recent court judgment of interest to business

NBS Boland Bank Bpk v One Berg River Drive
CC, Witwatersrand Local Division, 8 April 1998,
B Southwood T . .

MORTGAGE bonds passed by One Berg River
Drive in favour of NBS Boland Bank provided that
specified interest rates would be ;;layable on the
loan advanced, or such rates as t i

bond provided that the NBS could vary the rate of
interest and could increase the monthly repay-
ments so as to ensure ultimate payment of the
whole bond within the period of the bond.

The NBS brought an action against Berg River,
claiming amounts outstanding in terms of the
bonds. The parties agreed that the point of dif-
ference between them was the legality and en-
forceability of clause 14. Berg River argued that
clause 14 was void because it was vague, having
left the determination of the interest rate com-
pletely within the discretion of one party, the
NBS. The NBS argued that in interpreting the
provision, enforceability rather than unenforce-
ability should be sought; furthermore, that the
NBS's discretion was to be exercised reasonably.

The judge said that it was a principle of our law
that when a term of a contract depends entirely on

_the will of one of the parties to determine the ex-
“"tent of gerformance of either party, the contract is
o Vyﬁﬂef it was true that a contractual term
should be intetpreted so as to be enforceable,
ather: than ‘tinenforceable, the provisions of
1148 14 gavé the NBS an unfettered discretion to

X

hich painted s y B .‘W the interest rate. The discretion did not have
aid. In the Sarvey 96% of the respondants’ | St Be

eéxerciséd reasonably. Clause 14 was there-
.~ fore unenforceable.

. T Advocate Mark Stranex’s feature appears every

‘Friday. Full transcripts are obtainable from e-
mail lawpub@global.co.za or fax 011-337-6634 or
http: [/ www.lawpublisher.co.za.
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Government |
writes off

R1-bn taxes
PARLIAMENTARY BUREAU @D)

The Government has written off
almost R1-billion in tax as

n'recoverab e m st three
years g

Fmance mlster revor Manuel
disclosed this in Parliament in reply
to questions by Ken Andrew of the
Democratic Party.

Mr Manuel said R310-million was
written off in 1994-95, R305-million the
following year and R289-million last
year.

Reasons for droppmg attempts to
collect the tax included insolvency,
impossibility of tracing debtors,
debtors who had no assets or income,
the State Attorney being unable to
collect ountstanding debts and legal
action being uneconomical.

At the same time, Mr Manuel
released figures showing that R59,8-
billion was collected in individual tax
last year.

People in the Western Cape con-
tributed R8,8-billion in individual
tax, in Gauteng R33,9-billion and in
KwaZulu Natal R6,8-billion.

Company tax collected last year
totalled R19-billion.




Receiver takes a tough

JOHAN SCHRONEN
STAFF REPORTER

Tax dodgers beware - big brother is
watching youz.

That’s the message from South
African Revenue Service regional man-

ager Stan Shrosbreg, after the arrest of .

two Wynberg doctors who are alleged to
have not paid R8miltion in tax over the

pasttwo years.

The doctors appeared in the Magis-
trate’s Court in Worcester yesterday on
charges of evading income tax and
value added tax. They were released on
bail of R100 000 and R50 000.

Mr Shrosbree said the Revenue Ser-
vice had made every effort to accommo-
date people who owed tax.

“We’ve been lenient. After two

line with t
ART Ao [7]44

amnesties, there are still people out
there holding back tax.

“The new, restructured Revenue
Service employs a team of legal experts
tasked to attach and liguidate assets
when necessary,” he said.

A more aggressive approach had
been adopted to recoup as much as pos-
sible of the R12-billion owed.

Mr Shrosbree warned that the ser-

@&&

dodgers

vice would target all offenders, from
small business to large companies.

“I encourage people who have not
yet paid their taxes to come clean and
contact us. Rather come to us before we
find you,” said Mr Shrosbree.

He could not promise any “special
treatment” for people who wanted to
defer payment, but said he would treat
each case on its merits.




Provincial administration of ta st 1l under debat

Lynpa LoxtoN

Cape Town — There were still
considerable doubts about whe-
ther provinces had the capacity
to administer their own taxes,
Trevor Manuel, the finance min-
ister, said yesterday.

Wrapping up the debate in the
national assembly on the Divi-

sion of Revenue Bill, which allo-
cates shares of the national Bud-
get to the provinces, Manuel said
the issue would again be dis-
cussed by the budget council and
the Katz commission at a meeting
starting today. “It is an unre-
solved matter,” he said.

“Revenue raising is ultimate-
1y dependent on capacity because

Nﬂ”

once you have given that
and you deepen and worsen the
levels of tax morality because of
an incapacity within provinces to
collect, it is virtually impossible
to recover and you will be intro-
ducing further distortions into
the system.

“From our last discussions
with the Katz commission, there

is no dls(%e on3;1e principles,

but there is a decided caution on
the part of the commission about
the speed with which you trans-
fer these powers to provinces.”

Manuel said it was recognised
that unless the provinces could
raise their own revenues, they
would tend to spend more than
they were allocated.

—
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Two-year wait before provincial taxation wo,mwm cmmo@mw_wommzq

Kevin O'Grady

PROVINCIAL taxation powers provid-
ed for in the constitution and lobbied
for strongly by the Financial and Fiscal
Commission (FFC) are unlikely to be
granted for at least two years because
the SA revenue service (SARS) cannot
collect and distribute tazes regionally.
It was believed that legislation reg-
ulating i by the provi
would be in place this year. mmoﬂm<m~._
the legislation has not been drafted
and the Katz commission has yet to re-

port its recommendations on the sub-
Ject. It is understood that when the
commission reports in the next few
weeks, it will say the SARS needs
about two years to develop the i

by Finance Minister Trevor Manuel
last week about ‘the macroeconomic
risks inherent in empowering the
provinces to raise revenue.

Ci issi Pierre du Toit said

to differentiate between taxpayers in
the various provinces and to return
taxes to the regions. ,

The Budget Council, which consists
of the provincial and national finance
chiefs, met at the weekend to discuss
the issue and was briefed by cornmis-
sion chairman Michael Katz. This fol-

the main difficulty in granting taxa-
tion powers to provinces was that it
“presumes a revenue and expenditure
infrastructure that does not exist”,
Speaking in his personal capacity,
Du Toit said he would prefer to see tax-
es continuing to_be collected “at the
most effective point” and allocated by

lowed concerns raised in Parli

1 gov “with the real

. =30
credibility of c] ices”.
The move towards a federal taxa-
tion approach when a federal system

principl® that the provinces ‘should be
able to levy tax, and while legislation
moednn.:.bw the SARS allowed it to &M
er b ional an

did not exist was “very good tu
ally but has no basis in reality”. It
would be a formula for tremendous
wastage and inefficiency.” Lo -

Du Toit said the commission was
looking at two options for the provinces
-— a surcharge on personal income tax
and a fuel levy which would be the eas-
iest to collect and distribute.

FFC researcher Kuben Naidoo said
that while most stakeholders agreed in

E— T s g TRSAIRR T Y uninron T

C

m .

rovincial taxpayers, the major stum-
wﬁnw block was that the SARS did not
yet have the capacity todothis. -
The FFC also felt that Manuel was
“still cautious” about provinces getting
tax powers because of the risk to the
25% tax-to-GDP ratio aimed at by gov-
ernment’s macroeconomic policy if
provinces raised taxes above the room
created for them at national level.



Spurn tax

207 04 1)o]4

Kevin O’Grady ~
MOVES to give the provinces taxation
powers are likely to be spurned by most
provincial governments which believe
only Gauteng will benefit significantly.
Provincial taxzation powers, which
are provided for in the constitution and
which the Financial and Fiscal Com-
mission (FFC) believes should be
granted soon, are the subject of the
Katz commission’s eighth report, due
out within weeks.
A number of finance MECs said the
provinces were also likely to take a dim
view of suggestions that they, rather
than the SA Revenue Service, be re-
sponsible for collecting taxes that they
were empowered to levy. This was one
of the options being looked at by the
Katz commission,
Its report, on which the Budget
Council was recently briefed, is under-

Provinces likely to

POWCTS

stood to say that it will take at least
two years before the revenue service
has the capacity to collect and dis-
tribute taxes regionally.

Gauteng finance MEC Jabu Mole-
keti said a shorter-term option under
consideration by the Katz commission
was the imposition by provinces of bed
levies, or a wider tourism tax and hos-
pital charges.

Bed levies, however, are likely to
come under fire from the industry for
being inequitable. Citing similar rea-
sons, the major hotel groups resigned
from the SA Tourism Board’s volun-
tary national classification and grad-
ing scheme recently, resulting in 80%
of Satour’s bed levy funding mecha-

nism drying up.

Moleketi said some of Katz’s propos-
als “put some provinces in a better

Continued on Page 2
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Continued from Page 1

le
iti others. For example,
%o:\lxtbgr!:g i.tvl"‘glrllld benefit more (ﬁ'o)n:, a
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cau‘?vehiitle ?feaw:fx grprefer the reven:se
service to collect an; provincial a}.mvxv "
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ion i uncil levies.
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i i ut how
Miller was sceptesl BLCES from taxa:

i ince wo!
:lilosnp;g;}::s and insisted that, shoullltl
the powers be granted, the rlelve:}on
gervice should be the only col :zc xu.
ency. “The situation in Kw

*Il\lgatal is desperate regarding our ahil-
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B ity to deliver pervices.

blight our ecouomy.”
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!c)ountability if pl‘OVl!lClﬁl c%gwﬁ?;x;hey
ding taxes colle 0
w‘*'(‘;,f;’ eol;,ger%er suggested tlus, co i
be a reason for some provinces av -
gion to the idea — that they arle m e
comfortable with their inevitab! afl o(\lr -
spending if they cannot bg ¢ tee d
account by a provincial electozate.
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lop Revenue

jobs set

PRONALD MORRIS
JUSTICEWRITER _ 4 %

il
THE appbintment in 1992 by the

Revenue Services of two directors
into posts for which they were not
qualified, has been a costly blun-
der, the Cape High Court hasruled.

This emerges from a judgment
on Friday by Judge Selwyn
Selikowitz in an action in which
George Provan sought a review of
the Revenue Service's decision not
to appoint him to the post of direc-
tor in either of two vacancies he
had applied for.

The judge set aside a decision
by the chairperson of the Public
Service Commission, the director-
general of the Department of
Finance or the chief executive offi-
cer of the SA Revenue Services to
appoint W] Reitz and ] N Gouws to
the vacancies. ‘

The question of the appoint-
ment of Provan to the rank of
director with effect from Novem-
ber 1, 1992, together with the
attendant benefits such as back pay
and increased pension benefits had
to be considered afresh, the judge
ordered.

The judgment may unleash

officials, an observersaid. ¢ ()
Provan, who retired last year,
worked for Reveniue Services for 34
years and was highly qualified,
/having obtained the degree Master
o

f Laws (Tax) at UCT i, 1991,
Hiswoes started in Sept

similar actions by other revenue -

aside
0

1992 when he applied for the post
of director in vacancies in Bellville
and Port Elizabeth.

He was unsuccessful and the
Bellville post went to Reitz and the
Port Elizabeth vacancy was filled
by Gouws, both deputy-directors at
the time.

Provan contended that Reitz
and Gouws should not have been
appointed as they did not have the
prescribed qualifications even
though they had more years of ser-
vice than he. He also said that the
appointment process itself was
irregular.

Provan lodged a grievance and
after having exhausted internal
remedies, sought a review in the
High Court.

The judge said it was clear the
appointments of Reitz and Gouws
had followed a selection process
that was made essentiaily, if not
exclusively, on the basis of select-
ing the most senior applicant. No
interview was held with any of the
candidates for either post.

Further; no consideration had
been taken of the level of training,
relative merit, efficiency and suit-
ability of the candidates for the
posts, the judge said.

The respondents were ordered
.4 to pay the costs of the review appli-

cation.

Les Rose-Innes, SC, and Mark Sher,
instructed by Terence Matzdorff appeared
for Provan. André Qosthuizen, instructed
by the state attorney, agpeared for the
respondents.

p—




Revenue collection

‘oreatly im

THE SA revenue service (Sars) report-
ed yesterday an increase in PAYE,
VAT, income tax and customs tax
yields over the past year after a suc-
cessful campaign to improve revenue
collection.

Service advisory board chairman
Judge MM Corbett said recent im-
provements showed a 12% increase in
registered tax-payers and an 8% de-
crease in the 2,6-million outstanding
tax returns.

Corbett said the backlog of assessed
returns had been reduced by a third
and extra staff were employed between
4pm and 7pm to telephone and remind
taxpayers who had not yet submitted
their returns.

PAYE audits recovered R193m in
tax payment or underpayment for the
1997 tax year. “The target for the re-
covery of PAYE resulting from these
audits for the financial year ended
March 31 1998 was set at R170m.
Achieved recovery amounted toT 319m
— anincrease of 87,29%,” Corbeut said.

VAT audits yielded a 16% increase
inrevenue.

Corbett said income tax audits were
not as successful and although the
number of audits in the 1998 financial

roved’

qg (za0
year mcrea ed by 9%, the actual value
of the net results dropped by 3%.

The revenue service aimed for an in-
crease of R150m in customs revenue to
balance the neglect of the administra-
tion of customs during SA’s trade iso-
lation apartheid years.

The British customs authorities are
advising on rectifying the undervalu-
ation of goods. A follow-up project
called Project Prisma is improving
times for bill-processing and targeting
consignments for examination to de-
tect falsely declared and smuggled
goods. During the past few months cus-
toms has made eight drug seizures at
Wits Post (an international post and
parcel depot) and two at Johannesburg
international airport.

To counter cross-border smuggling,
Sars hopes to have customs staff at all
land border posts.

Corbett said: “Improved efficiency
and effectiveness in revenue collection
will in due course benefit honest, com-
pliant taxpayers by broadening the tax
base and thus eventually lightening
the load on these tax-payers. At the
same time, tax-evaders and defaulters
are becoming aware they had better
comply.” — Sapa.




Govtreviews tax holiday scheme after ‘disappointingly A

Tim Cohen
and John Dludiu

HAMBURG — Government’s tax holiday
scheme has attracted “disappointingly few
applications”, prompting a review of the
Momn% to improve its attractiveness, a Jo-
annesburg-based consultancy says.

In a four-year study by BusinessMap on
foreign direct investment, the consultancy
said the tax holiday scheme accounted for

direct investment of about R1,7bn.

The regional industrial development
programme had attracted direct invest-
ment worth R2,7bn between 1994 and 1996,
when it was phased out.

The small number of applications for the
tax scheme was due to requirements that
only new and totally ring-fenced projects
could qualify for benefits. As a result, the
trade and industry department was adjust-
ing its regulations to make it easier for ex-

isting companies to expand operations.

Although government has admitted its
disappointment with the scheme, which se-
nior public servants say has attracted about
50 companies and created 20 000 jobs, it be-
lieves other programmes, such as the sup-
port programme for small manufacturers,
are yielding results.

Several other support schemes, includ-
ing the sectoral strategies, are also under-
stood to be under review, although officials

have said the reviews are periodic.

Government officials have said the pol-
icy framework is right and just needs ef-
fective implementation.

The consultant’s report said foreign di-
rect investment in SA had increased sub-
stantially in SA since 1994 to a curiént total
of about R40bn, but the increase was large-
1y dependent on government privatisations.

It showed R6bn was invested' in 1994,
R5,5bn in 1995, R9%bn in 1996, R14bn last

year and R5,5Prrso far this year. C

The privatisation of Telkom was the
main contributor to last year’s incréase,
with strictly private sector investment in
fact dropping slightly. .

The same trend was noted this year with
about 20% of the investment coming from
the sale of the Airports Company to Italy’s
AeroportidiRoma. - . k

e’ US remainéd the largest single
country invéstor, followed by Malaysia and

the UK. Asian investment was slowing
down and the UK was likely to become the
second-largest foreign investor.

Mergers and acquisitions were the main

" type of foreign direct investment, account-

ing for about R23bn. Then followed expan-
sion, with greenfields investment account-
ingfor about R7bn.

The top sectors were telecommunica-
tions, dominated by the Telkom privatisa-
tion, then energy, followed by vehicles.
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Cosatu calls
for more tax

from the ric
Reneé Grawitz ?ﬂa
THE Congress of SA
Trade Unions (Cosatu)
yesterday adopted a
comprehensive  fiscal
policy that calls for flex-
ibility in the setting of
the country’s budget
deficit, and for increased
tax revenue from compa-
nies and wealthy indi-
viduals during “periods
of reconstruction”,

Delegates at the fed-
eration’s central com-
mittee meeting yester-
day also resolved to call
for the scrapping of SA’s
foreign debt and to de-
mand that government
introduce the pay-as-
you-go system in the
public service pension
fund. The introduction of
this system, the federa-
tion argued, could free
up billions which could
be used to reduce the
deficit.

Amid rising concern
among delegates about
the demutualisation of
companies like Sanlam
and Old Mutual, the
meeting resolved to op-
pose  demutualisation
and to raise the matter
within the African Na-
tional Congress alliance.

Cosatu general secre-
tary Mbazima Shilowa
informed delegates that
Sanlam had approached
him yesterday to discuss
the federation’s opposi-
tion.to demutualisation
and its fears that this
would lead to capital

flight.

SA Clothing and Tex-
tile Workers' Unjon as-
sistant general secretary
Ebrahim Patel said pub-
lic debate had to take
place on the matter with

“otiithe back
demutualisation’;would




Tax rands help fast-track

NWNQ

Ifall goes to plan,
controversial Aids
drug Virodene could
soon get the go-ahead,
reports Andy Duffy

team of top medical ex-
perts, funded from the
public purse, has been
helping prepare the con-

troversial Aids drug Virodene for
clearance for human trials.

The group, established by the
Medicines Controi Council (MCC),
is working closely with Virodene's
private owners to eliminate poten-
tial scientific problems with the drug
before a formal application goes to
the MCC to begin trials.

The experts’ work will continue
as long as they are needed. The
drug’s new owners believe they are
Jjust weeks from securing the MCC's
approval for human trials.

‘The company that has just bought
the rights to the drug, Virodene
Pharmaceutical Holdings (VPH),
hopes it can clear that obstacle with-
in weeks. It wants to include the re-
fined results of its original illegal hu-
man trials as evidence that the drug
works.

If or when the MCC committee is
satisfied, an official application to
begin tests on healthy humans will
be submitted.

MCC chair Helen Rees says the
creation of the special committee
and its extensive efforts for a private
company are “unusual”. But the gov-

=§§E§§tgi§.

“ers in their field, Rees says, who

‘bave spent “hundreds of person

hours” on the Virodene project.
“The committee has spent an
enormous amount of effort giving

ernment has i ified the
of Aids as a priority, she says, and
the council is duty-bound to help the
development of a potential treat-
ment. She adds, however, that no
other potential treatments are cur-
rently enjoying such MCC attention.
1t is also understood that former
MCC chair Peter Folb proposed the
creation of a special committee last
year in part because of the politicat
and public flack the MCC was catch-
ing over its opposition to Virodene's
trials.

Folb is believed to have come un-
der intense personal pressure from
both Deputy President Thabo Mbe-
ki and Minister of Health Nkosazana
Zuma over the issue. Folb quit as
chair two months ago. He declined
to comment this week.

The special committee, formerly
chaired by Rees, includes a tuxicol-
ogist, clinician, pharmacologist and
rublic health specialistr — all lead-

them sci ” she adds.
“Council can't write [their applica-
tion] for them. This is really to
direct them about where they're
going wrong.

“[Its creation] was unusual but it
became clear to the MCC that there
was public confusion about what
was going on ... The MCC was seen
as being obstructive and difficuit.”

The council under Folb blocked
four applications by Virodene's re-
searchers to begin clinical trials. It
claimed the had flouted

irodene

m+er »»\wnm\ii

‘bers stood up to applaud following
the Virodene ion,

ernment. “The ANE and govern-
ment h o

‘The MCC's stance put it on a col-
lision course with Mbeki and other
‘high-ranking African National Con-
gress officials. Folb quit after Zuma
decided to replace the council with
a new regulatory authority, due to
start up in September.

Virodene that I'can see,” says VPH
‘manager, Joshua Nxumalo. <
Nxumalo says he did not help
arrange meetings between Viro-
dene’s researchers and senior gov-
ernment officials — contrary to the
claims of other VPH shareholders.
He says he is merely a businessman,

Nxumalo says he went into busi-
ness in 1992. Months before the 1954
elections, he joined the National Par-
1y in its last-ditch efforts to win votes
in Soweto — but he says he wasac-
tually working undercover as a
“mole”.

“It was an intelligence matter,”
Nxumalo adds. “I fought for years to
destroy them [the NP]. This was a

of other

ic move to them.”

be Virodene have

- now met the concerns of the
special committee about the
drug’s dosage and toxicity (its main
component is a harmful industrial
solvent). The committee has still to
be convinced that it actually works.
Zuma is overseas and a repre-

procedures and that the drug was ac-
tually dangerous. The council also
called in the police to probe contin-
ued Virodene sales,

Such opposition was particular-
ly embarrassing for Zuma. She had
personally arranged for Virodene's
researchers — and some of their hu-
man guinea pigs — to go before the
rest of the Cabinet to appeal for pub-
lic fundinp. Several Cabinet mem-

from Mbeki’s office could
not be reached for

a
black businesses that now control
VPH.

His background, however, is a cu-
rious one, pointing to both military
and intelligence work for the ANC.
Nxumalo, known as the general,
says he went into exile from 1976
to 1989 and beeame a senior
ps ;

But Rees says there has been no
pressure from Zuma or anyone else
in government on the committee’s
work or the drug’s development.
“What everyone recognises is that
the MCC's scientific decision has to
be seen to be beyond reproach,” she
adds.

VPH also this week dismissed
any link between itself and the gov-

<
der operating out of Swaziland and
Mozambique, reporting directly to
the party’s national executive com-
mittee.

‘The ANC’s detailed submission
last year to the Truth and Reconcil-
iation Commission on its MK struc-
‘tures in that period does not, how-
ever, name Nxumalo among its op-
eratives.

Nxumalo says his partner and sole
commander in the project was for-
mer Robben Island inmate Vronda
Banda, a friend he had known since
childhood.

Banda was shot dead in March
1997, around the same time Leanard
Radu, deputy police commissioner
and former ANC security chief, was
killed in a car crash. Reports at the
time speculated that Band and Radu
had been working to dig out in-
formers in the ANC’s ranks.

The ANC, however, says Banda
‘was a real NP member, and that itgdid -
not sanction any pre-election initia-
tive to infiltrate the NP. Nxumalo
says: “He [Banda] was a loyal cadre;
his loyalty was beyond question.”
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Katz suggests

fuellevyasa

ks

Kevin O'Grady

TAXATION powers should be devolved
to the t%rovim:es through a fuel levy
rather than a surcharge on personal in-
come tax, the Katz commission of in-
quiry into SA’s tax structure recom-
mended yesterday.

This was in direct contrast to pro-

posals tabled by the Financial and Fis-
cal Commission (FFC),” which dis-
missed the fuel levy option as likely to
give too low a yield in the long term. It
argued strongly in favour of a personal
income tax si e with room
created for this at national level.

However, the Katz commission said
a 5% personal income tax surcharge
would roughly equal the total revenue
take of the existing national fuel levy,
which is expected to generate R14,4bn
thisfiscal year. :

-Anocther option was for provincial
government surcharges to be placed on
the national fuel levy, with the “obvi-
ous mobility” of vehicles acting as a
check on excessive surcharges.

But neither an ‘income tax sur-
charge nor a fuel levy were ideal short-
term proposals and it would not be in
the national interest for legislation
regulating tax devolution to be pre-
pared “with undue haste”, the commis-
sion said in its seventh interim report.

Despite the contention that tax de-
volution would prompt more fiscally
resp AR duct and + "l‘ility
in the provinces, “it is important to
bear in mind that a contrary view is
that accountability begins on the ex-
penditure side. On the basis of this lat-

A

provincial tax
vt (7a0) |1

‘need for a systemn.of equalising ‘grants

ter view, the necessity to imiplemént
tax devolution in haste is diminished”.
Preferable short-term options were
a land tax — the subject of an upcom-~
ing commission report — and non-tax
revenues such as user charges and fees
which could be devolved immediately.
The commission said a lack of ca-
acity in the SA revenue service
?SARS) was central to its opposition to
the FFC’s personal income tax propos-
als, while the creation of provincial tax
collection capacity was “strongly
posed”. Even though it was “a highly
vigible tax, it is outweighed by the dis-
advantage of imposing a burden en the
administrative c‘zR)acity of the SARS. It
also does not result in Accountability in
theprovinces.”":;, ~+% 4w
other drawback was that richer
grovinces would derive more benefit
om the surcharge option, creating the:

to the benefit of poorer provintes. In
this case, “one could am‘gell rehﬁmi}:o
the revenue-sharirig opfion that coultt
have been intituted at the/ beginniog
of this tax assignment exércise™. ? §
On the other hand, the conimisgion
was “comfortable that the fuel levy can |}
probably bepimplemented with a rin- |’
t an B

of sg}e with “relative ease”.

I 'y . i ' ex-
pressed a “major concern” about the %
possible avoidance of surcharges in
certain provinces by people filling their

Continued on Page2 f
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Continued from Page 1

icles outside those provinces.
Ve}ﬁel‘e was also the possibility that
some provinces, due to their location,
would not benefit from their ability to
| adjust the surcharég as they would not
ield sufficient traftic. .
yleThe commission suggested that in-

terprovincial competition to attract

rmine maximum and minimum
es for a fuel levy. . )
1patIt also recommended that illumi-
nating paraffin be excluded from the
levy and that tax be levied at the point
of final retail sale. .

The commission’s cautious ap-
proach is likely to be welcomed by the
provinces, the poorest of vyhlch have
been sceptical about the likely bene-
fits, and have said they will fight
moves to devolve taxation powers.

ﬁgomers would obviate the need to
%
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Cape Town — The Katz commission yes-
terday recommended a cautious ap-
proach to granting provinces taxation
powers, possibly starting with a land tax
or a fuel levy.

In its seventh interim report, the com-
mission said it was “not in the national
interest” for laws allowing provinces to
levy taxes to be “prepared with undue
haste”.

This was because of the limited ca-
pacity of the South African Revenue Ser-
vice and provinces to collect taxes effi-
ciently or effectively, and the risks in

weakening central government’s control
over tax policy and fiscal stabilisation.

A gradual transformation into a sys-
tem of tax devolution was preferable, the
commission said.

Without wishing to prejudice the out-
come of its report on land taxes, it said
the “imposition of a land tax may be a
first step”.

It examined the available options
and said a surcharge on personal in-
come tax would not only be unconstitu-
tional but would be difficult to adminis-
ter. It would also given richer provinces
an unfair advantage over poorer
provinces.

A surcharge on the fuel levy had

Commission in@f@ ruml)n Wtaxes

greater possibilities, but only in the medi-
um term. Problems included the likeli-
hood of cross-border shopping to avoid
high levies in some provinces, which
could create economic distortions and
make the system difficult to police.

The fuel levy raises about R14,4 bil-
lion a year, or 15,9 percent of total
grants to the provinces by the national
government.

The commission advised against
granting the whole levy to the provinces
and said their levies or rates should be
capped to ensure that the government
met its aim of ensuring the total tax bur-
den was not more than 25 percent of
gross domestic product.
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Kevin O'Grady

POSITIVE reaction has followed this
week’s release of the Katz report on
provincial taxation, with provincial fi-
nance MECs lauding the commission’s
cautious approach to tax devolution.

The Financial and Fiscal Commission
(FFC) has maintained its position, de-
spite contrary recommendations by the
Katz commission.

The commission all but ruled out an
FY¥C proposal that provinces be allowed to
levy a surcharge on personal income tax,
saying that the SA revenue service

(SARS) would not have the capacity to ad-
minister this.

It suggested the assignment of the na-
tional fuel levy to the provinces, or allow-
ing provincial governments to impose a
surcharge on the levy, as a more viable
medium-term alternative. In the short
term, provinces could make use of nontax
options to boost their revenue, the com-
mission suggested.

FFC chairman Murphy Morobe said
yesterday that he did not believe the com-
mission’s report was completely inconsis-
tent with the FFC’s recommendations. -

This was particularly so given that the

740

commission acknowledged there could be
benefits in a dual fuel levy/income tax
mE.onH%o system as a method of estab-
lishing the most suitable system for SA.

Morobe agreed with the commission
that the fuel levy option would be the eas-
iest to administer, but disputed the com-
mission’s assertion that it was likely to
generate as much money for the provinces
as an income tax surcharge.

“It will mean something for Gauteng,
but what will it mean for the Northern
Cape?” he said.

Morobe said the FFC maintained the
position that provinces should be granted

rto
o imﬂm

taxation powers sooner rather than later,
despite the commission’s warning against
“undue haste”.

“The FFC has been making a very
strong case for accountability in the sys-
tem. Delays prolong the situation where
provinces continue to spend without ac-
countability. It’s a very strong position
that we still argue for,” he said.

The FFC had discussed the issue of
lack of capacity at SARS with the tax col-
lector mﬁm “we never really saw it as a
complex problem”.

“The way forward now is for govern-
ment to look at both recommendations

and make a decision about which route to
follow,” Morobe said.

KwaZulu-Natal finance MEC Peter

Miller welcomed the Katz report’s rejec-
tion of the income tax surcharge option.

“Ifwe had gone ahead with that option,

the only ﬂmgibam which would have

scored wo!

d have been Gauteng, while

Western Cape and KwaZulu-Natal would

possibly break even.

All the other

provinces would be worse off,” he said.

North West finance MEC Martin Kus-

cus concurred that there would be limited
benefit from provincial taxation powers
for the poorer provinces.
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Efﬁclency at SARS ‘will take years’

Lyipa LoxTon
PARUAMENTARY CORRESPONDENT

Cape Town — The office of the
auditor-general warned yester-
day that it would still take several
years to ensure greater efficiency
and effectiveness in the South
African Revenue Service (SARS).

In its report on the service’s
accounts for 1996-97, the office
was particularly critical about
the “totally inadequate” collec-
tion of customs and excise duties
and the unauthorised expendi-
ture of R9 million because of the
failure to comply with Tender
Board procedures.

It said the fact SARS was gran-
ted autonomy last October was ex-
pected to “solve many of its his-
torical problems, which include
inadequate and inappropriate
staffing levels and infrastructure.

“As it will take a number of
years to design and implement

wr)12]8 |

effective sys(ms and develop
expertise, several of the key find-
ings set out in this report will
still be applicable for a number of
years,” the report said.

Some corrective steps had al-
ready been taken, but the office
warned that it was “extremely
important that continuing efforts
be made and pro-active steps
taken to solve all the depart-
ment's major shortcomings”.

It found that SARS had been
able to increase revenue collec-
tion by about R20 billion to
R147 billion in 1996-97, represent-
ing an increase of 15,57 percent.

But staff shortages continued
to dog the processing of assess-
ments, which was described as
“poor and ... based on incomplete
or unreliable information”.

Controls to ensure everyone
was registered as a taxpayer were
“not satisfactory” and it was im-
possible to determine if all eligi-

9 ~ (za0)

ble people had been registered.

Employees’ tax reconcilia-
tions were not submitted on time
and were not checked properly.
Inspections were not properly
planned, executed or reported on.

Debit collection was also inad-
equate, as shown in the “signifi-
cant increase” in outstanding
taxes compared with the previ-
ous year. Individuals showed an
increase of 20,5 percent and com-
panies 21 percent.

SARS had been unable to cope
with the increase in the number
of tax returns by companies, and
the granting of deductions and
allowances had been irregular.
The Sandton office continued to
be particularly weak.

The newly established tax on
the retirement fund industry had
revealed several shortcomings,
possibly because of the short
time frame that was allowed for
its implementation.
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SARS clampdown.

f

THE SA Revenue Service (SARS) has
evaluated more than 550000 busi-
nesses and individuals from October
last year, when its tax clampdown be-
gan, to March this year. '

It said fyez-ﬂ;erday most evaluations
had been for income tax payments, of
which 26% were found to be in default.
On value added tax (VAT) and pay-as-
you-earn evaluations, the default per-
centage had also exceeded 20%.

The default rate has come down
since the clampdown started, when it
was closer to 30%. o

The SARS’s drive to beef up tax col-
lection is paying big dividends this fis-
cal year, causing economists te spec-
ulate that revenue could again exceed
budgeted targets despite weak eco-
nomic growth. . R

Usually weak growth in gross do-
mestic product (GDP) — likely to be
about two ercentage points below gov-
ernment’s budgeted 3% — results in a.~
lower tax take. But, despite the slug-

lowers
(z;a) 20 20

Greta Steyn

ish economy, VAT and income tax col-
ections are -doing well, probably re-
flecting the SARS’s improved capacity
now that it is more autonomous.
An SARS spokesman yesterday de-
scribed tax collection so far this
year as encouraging; but said it was too
early to predict that there would be a
revenue overrun for the year. He said
measures had been taken to improve
VAT and income tax collection, but fur-
ther analysis would be needed to say
with certainty what the reasons for the
increased collections were. - -
Latest excheqlter figures showed
that revenue was about 10% higher af-
ter the first four months of the fiscal
year. This compares with a budgeted
mcrease of 9,3% for the year as a whole.

- Year on ‘year, revenye in April rose

13% — the fourth congecutive month of
double digit growth. -JP Morgan
economist Peter Worthington said SA
once again seemed set for ah overrun in
revenue which would offset expendi-
o it
s

Continuedon Page?
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Continued from Page 1

ture slippage. /) 20/8 / 78

Equisec economist Dawie Roodt
predicted a sizeable revenue overrun of
about R3bn for the fiscal year.

Another economist said one of the
spin-offs of healthy tax collection in the
face of weak GDP was that SA’s effec-
tive tax burden would rise.

8A’s budgeted tax burden is already

higher than the target of 25% of GDP in
the government’s growth, employment
and redistribution strategy. Finance
Minister Trevor Manuel budgeted for a
tax ratio of 26,5% of GDP this fiscal
year, but the eventual outcome was
likely to be higher.

On the spending side, economists
are also predicting an overrun, but not
enough to do serious damage to the
deficit target of 3,5% of GDP.

Spending for the first four months of
the fiscal year was up 8,5%, against a
budgeted rise for the full year of 6,4%.




JOHAN SCHRONEN
CrmE CORRESPONDENT

The taxman is set to swoop on
businesses in a bid to get his hands on
nearly R1-billion he believes he is owed ..
Stan Shrosbree, SA Revenue Service
chief for the Western and Northern Cape,
said the end of the month would be “dooms-
day” for businesses withholding value-
added tax and income tax collected from

Cape business people_fu

clients and employees.

Tax defaulters could expect to be arrested
and appear in court if they failed to pay out-
standing amounts.’

This follows a meeting between the rev-

enue service and the attorney-general’s

office at which it was decided to prosecute
offenders. .

Peter Maspero, the SARS legal chief, said:
“We are going to fill up the courts for three
days with people from all walks of life, from

A0 )
the small one-man wNé to high-profile busi-
ness people and professionals.”

Mr Shrosbree described tax defaulters as
“financial gangsters” stealing from the
nation’s coffers. A recent audit showed the
business and professional sector owed more
than R900-million in taxes.

Mr Shrosbree said employers and VAT
vendors had been “misbehaving on an
increasing scale” which had prompted the
meeting between the revenue service, its

ce arrest in

ARG 2]9(98

legal team and Deputy Attorney-General
Bruce Morrison.

“We found that people have been collect-
ing money from their clients and employees
in the form of VAT and PAYE but have failed
to pay it to the revenue service,” he said.

“After setting up a legal division staffed
by attorneys and meeting Mr Morrison, we
are ready to start the first round of prosecu-
tions towards the end of September.

“From the end of this month, tax
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NGOs seeking tax exe:

David Greybe

CAPE TOWN — Parliament pledged yes-
terday to speed up the process to determine
whether nongovemmental organisations
(NGOs) should qualify for more tax breaks.

This followed a warning by NGOs that
foreign funding was drying up and that
thousands would fold unless government
legislated for increased tax exemption and
deductibility before next year’s elections, to
encourage greater corporate and individual
donations.

The warning came at a joint workshop
organised by the finance and welfare port-
folio committees and the SA National NGO
Coalition — which represents more than
4 000NGOs.

Parliamentary welfare committee chair-
man Cas Saloojee said he was in favour of
public hearings before the end of the year,
even though Parliament would be in recess,
on whether NGOs should get bigger tax
breaks.

Saloojee said he would consult the chair-
men of the finance committee and the re-
construction and development programme

committee about the three committees
holding a joint public hearing.

The NGO coalition has, since the 1994
election, lobbied government and the Katz
Commission of inquiry into SA’s tax
structure to broaden the definition of NGOs
which qualify for tax exemption and de-
ductibility and to increase the tax
deductible contribution for companies and
individuals.

The decision to seek a public hearing this
year followed the announcement yesterday
by the finance department’s director for tax
policy, Martin Grote, that the Katz report
on the matter would be released by the end
of October.

Alison Tilley, Black Sash advocacy co-
ordinator, blamed government, and the fi-
nance department in particular, for the
long delay in finalising the matter of
whether NGOs should get more tax breaks
in line with international trends.

Tilley said the reason  government
lacked the political will on the issue was
probably linked to the fact that NGOs were
often critical of government policy and its
administration.

g (]

1" a4 §
She pleaded, “in tl Bn%rge of social
stability”, for government to resolve the
matter as soon as possible one way or an-
other — even if it meant no new tax breaks
for NGOs — so the organisations could plan
accordingly.

However, Tilley warned the government
would be unable “to fill the gaps” left by
NGOs which folded because of a decision
not to award more tax cuts.

The NGO coalition argued that — based
on international research and experience —
& more favourable tax regime for NGOs
would, “far from reducing the fiscus, in-
crease the capacity of the state and reduce

' demands on the fiscus”.

For instance, a recent survey in India
had shown that corporate contributions to
eligible Indian projects would have been
64% less without deductions,

In the US studies had shown that con-
tributions were usually four times greater
than the tax lost, the coalition said.

The coalition has proposed that the tax
deductible contribution be increased from
5% for corporates and 2% for individuals to

10% across the board. 6D 8 q ’ qg




DAN SIMON

DRAMATIC turnaround has
been achieved in the collec-
tion of outstanding and

undeclared taxes and the identify-
ing of tax defaulters since the tax-
man implemented his TAX-Base
broadening initiative last
October.

Contributing to the success of
the initiative is the tax

, (330)
crpp)la|as ="
has also been reduce 33,3 efor€ October 1997, its work

during the same period.

SARS spokesperson Christo
Henning said audits of PAYE (Pay
As You Earn) and VAT (Value-
Added Tax) have also led to sub-
stantial increases in tax recoveries
while several projects to improve
customs and excise systems were
underway.

To this end, collections in both
these areas had already shown

department’s new-found freedom  increased revenues.
in hiring highly Although it
skilled individuals The number would take years to
at market related : ensure greater effi-
salaries since it was Of reglstered clency and effective-
granted autonomy taxpayers has ness within the
from the provisions | . SARS, tax officials
of the Public Service increased hy were nonetheless
Commission ayear | gbout 12,4% encouraged by the
ago. : successes achieved
According to the since October. to date, said Hen-
office of the SA Rev- oy ning.

enue Service com-
missioner, Trevor van Heerden, the
number of people registered as tax-
payers since October last year has
increased by about 12,4% and the
number of tax defaulters whose
returns are outstanding has
decreased by 8,8%.
The number of unassessed
income tax returns in SARS offices
e

Impacting signif-
icantly on the success of improving
the country’s tax collection base
was the fact that SARS is now an
autonomous arm of the state out-
side the Public Service Commis-
sion. This allowed SARS to appoint
highly trained professionals at
competitive  market-related
salaries. M

was frequently hampered by the
Public Service Commission’s provi-
sions relating to appointments and
remuneration packages.

“But this was bridged by the
SARS Autonomy Act of October
1997 when SARS was granted
autonomy. Since then we have
gone some way to restructuring
salaries and addressing staff short-
ages. We now have a mandate to
appoint and remunerate staff,” said
Henning.

He said that over the first six
months of the initiative (October
1,1997 to March 31, 1998) the
SARS had evaluated more than
550 000 businesses and individuals
in terms of income tax, VAT and
PAYE. “During this period, 430 000
entities were evaluated for income
tax and of this figure 113 608 were
found to be not registered, repre-
senting a default percentage of
26%. We also evaluated for VAT
and found that of the 87 583 enti-
ties evaluated, 18 447 were not reg-
istered representing a default per-
centage of 21%.”

Henning said of the more than
70 000 businesses and individuals
evaluated for PAYE, more than
16 000 were found not to be regis-



State saves billions
with clampdown
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PARLIAMENTARY BUREAU ( =a
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r [‘HE beefing up of the tax collectioh was paying dividends in that an
unexpected R3 billion had been collected this fiscal year due to
improvements in the collection of VAT and income tax

This was said by Ahmed Ally, Inkatha Freedom Party MP, yesterday in a
draft resohution before the national assembly. Ally said the SA Revenue Ser-
vice had evaluated more than 550 000 businesses and individuals since
October last year resulting in a decrease in the default rate from 30% to
26%.

Finance Minister Trevor Manuel said he was “pleased” by these devel-
opments brought about by improving the skills base of a now autonomous
revenue service. .

There has been a “beefing up overall in terms of style” and as part of
tax'base broadening by the the SARS. An indication of this was that the
SARS now send out people to knock on doors of businesses to check on reg-
istration and the status of their tax payments.

Business people were called at home after 4pm in efforts to improve tax
collection.

Manuel said while the revenue service was not trying to impose more
taxes, “we are trying to improve on professionalism and collect what really
isdue”.

“It is shaped by administrative improvement and this will place us in
better position to look at tax policy in future,” he said. “It is a situation of
continuous improverment. Figures for the first four months of the fiscal
year have shown that our revenue collection has improved by 10% over
last year and expenditure requests by eight percent.”

Manuel spokesman Logan Wort said while'the department had expect-
ed to do well due to the improvements in revenue collection, “they did
better than expected”.

He said the finance ministry and the department were intent on col-
lecting revenue from previously untapped sources. One such measure was
that with the increase in the amount allowed for off-shore investments
from R200 000 to R400 000, those wishing to invest off-shore first had to
have a clearance certificate proving that they had paid all their taxes before
they could invest off-shore.



illicit trader

as airports, harbours™
and border posts, would undergo

By Shadrack Mashalaba

S PART of its drive to recover
millions lost annually, the

country, su

transformation together with- cus-
toms and excise offices.

South African Rey Ser-
vices (SARS) ~ launched
another leg of its transformation pro-
gramme to tighten the grip on tax
evaders and illicit traders on Friday.

The latest initiative, called the
Custorns  Transformation  Pro-
gramme (CTP), will result in effi-
cient revenue collection and pro-
tection of the public from harmful
goods and materials.

It will also provide risk analysis
to deter illegal trading activities
thereby protecting  the local
economy, facilitating trade for legiti-
mate business and enforcing interna-
tional agreements.

The CTP, which will cost the
SARS millions of rand to implement,
is part of a five-year plan to revamp
the customs and excise units.

SARS spokesman Christo Hen-
ning said all points of entry into the

TR revyy

Henning said customs personnel
would man points of entry to collect
value added tax;
market from illegal imports, stolen
goods and illicit- products such as
drugs.

millions of rand which also resulted
in job losses because of tax evaders
and illicit trade.

“The SARS had an obligation to
protect the country’s citizens against
people engaged in unscrupulous
activities,” he said.

A number of measures will be
instituted to ensure the success of the
programme and these include the
introduction of:

© Operational training — this is
aimed at increasing the size, exper-
tise and capacity of customs and
excise commensurate with the

demands of recruitment of new staff.

A 4 -

protect the local

He said South Africa was _cmmnmA
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® Rolling out of ouﬂ.mn”onw_ best, <
practice - resources will be rolled out,

to all areas with the aim of improving -

the customs investigations and intel.
ligence capacity; T

@ Business process review an.
system implementation - regarded as

“the core of the programme — will

examine all major information tech-
nology and manual systems to ensure

better technology, manual and elecs

tronic processing; and

@® Human resource strategy —
involves training of staff, redesigning
performance  systems, including
training and development.

Henning said British customs
officials, who came to SA 18 months
ago to assist the SARS in tax collec-
tion, would continue with their work.

He added that part of their plan
was to embark on an affirmative
action programme to increase their
staff.

Part of the existing staff would be
deployed in areas where there was a
need for their skills.
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" GLOSSARY: Buyer: Price at which the share was bought. Seller: Price at which the
share was sold. Last: Last traded price on the share. High: Highest level share
reached this year. Low: Lowest level the price reached this year.

Finance Minister Trevor Manuel’s mlnistry and the management of the SA
Revenue Service have made a determined effort to stabllise the latter
organisation. PIC: SHADRACK MASHALABA
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sioner Trevor The revenue service will also introduce

Improved collection puts revenue

LindaEnsor years, when revenues met targets despite  consisting of commercial pplicem

economic downturns. investigated 51 cases, of which 80% were van Heerden told the committee the out- an automated accounting system next
CAPE TOWN — The SA Revenue Service The tax broadening campaign had VAT fraud cases involving R242m. At standing balance, listed as R7,914bn had  year, which will make the six- to eight-
was on track to meet the budget’s revenue  seen the ber of regi least 15 of them had reached the courts. been gverstated by R3,93bn and should month period of grace taxpayers enjoy be-

m.m vice on track

However,

yers
target of R178bn this year, despite dete- increase 13,4%, or by 371 479, in the sec- He said a high degree of VAT fraud was  actually have been R3,983bn, This meant  tween submitting a return and getting an
riorating economic conditions, deputy ond guarter this year, bringing the total linked to an insufficient number of in- anincrease of: only 55,7% for the year. mmmmmmﬁmﬂnmnguow the past.
commissioner Pravin Gordhan said yes- number of taxpayers to 3,1 miilion. The spections and that the revenue service “The overstatement was due to two Gordhan said the new system was ex-
Sn&wv. after a_hearing of Parli t's ber of tax defaul whose was instituting more field audits. amounts, which had been captured erro- pected to cut the time for issuing assess-
tandi i public ‘were anding had fallen 8,8% and the Meanwhile, Sapa reports the revenue neously,” Van Heerden said. - ments to one month. Inland revenue’s ac-
“Dramatic improvements have been number of income tax returns submitted service made a Rdbn error in its arith- Gordhan told the i the ser- ing system is mainly manual at the
achieved over the past financial year in  but not assessed, was 33,3% lower. meticlast year. vice had had problems with a E%r moment.
the collection of revenue by the revenue Tough action was _qum taken against The auditor-general’s report on the in anda Gordhan said the new system would
service,” he said. the fraudul ion of tax. Gordh service’s for 1996/97 said out- lack of set procedures for reconciling bal-  electronically link the receiver to tofinan-
Gordhan said this i d a trend told the committee that over the past ding individual taxes had i d  ances. New programmers had now been cial instituti pl infc ion on
established over the past three fi ial eight hs a special i igating unit  209% from the previous year. trained, and procedures were in place. PAYE tax and the stock exchange.

- - - - . "o - L ]




REVENUE The long-term vision is to link external systems such as banks and home affairs

The SARS casts electronic ta
cr(mh) 13|

he South African Revenue

— Service (SARS) is instal-

ling a R43 miltion comput-

er system that is expected to

broaden the tax base, improve

tax calculation and adminis-

tration and, ultimately, reduce
tax rates.

In December all SARS offices
will be offline while the NITS
system is being installed. No
assessments, receipts, registra-
tions or acknowledgments of
deferred payments will be
processed for about a month.

Christo Henning, the liaison
officer at SARS, says the new
system will be up and running
on January 4 and will run in
parallel with the old system
until any kinks are ironed out.

Most SARS systems are not
Year 2000 compliant, a major
motivation for getting NITS up
and running in the first part of
next year. The initial goal will
be to link internal PAYE, VAT,
IRPSs and other tax processes,
as well as SARS Bank, the elec-
tronic payment system, for
greater efficiency.

For example, it now takes
from six to eight weeks to obtain
an assessment from the time the
assessor processes the return.
The target is to reduce this
turnaround to two weeks.

The longer-term vision is to
link external systems, such as
the registrar of companies, the
department of home affairs,
insurance companies, banks,
the Reserve Bank, the Deeds
Office, the Government Gazette,
the JSE and the national traffic
registry into the system to
ensure full and accurate discle-
sure of information.

These links will en-
able the SARS to en-
sure that all individu-
rals, immigrants and
businesses are regis-
tered for tax purposes;
that local and foreign
investments are de-
clared correctly; and,
among other things, to
track JSE share trans-
actions and ensure that
individuals can afford
to own assets such as cars and
property.

Accountants and bookkeep-
ers will be able to interface with
the system to apply electronical-
1y for extensions for the submis-
sion of returns.

A key implication of such
external links is that if the sys-
tem works as envisaged, it could
bring large numbers of tax
evaders into the receiver’s net.

Henning says that of the
10,2 million people who are
“gainfully employed”, only
5,4 million individuals pay tax.

But if the tax base is
-increased significantly by
tighter administration ‘proce-
dures, how wiil the SARS cope
with the higher volume?
Henning says automation will
free up existing staff.

But he says the conglomer-
ate NITS systern will depend on
the accuracy and level of input
from all the internal and exter-
nal systems linked into it.

Judging by the battle banks
have fought for years to form a
composite picture of their cus-
tomers, this could turn out to be
an understatement.

One of the problems bank
databases face is that, tradition-

JENNIGAY
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|- ally, ctiStomer detail:
tend to be linked to spe-
cific products and are
often held in different
formats, such as Mr
Joe Public, J Public, et
cetera. Will the SARS
be faced with similar
problems?

Hennie Meyer, the
liaison officer for the
department of home
affairs, says an individ-
ual’s national identity number
probably will be used as the
single number for life for indi-
vidual tax purposes.

He says the fact that there
are two types of identity docu-
ment in circulation does not
pose a problem either.

“The only difference be-
tween the two documents is that
the race code has been dropped
from ID numbers on the new
one and the two numbers can be
matched on the department’s
computer system,” he says.

“The new documents contain
barcoded information and are
linked to fingerprints, which are
taken at the time of application.”

In the second half of next
year the department aims to
switch to smart cards, which
will store fingérprints on the
computer chip in the card.

Tax payments already can be
made at most branches of First
National Bank (FNB). Henning
says there are plans to extend
this facility to other banks.

Payment information is
downloaded by the SARS
through a direct link to*the FNB
system. Records are updated
immediately, according to
Wayne Lofthouse, the senior

Em

corporate manager at FNB.

“The beauty of the system is
that once the teller has complet-
ed the electronic transaction,
there is an audit trail to refer
back to,” he says.

Tax payments can be made
by cheque and submitted at any
FNB branch. A copy of the slip

collection net

then can be faxed to the SARS as
proof of payment. Alternatively,
a person whose bank offers an
electronic account paying facili-
ty can pay tax at an ATM and fax
the slip to the receiver. A further
proof of payment will be that the
transaction will appear on the
bank statement, says Lofthouse.




More muscle for the tax collector

G2 micr 25/-1/i0f58

A new computer systém. [ gross salary | Highest tax Monthly Monthly tax | Total annual | Total tax as
will allow the revenue (R) bracket salary (R) paid {R) tax bill {R)** | a % of gross
service to harvest . salary
more taxes, writes 18 500* 0% 1542 [ [ 0%
Belinda Beresford 19 000 19% 1583 8 95 0,5%
- 46 000 30% 3833 573 6875 15%
he tax collector s quietly
setting traps to catch those 21
qa&mﬂmocﬁgﬁumso €0 000 39% S 000 1028 12335 %
income shy to reveal their full 70 000 43% 5833 1 age 16 635 24%
The phone call interrupting 120 000 44% 10 000 3 220 38 635 32%
supper could be a polite revenue
service reminder that your tax re- 0, 3
turn is overdue, or that “the cheque 200 000 45% 16 667 6 220 74 638 7%
has been in the mail” for a month 500 000 . 45% 41 667 17 469 209 628 a42%
and it might be time to send a
replacement. 1 000 000 45% 83 333 36 219 434 628 43%
That new car might not seem so

attractive once you discover that the
lcencing department’s computer is
talking to all sorts of fellow data-
bases, the tax office’s among them.

With the new number plate goes
a message to the tax office letting it
know just how much you've spent.
This could result in another polite
phone call asking just how you
managed to finance such an expen-
sive car.

Eventually, registering for a
telephone or paying your rates could
eXpose you to the searching gaze of
the tax service as your local council’s
computers reveal what kind of
neighbourhood you are living in.

Even sending your money over-
seas may not be safe, as tax treaties
with other countries could allow
the South African Revenue Service
(SARS) access to your foreign
financial details.

The service’s new computer
system is an ever-expanding net to
haul in unwary taxpayers — or
non-taxpayers.

Expected online by January, the
new system will cause many an
unhappy New Year as it collates
information from an array of govern-
ment departments and private sector
databases.

Initial links are likels to be with
employers, other government depart-
ments and banks.

Financial institutions already
‘have a legal obligation to tell the

:ci==.n_a._o<c:oio.-.-‘_.._Mum!om.cmmnu:_nono-.ai:En_.nhu<o:u—.eEnvoE.-—aaqE-ﬂn!B_o:a_uo:.—nol-o. E-Bn __.Bﬂwo.vc:-n
only the basic primary rebate. * Tax threshold is R18 500. ** After the primary rebate of R3 515 bas been deducted .

SARS of interest payments. But from
next year, the present haphazard
system of forms will be replaced by
an automated network of computers
which will alert the revenue service
not only to tax obligations but also
to financial discrepancies.

The government granted the
SARS “operational autonomy” last
year in an attempt to boost its effi-
ciency and to allow it to pay market-
related salaries for increasingly
scarce, and expensive, accountants.

It has also introduced a bonus in-

+ve scheme. If' N e
targets, revenue staff are paid a
percentage of the difference.

In its transformation drive, the
SARS has employed a number of
methods to remind errant South
Africans of their duties as taxpayers.
‘To broaden the tax base, i

Such techniques netted the SARS
more than 420 000 new taxpayers
in the past financial year, bringing
the total to more than 5,3-million.

There are estimated to be more
than 10-million gainfully

According to the SARS, the law
already makes provision for the
service to collect information — the
real difference is going to be an in-
crease in the speed and efficiency of

s .

South Africans, many earning below
the tax threshold.

The service intends to continue
broadening its tax base until the
estimated 1,5-million “clients”
currently slipping through the net
have been caught.

Henning says the SARS is trawl-
ing right across the economic spec-
trum, from doctors working at home
to taxi drivers and small private
businesses.

ven street hawkers are
checked on because often “they
have behind them

have been walking the streets and
checking whether businesses are
registered for tax.

As the SARS launched this cam-
paign last year, the service's re-
presentative, Christo Henning, said
it was making diligent use of tele-
phone books and advertisements in
newspapers.

“If you advertise, you're likely to
get a visit. so from our point of view
it pays to advertise,” he said.

making major bucks. even though the
person on the street may be making
a hand-to-mouth living”, Henning
said.

The SARS is undergoing a trans-
formation, both internally and ex-
ternally. Henning says an integral
part of this transformation is pro-
moting communication between
clients and the tax service since
“people would rather talk to their
dentist than the receiver”.

“One of the things we always get
into trouble about, we force people
to submit returns but then don’t
assess them. (We] want to reduce the
turnaround from six months to
about a month”, mwa one wbwm
employee.

During discussions with the
Tevenue service, tagpayers will re-
ceive statements of the activity in
their account so they can reconcile
on a monthly basis the tax paid, tax
owing and how their assessments
are going through. People may also
be able to apply for extensions via
the Internet.

In a report to Parliament last
week, the revenue service said it is
quite pleased with its performance.
For the past three financial years it
'has reached its collection targets.

In its presentation, the SARS said
that in the past financial year tax
collections totalled just more than
R160-million, slightly more than 26%
of gross domestic product. This com-
pared to just less than Ri43-million
in the 1996/97 tax year.

‘The SARS also claims to be more
efficient. Collection costs were 0,76%
of the total revenue in 1997/98, com-
pared to 0,87% the previous year.

While increasing the taxpayers
on its books by 12,4%, the SARS has
N_Mcccmﬂmm:w@uc::m:ﬁwg«v

ties. Those who under-declare their
income face a fine of double the un-
paid taxes on top of the c:BB:E—.ﬁ

: amount.

The tax service still has extensive
powers to probe your affairs. In-
spectors can demand finanecial
records and statements, and have
the authority to seize assets if co-
operation is not forthcoming.

As yet, they do not have the power
of arrest but it is being mooted in
some quarters.

1n future your identity number ™"
may also become your tax reference
number, raising the prospect of the
taxman watching you from cradle to %
grave.

For an increasing number of
South African’s, the days of avoiding
the tax service will become a thing
of the past, which is good news for
tax advisers, as people wiil un-
doubtediy turn to more legal methods
of minimising their tax bill.
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Wyndham Hartley

CAPE TOWN - National Intelligence
Agency (NIA) operatives have claimed

Fuelfund
cheated on
tax — NIA

o bi0fag - @

220)
SFF had been “fraudulentl)gP avoiding

gayugg income tax. It asserts that the
FF is a section 21 company required

in a secret report that the Strategic
Fuel Fund (SFF) illegally failed to pay
regional services council levies and
income tax in the late 1980s and early
1990s amounting to R1,4bn, and have
called for a full government inquiry.
The report was drawn up by the con-
troversiafl special NIA unit, Thabo En-
terprises, which was set up to track
down millions of rands which clandes-
tinely left the country in the dying days

“gource” report and unconfirmed.

It contains legal opinion rejecting
claims that the SFF, establishedl asthe
secret oil procurement agency under
apartheid, was exemgt from the levies,

co!

of apartheid. It is understood it is a.

to pay tax before declaring a dividend.

A Pretoria advocate says in the re-
port that exemptions are for state bod-
ies “where their transactions are whol-
ly internal; the SFF was trading for a

rofit with I\?ﬁvate entities such as
apref and Natref (oil refineries) and
therefore not exempted”.

Legal ogi.nion in the report declares
that the SFF, although a section 21
company, “clearly did not comply with
the requirements of the Companies
Act. If one assumes that the SFF in-
deed paid to the government, asits sole
shareholder, between R200m and

. R300m a year in the form of a dividend,

this will be a contravention of the act.” . 1~

and that state-owned companies Were Responding to the argument that
not liable to pay income tax. ; ﬂ *. " the SFF was wholly state-owned and.

The report says the SFF owes mil- that the money therefore accrued to-
lions to the Highveld, Cape Metropoli- the state, the report said the fand was
tan, Saldhana and Durban regional ting as a cial venture;

councils — areas where.there are oil
.| ‘torage. facilities. Qutstanditg Takes
V' were estimated atR900m, - V.' !

Christo Henning of the SA revenue
service said the service was “aware of
the dispute relating to the payment of
regional services council levies. The
matter was under investigation.

“It is agreed that if an organisation

“were designated as surpluses‘and’

al
“Profits-have been made but they
.deemed not taxable. Although state-
owned, the onus is-still on such com-
mercialised companies to be paying in-

. come tax that must go to state coffers

priortoa dleclaration of dividend or so-

is owned by the state it is not
ically exempt from the payment of in-
come tax. The act does, however, per-
mit the commissioner to grant exemp-
tion in certain circumstances.”

The NIA report says Highveld alone
is owed about R45m in accumulated
turnover levies plus interest and val-

called sur ,” the report says. -
The and the SFF could not be
reached for comment yesterday.  °
" Members of Thabo Enterprises re-
cently leaked information to Demo-
cratic Party leader Tony Leon which
}m:fgested that Thabo Enterprises was
riddled with corruption.
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" was registered under SA company law;
and kad avi monopoly.. 7 'f*\‘*'{_ﬁ*ﬁr

fSibiya qﬁits iﬁbst,
citing frustration
t ‘dirty tactics;
D.blI0l4 '

nda Ensol

| CAPE TOWN ~ Gordon Sibiya, an
tapok i inst, What

he believed were wrongful practices in
' parastatals, has resigned as minerals

and energy deputy director-general to
' pursue interests in the private sector.

. .Sibiya said yesterday he had “had

enough” of the resistance to change he

experienced in the energy sector.

In his letter of resignation handed
in last week, Sibiya said that in the re-
structuring of state assets, those who
wanted to keep their jobs would resist
change and the whole process would be

-long and Jmmful Dirty tactics would be
employed to prevent government from
achieving itsyzoals.

“I have been fighting wars that
should be fought by bigger tpeople,"
Sibiya, who was also director of energy,
said yesterday. “I am sick of the per-
sonal mudslinging and want my life

back. I am intellectually and spiritu-
ally weary and do not want to have to
face upto an{lmore disputes alone.”
Sibiya, who joined the department
last March, criticised the Central En-
ergy Fund’s appointment of Liberian
Emmanuel Shaw as personal adviser
to former CEF ‘chairman Don
wanazi on a R3m-a-year salary.
‘His latest skirmish was with the
‘Council for Nuclear Safety over pro-
posals to shift the regulation of radi-
ation in the mining industry from the
- council to the department and to lower
_the standards applied to what he be-
Jieved were international norms. .
nr?«é‘:iﬁidetrgcmrs have accused him of

trying to further the interests of the |;

. g he was a
" noriexecutive director of Randfontein
Estates, a claim he has hotly denied.
Sibiya oversaw the drafting of the
energy white paper and brought the
Nuclear Energy Bill, the Nuclear Reg-
ulatory Bill and the Gas Bill to com-
11ﬂeti01:|. He now wants to re-establish
is private firm of electrical engineer-
ing consultants, Sibiya has a doctorate
in nuclear reactor physics from a Ger-
man university as well as a master'’s
degree in electrical engineering from

Nottingham University in the UK.

PR |




eﬁm Constitutional Court decision

handed down last week in the case in-
volving the Jot g Metr i
Council and a number of Sandton
ratepayers has been greeted with vary-
ing interpretations by various stake-
holders.

While most E».o-.an observers have
hailed the decision as a vindication of
the council’s resolution to introduce a
uniform rating system within the met-
ropolitan area, Democratic Party coun-
cillor Mike Moriarty would have us be-
lieve (“Sandton ratepayers far from

heartless”, The Star October 20) that haif *

of the 10 Constitutional Court judges
who heard the case concurred with his
party’s view on the matter. Nothing
could be further from the truth.

Besides its cheap claim of support
where none has vmmu offered, gc:m%m
ar a b mis-
conceptions born, no doubt, of Em ap-
parent lack of understanding of the eco-
nomics of taxation and the nature of the

30@2@ tax must benefit all

The Star ... Monday Odtober 26 1998

DP man’s _:ﬁmﬁﬂmﬁm:o: of _cammm an_mB: couldn’t be more wrong, argues Jackie Manche

ey LYW mc:oq

wmmcnm I deal with Moriarty’s mis-
conceptions, I would like to offer him a
brief lesson EEm_mﬂmmocm—.uEwEm
tion. Fnﬁ.nmnoum.:w property tax is the
most important source of discretionary
own revenue for local government.

South Africa is no different, with our
constitution giving local government no
explicit taxing instrument other than
the property tax. This makes SA one of
the few countries in the world where this
taxing instrument is entrenched in the
constitution.

However, in SA’s case the practice of
property taxation cannot be divorced
from the country’s ugly history.

>§ma policies resuited in the
disparate development of our cities,
a&gmﬁmgongﬁmmsg
men and women charged with the re-

ilities of ing the
racially segregated local authorities into
single economic entities.

Now to get back to Moriarty’s mis-

conceptions. He .u_h mﬂm

-ﬂﬁhmhdgnmmgnmnﬁmhwﬂEEunEm

user pays principle is violated”,
However, assessment rates are not

user charges, but rather a tax on'prop-

erty, which serves to distribute the cost .

of providing local public goods and ser-
vices whose benefit accrues to the entire
community as opposed to any one indi-
vidual.

As the benefit derived from the con-
sumption of the local public goods can-
not be limited to any one individual, it
becomes difficult to charge a service fee.
gmgamﬁmnngUmuaﬂammg
local government by imposing a tax on
properties within their area of jurisdic-

© tion.

According to Moriarty, property
value does not accurately measure
ratepayers’ ability to pay. The property
tax is not a tax on current income, but a
tax on property.

The use of the full market value of in-
dividual properties as the base for as-
sessing rates, promotes equity with re-
spect to current property value, allowing

for the equal treatment of similar prop-
ertiés located in the metropolitan area,

. Similarly, taxpayers whose properties

have different values should have tax
abilities proportionate to the underlying
‘market differences.

U istortions to the property mar-
ket are created by the use of exemptions
and rebates designed to éase the burden
of taxation on a certain class of ratepay-
ers. The current rebate policy is highly
fawed and not transparent.

Moriarty claims that equal rate in the
rand does not mean equal rates, but
rather actual rates are a multiplication
of the rate in the rand times the person’s
property value. A uniform tax rate, such
as the 14% value added tax, is the same
for all consumers, but a person buying
an item valued at R14 will not pay the
same tax as a person buying something
valued at R50.

Moriarty claims that Sandton and,
opportunistically and

the people of Greater Johannesburg.
But the actual package of services pro-
vided in a municipality is largely a local
choice.

The Johannesburg metropolitan area
is a classical example of how white
South Africa has over the years man-
aged to develop at the expense of the
poor largely black communities that
‘have contributed to its tax base without
reaping the benefits enjoyed uwn_m white
8555:98 1

* Finally, Moriarty’s analysis of the
property market is naive and ill-in-
formed. The property market is part of
the and is not i from
broader market

To claim, as Moriarty does, that the
introduction of the uniform rating sys-
tem has effected a fall in the property
market is highly simplistic and mislead-
irig. Rates can be capitalised into prop-
erty values over time, but this is at most
a small part of the story here. :
lknanngg% is the chief director of
in the Department of

EBSH&M mE% NHmmwﬁ.mmﬂSomnEB

Constitutional Development
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Tax breaks to

In the interests of democracy, government heeds to look more closely at tax benefits for companies
donating funds to nonprofit organisations, writes Steven Friedman

SOMETIMES, you have to give a little to
gainaliot.

To put the issue another way. Why
should a government with limited funds
and great development challenges, which
battles to collect tax from those who owe
it, surrender some of its revenue to en-

individuals and ¢ ies to do-
nate to nonprofit organisations?

One answer is that it would help to
keep this author, who runs a D) or-

FA0

quantity of giving. Where a wider range of
deductions is available, the wealthy have
a strong incentive to take the donation of
money more seriously. Given the oppor-
tunity to use funds they would otherwise
pay in tax to support activities of which
they approve, they are more likely to set
up special ve les, such as i d

to disburse their money and to appoint
professionals to them to ensure that their
hunds pent wisely.

ganisation, in gainful employ. Another is
that the benefits to the country would far
outweigh the costs.

Among the issues still before the Katz
commission is whether to recommend
changes to our current tax system to en-
courage giving to nonprofits. This is, on
the surface, hardly what the Americans
call a “hot button” issue. But the commis-
sion’s decision may be crucial to the fu-
ture of our society.

in countries ranging from the affluent
US through to developing nations such as
India, people who donate money to non-
profits engaged in a specified list of ac-
tivities can claim tax exemptions.

The idea is that the activities of cit-
izens' groups which promote develop-
ment and democracy or provide educa-
tion and welfare are so crucial to society’s
health that affluent people and compa-
nies should be encouraged to support
them by receiving tax relief.

Our system, however, is inherited
from the old order - tax deductions are
granted for only a very narrow band of
educational and welfare activities. So
those who give money to most nonprofits
here receive no tax deductions. The re-
sult, of course, is to reduce the amount
available to nonprofits from local
sources. Most therefore depend on for-
eign donors to keep them going.

_, Not only is this unnecessary in a coun-
{try where enough private money could be
juntocked to ensure a vigorous nonprofit
isector, it also makes our nonprofits un-
"a:_w dependant on foreigners’ prefer-

nces. As a result, their activities are of-
n those which foreign donors favour:
eir choi may be less itive to our

Since people who are skilled at making
money may be far less adept at choosing
the most effective projects and organisa-
tions to support, the resuit of “profession-
alising” giving in this way is to make it
more likely that it will yield the maximum
social benefit.

So a change in the law to reward giving
would not only strengthen our nonprof-
its: it would also make it more likely that
funding would flow to those activities we
really need.

But why is the health of nonprofits im-
portant enough to grant tax benefits to
those who contribute to it?

First because if we are serious about
sustaining democracy, we cannot get
along without nonprofit organisation.
Whether they offer legal aid, encourage
people to use democracy to fight for their
rights or, like the organisation for which I
work, float new ideas or dig up new in-
formation, they provide a crucial demo-
cratic check on government and a way for
citizens to make democracy work.

Second, because they fulfil social and
development needs which even the best-
run government cannot provide. Non-
profits are never a substitute for govern-
ment-service provision. They fill impor-
tant gaps in the government system and
often pioneer approaches s“En: point

onors a gain for all

A government with limited funds
which battles to collect taxes frol
those them will d

its revenue sources easily

But there are also strong lobbies on
the right and left against a carrot for those
who give. On the right, it is argued tax

distort th and create

the way to more effi

Societies which achieve growth, effec-
tive action against poverty and sustained
democracy usually have strong nonprofit
sectors. Foregoing a little tax revenue to
achieve that is always a small price for the
benefits which accrue.

So why are we still stuck with an

Ineeds than those of locals. And, should
ithese donors decide that we no longer
_=mm& them, many of our already cash-
strapped nonprofits would go to the wall.
i Another less obvious consequence is
\its effect on the quality rather than the

tax regime which does little
»

g .

to giving to nonp ?

for abuse. Tax should not, it is
suggested, be used as an instrument to

o0 aliil98

this school also cite fraud or abuse in non-
profits. But, while these cases are highly
publicised, they are also relatively rare. In
any event, a tax exemption system would
inevitably be accompanied by tougher fi-
nancial controls to deter abuse.

On the left, some ironically see exemp-
tions as a way of weakening democratic
government: if individuals and firms pay
tax, they argue, the people’s representa-
tives decide on the priorities. If they are

1! to give to p: then the
donors make the choices.

But, by specifying which activities will
recelve incentives for giving, the govern-
ment {s making a choice — it is interven-
ing to reward activities it favours.

'+ There are, inevitably, some in govern-
ment who would prefer nonprofits not to
enjoy independent sources of revenue:
they want them to rely on government
funding so that they are forced vo pursue
its objecti But, besides the i

point that dependant nonprofits cannot
sustain democracy, they probably cannot
be of much help to governments unless
they have the qoonm_ to come up with in-

ideas am il

Finally, the officials themselves have
also lobbied against change, presenting
wildly inflated of the

which the government would lose if the |

change were made: one reportedly
claimed that value-added tax would need
to rise by 2% to fund the lost income. But

cl from other shows that

the deductions for donors rarely com- |
. prise more than a tiny fraction of revenue:
.. the scale of giving required to force a VAT

increase would break the world record.
« The opponents of a workable tax sys-
tem for nonprofits are many and their jus-

tifications various. But their arguments |;
are deeply flawed. And, while there is no |!

reply from those i_.-o mw«.aE, a change,

dent on for-

reward gov d
This argument misunderstands a key
purpose of tax systems in democracies.
They are not only means of raising money
~—-they are also a policy tool which allows
governments to discourage some activi-
tes by placing a charge on them or to
age others by not taxing them. Af-

One reason is inertia: government of-

ter all, what is democratic government for
ifitnot all d to make choices?

our remain
eign donors, their survival prospects frag-

ile and both democracy and develop-
-ment’s chances impaired. i

The choice is simple: we can have the
present tax system or a strong and pro-
ductive nonprofit sector. And, if we do not
have the latte¥, our prospects of achiev-
ing democracy, growth, and better living

dards for all will be bleak,

ficials do not give up on revenue
unless they are pressed to do so; given
the issue’s low priority, there has been
Vittle pressing.

At present, our government is, per-
haps unwittingly, discouraging giving by
placing a charge on it. Some adherents of

3 Friedman is director of the nonprofit or-

ganisation, the Centre for Policy Studies

L
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Tax évasion costing

SA R100m a month
John DludluCBQO) o

THE fiscus is losing more than R100m a !
month through tax evasion by busittesses '
and smuggling, prompting government to S
take counteractive measures, the SA rev- X
enue service says. o i
Tax evasion through ﬂctldnus expons 5
and smuggling inspired moves by Preto- 8
ria to charge value-added tax (VAT) on d
imports from SA’s partners in the South-
ern African Customs Union, it said. Nami- )
bian businesses have said that the tax is ;
discriminatory and will disrupt cross-bor-
der trade in the five-nation subregion.
Though VAT was payable on goods inm-
ported into SA. VAT on goods from SA’s
partners in thec m (B
Lesotho, Namibia and Swazﬂand) was
previously not collected at the time ofim-
portation, creating an: opport or "
evasion, particularly in Ii 4] *
and textiles, therevenueservlcbsaid L

o b
hold pending talks. THe" mven e
was to send a delegation.to Nangbiav 0~

y.,<

VAT collection atthie borders willin-- -~ - '
A
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N ew, tighter controls at borders.

Plans to charge value-added tax are amohg ideas to help stamp.out{fraud, w;at l?

THE SA Revenue Service (SARS) has embarked on a num-
ber of initiatives to Improve the services It offers to the
taxpayer and to clamp down on fraud. .

. It has the unenviable task of ensuring that it collects
the revenue government needs to implement ts devel
opni progi Itls also Ible for control-
ﬁng' smuggling and llliclt trade.

a result of the lack of control on the Botswana,
%,esbtho, Namibta and Swaziland (BLNS) borders, the SA
Isctis is losing enormous amounts of value-added tax
A:[') on fictitious exports and, to a lesser extent, on
legatimports.

Legitimate traders are also being adversely affected,
omié to such an extent that they have gone out of busl-

ess — the 100:year-old tobacco trader, L Susman and

onipany, being but one example.

In just two cases now under investigation, losses of

Sﬁl,n and R76m have been identified. The removal of

Ilqudr and tobacco products from the export incentive
scheme is a further Indication of the magnitude of the
prablem. .

The BLNS tax authorities collect their sales taxes on
thelf, borders and have long criticised SA for not doing
the! same. They have been aware of SA's intention to
establish controls on the borders since the announce-
ment earlier this year. In fact the subject has been on the
SA ﬁﬁstoms Unlon agenda since 1989.

{ a meeting in November last year, member states
wer€ informed that VAT collections on the BLNS borders
would begin on Aprit I, or shortly thereafter.

On August 6, the BLNS tax authotitles were given for-
r"lal notice of the new measures. Representatives from all

o1

ur countries attended a presentation In August and

asked for presentations to thelr busigess sectors which
were undertaken In September.

[} the past few months extensive discussions were
field with SA's business and transport sectors to ensure
the new measures would create the least disruption. Re-
cently, a second round of meetings took place In each of
the.BLNS countries with both senfor customs officials
4nd Buslness people,

The envisaged measures are as follows:

a Tl'ie levying of VAT at the border posts.on imports
{romn the BLNS countries. This is not a new imposition of
VAT; It is merely moving the collection point;

U Iniproved customs control over zero-rated exports by
South African vendors who consign or deliver goods to
forejgn reciplents; and

() The setting up of a mechanism to refund VAT which
has been charged at the standard rate to a BLNS en-
terprise or resident who has taken delivery of goods in
$A and subsequently exports them.

)

Christo Henning
lgg.

N 1 1+ Nelghbouring border posts will have to grapple with anew order from next week.

posted to the BLNS borders are belng used to examine
exports in the interim, they are not being used to max-
Imum benefit and will soon become demotivated;

O VAT auditors tind their hands tled in their attempts to
stamp out fictitious exports that are costing upwards of
R100m a month; and

O Textiles, livestock, meat, motor vehteles and other
goods are entering the SA market free of VAT and dis-
“rupting legitimate traders.

In the recent meetings on the issue, Botswana raised
concerns that customs officials from SARS will not be
present at all border posts.

Firstly, SA does not have the resources at present to
have a customs presence at all border posts. However,
four specific posts, where the bulk of commercial traffic
occurs, have been designated as commerclal border
posts.

will be required to pay the VAT to any Receiver's office In
SA within 14 days.

0 Delays of vehcles at borders: An undertaking has been
given that no truck will be delayed by more than three
hours and conslderation is being given to improving
infrastructure at border posts.

0 Cash flows: Traders were worrled about cash How
problems as they would have to walt for the refund. Most
BLNS traders have credit facllitles with their SA suppli-
ers and will recelve VAT refunds of up to R3 000 at the
time of export, or alternatively withln 30 days of the
claim being lodged;

O Registration as vendors: Although cartage internation-
al bjected to the req that they reg-
Ister as VAT vendors in SA, this is a necessary and legal
control and is to thelr advantage as international trans-
portis zerorated; -

. Secondly, to address this p: ac sys-
tem has been introduced, to accommodate BLNS traders
adversely affected by the limited “designated commer-

clal ports”, which allows a BLNS trader to use a non-

designated port.
Concerns have also been expressed relating to the

limited hours for commercial goods.
Indi

Thie main change is that SA vendors may not t
or refund VAT on exports where the goods are delivered
to the purchaser in SA, a practice which has created the
opportunity for traud.

However, p relating to th include;
(1 Postponing the implementation of BLNS border con-
}rols and the introduction of the new VAT Export

ncentive Scheme has created a window of opportunity

for fraud. In one case, an order had been placed for 600
tons of sugar which was cancelled when the new mea-
sures were announced, and reinstated when the post-
ponement was announced.

This sugar Is destined, according to the documents,
for Swazitand, a country that relies largely on sugar ex-
ports. Legitimate traders have strongly criticised the
postponement;

0] Although the. 300 customs officers who have been

held with officlals and traders
of each BLNS country, new operating hours have been
agreed, .

Ot to the req that of VAT
on imports must be in rands were also raised. BLNS
traders have been advised that where they provide se-
curity they may make use of the customs deferment sys-
tem and that bank guaranteed cheques drawn on BLNS
banks will be accepted. Also imports will usually be

(m] The parties were informed that, except
where blatant under declarations were detected,
declared values would be accepted; and

O Jmportation of livestock: Concerns were ralsed about
the sale of livestock in SA at zero rate, while tmports witl
be subject to VAT at the standard rate.

Since April, the zero rate has been applied to live-
stock sales between reglstered VAT vendors in SA In an
attempt to prevent VAT fraud relating to fictitlous ex-
ports and the collection of VAT by Namibian farmers
who register as vendors but fail to pay over such VAT.
Once effective border control becomes operational we
will revert to the standard rate.

The recent death and, subsequent discovery of, 18
bodtes in Botswana Is a harsh and cruel reminder of the
tragic praczlces of cartage contractors under the gulse of

made on behalf of the purchaser, thus enabling him to
claim the VAT as input tax;
Other problems resolved were:

O Payment of VAT: concern was expressed that trucks
would be refused entry where they did not have the mon-
ey to pay the VAT available. During the introduction
phase, trucks will not be refused entry merely because
they donot have the money available. In such cases, they

SA also cannot allow VAT fraud to go on unchal-
lenged. The SA Revenue Service will do everything pos-
sible to ensure that problems experienced by our neigh-
bours, once this scheme is implemented, will be
addressed speedily and sympathetically.

O Henning is the SA Reyenue Service’s spokesman.
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Old hands
et tough
on tax

eats

Record sentén e as retlred

police track missing millions

KEN VERNON

GROUP of retlred police

officers hired by the

Recelver of Revenue has
netted R242-million in unpaid
taxes in its first months of
operation and inttlated rrosecu—
tions against dozens of alleged
evaders.

Inarecord sentence for a com- *

mercial crime, a meat ifporter
they tracked down was given 25
years in jafl or a R500 000 fine for
evading import duties. *

The  businessman, Hamied
Palekar of Cape Town, pald the
fine and was ordered to pay back
R3,92-million in customs duties
after he manipulated Import
documents.

Pilot teams operating in Pre-
torla and Cape Town for the past
six months have 28 cases before
the courts and another 50 under
Investigation.

Teams are planned for Durban
and Port Elizabeth.

Those convicted face senten-
ces of up to two years In Jail and
fines of R1 000 per count of tax
evaston, tn addition to possible
sentences for fraud.

The Receiver can also Impose
fines of up to 200 percent of the
tax evaded.

Teresa Kannemeyer, an advo-
cate working in Pretoria, said her
team had more than 20 cases
under investigation, including
one In which VAT of R48-million
was allegedly evaded. In that
case, a used-car dealer from
Orkney, Anthony Pannous, was
sequestrated.

People tracked down by Cape
Town’s team and charged by the
police include an estate agent

whose bysl| altefedly owed
R442 000 in tnx. 4 builder who
alley gedly owed  R200 000,

ware dealer who ullegedly
owed R123 000 and dn Individual
who owed R245 000 In his private
capacity.

The natlonal head of the unit,
Roelf Beukes, said: “These are
not soft targets. They are hard
cases who think because they
have got away with evaslon be-
fore, they can do It forever. But
they will be caught.”

He sald the teams had already
had spectacular success, recov-
ering R242-million in Jost taxes.

“That represents the money
that was initlally lost to the
flscus, not counting any addi-
tional penaltles that might have
been levied,” he said.

Criminal charges were inves-
tigated In most cases, even if the
tax and penalties were patd.

The past session of Parllament
heard that an investigation had
found that R20-billion a year was
being lost to fraud and evasion.

Almost 25 percent of eligible
taxpayers were not registered,
the Investigation found.

The head of the Cape Town
untt, Nick Snyman, a retired gen-
eral in the commerctal branch
with 33 years of police work be-
hind him, satd the successful
case against Palekar was just the
beginning, “Our team has more
than 100 years of pollclng expe-
rience. We are old hands.”

He sald a case such as
Palekar’s would have taken five
years to get to court, whereas his
team had taken less than six
months to get a conviction.

an sald: "Because we are

Snym;
able to concentrate on just one
case at a time, throwing all our
resources fnto it, we can crack it

UNAVOIDABLE: The Western Cape team tracking tax evnders are (clockwlse from front): Nick
Snyman, Kaos Smit, O'Mara Davis, Riaan Gericke and Piet Cronje  Picture: RICHARD SHOREY

in a fraction of the time it nor-
mally takes. That makes justice
more visible and takes the bur-
den off the overloaded police.”
He sald his team did not have
powers of arrest. “We fully inves-
tigate and document cases be-
fore handing over a complete
docket to police to make an

arrest,” he said.

He sald a key member of the
team was former public prose-
cutor Koos Smit, who ensured in-
vestigatlons were watertight be-
fore they got to court.

He sald his team acted initially
on information supplied by reg-
ular tax investigators, then took

- ¥

over and ran with the case.

“This job has given us a new
lease on life,” said 0'Mara Davis,
a former police major.

“Here we are able to prioritise
high-profile cases, whereas in
the police we had to deal with
each case as it came and give
them equal attention.”




Katz commgsio@n&aﬂy?%es la

THE SA government shofffd Qnsider
introducing a land tax so rural property
is taxed in the same way as that in urban
areas, the Katz commission, studying
SA’s tax structures, said on Friday.

The commission, named after its
chairman Michael Katz, has been
investigating the possibility of aland tax
since 1995 and set up a subcommittee to
study the issue.

“The subcommittee suggested
national framework legislation for the
regulation of the required equitable
administration of urban and rural rates
across SA,” the commission said in its
interim report.

“The commission fully subscribes to
this and endorses the need for clear
framework legislation which will enable
the constitutional empowerment of

92

local government to impose tax on
property in a coherent fashion,
wherever it may be situated.”

The commission said the levying of
rates on land, whether urban or rural,
for local authority expenditure was not
arevolutionary departure from
accepted practice, adding that local
authorities were best able to impose
such a tax. The commission said that in
drafting the legislation, the tax should
be based upon property valued at use-
value rather than market-value,
although local authorities which could
justify the use of market value should be
allowed to do so.

The commission’s subcommittee
said the purpose of any rural land tax
should be to provide additional services
for that area’s communities. — Reuter.




Farmers, hoteliers
condemn land tax
Louise Cook %0) ﬁb ?“a l qg

THE farming and hotel industries condemned
a Katz commission subcommittee recommen-
dation yesterday that government seriously
consider imposing aland taxin rural areas.

SAProperty Owners' Association CEO Brian
Kirchmann said the fact that no fixed rate was
recommended nationally was “dangerous” and
the many lodges which are trying to attract
tourists would suffer an additional burden as a
result of the proposed tax. “There is no busi-
ness plan to indicate where the additional
money will go.”

The SA Agricultural Union, hacked by the
Free State Agricultural Union, said the recom-
mendations implied an increased tax burden.

‘The commission recommended that a land
tax be based on the productive rather than the
market value of the property, saying that the
values should be reviewed every five years.

The commission has been probing the pos:
sible introduction of a land tax since 1995 as
part of a wider probe into a package of tax
reforms. The proposed land tax would be
charged at local government level, similar to
taxes charged by thedefunct council of the for
mer Cape Province in the 1960s. '

The tax was aimed at providing local coun-
cils with income for job creation and projects
linked to developing their areas.

The commission must create national
guidelines to ensure the local councils did not
deviate dramatically in imposing the tax.

However, the report failed to lay down a
uniform rate at which the tax should be
charged, leaving it to the discretion of individ-
ual local councils who may also decide not to
impose the tax, if they so wished. ’

Land and Agriculture Minister Derek
Hanekom has so far favoured a rate not ex-
ceeding 2% of the value of the land. The pro-
posed tax would be an additional tax over and
above levies payable to local district councils, |

The farmer and hotel sectors have consis-
tently warned about the cost of collecting the
tax as well as arguing that it would put further
strain on the operational costs of businesses in
. the sectors. Earlier this year, the SA Agricul:
\ tural Union said in some areas on the West
Rand, local councils had already started charg:
ing the tax in a disguised form.

Gauteng development planning and local
government MEC Sicelo Shiceka said last year
aland tax “had a lot of potential” and could be
used to boost salaries of underpaid local coun-
cillors. It would help stop speculation in prop-
ertyand ensureland was used productively.
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Govt Wahts’ to lighten load

for lower income

Greta Steyn (526)

GOVERNMENT wanted to continue light-
ening the tax burden on lower income
earners and relieving fiscal drag, Finance
Minister Trevor Mariuel said yesterday.

Further tax relief would be possible if
tax was collected more efficiently, he said
at the opening of the SA Revenue Ser-
vice's (SARS) building in Pretoria.

“We signalled in the last budget that
we want to lighten'the load for lower in-
come earners.... We want to accelerate
that process. To do that we need an ef-

, ficient, effective tax collection system.”

This would enable government to en-
sure that tax policy was in line with broad-
er socioeconomic policy. SARS had al-
ready undergone a “quiet revolution”
since it began beefing up tax collection,

Government would fiot be able to
make any major changes to taxation pol-
icy and tax rates until it had been estab-
lished that SARS could respond effective-
ly to new policy measures. While SARS
had already made huge strides in improv-
ing tax collection, “we want a system that
responds better”, Manuel said. ’

He indicated that the 35-year-old In-

5

&b {rafge
come Tax Act would be overhauled he-
cause it had become “a patchwork” and
that attention would be paid to the loop-
holes and to the grey area between tax
evasionand taxavoidance. -

Deputy Finance Minister Gill Marcus

said a total rewrite of the act could take ||

more than a decade. SA needed better leg-
islation sooner than that and efforts
would be concentrated on making the act
far more accessible. Dividend
for example, was dealt with in about 30
 different places in the present legislation,
One of the spin-offs of SARS's im-
proved collections is that SA’s tax-to-
gross domestic product ratio, at about
27%, has failed to drop in line with the
targets. set in the growth, employment
and redistribution (Gear) - strategy.
/" Manuel; who failed to reconfirm Gear’s
tax target Tast month when he presented

the adjustment budget to Parliament, un- | |

*equivocally committed himself to the fig-
ure yesterday. “The 25% target (of tax to
GDP)—we'llgetthere.” .. :* .. ...

He also described as “ludicrous” op-
position politicians’ claims that SA was

‘overtazed, saying that by international

standards, SA’s tax burden was not high.
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BUDGET 1999

Improved tax collection puts a dent in governm

Tim Cohen
, and Madeleine van Niekerk

“CAPE TOWN — The SA Revenue Service's
(SARS) improved tax collection capacity has
* become a key weapon in government’s attack

* on the budget deficit, g a 0,2

Katz commission suggests that R20bn in exira tax could be added to income through efficiency gains

by eclipsing expenditure overruns.
Finance Minister Trevor Manuel said in his
budget speech that government attempts at

va:: improvement in the 1998/99 deficit.
Government hopes to maintain the trend.
for a R2,7bn imp
ection in’ after revenue i
“lowed Trevor Manuel to announce a auw_
* deficit for 1998/99 of 3,7% — down from the
< revised figure of 3,9%.
Improvements in tax collection have be-
come a feature of SA's budgets, coming charg-
_ing in year after year to save the deficit target

in tax nc_.

the of the
SARS were beginning to pay off.

Between October 1997 and December last
year the SARS evaluated 7606000 unregis-
tered income tax, PAYE and VAT cases, of
which 181 000 proved eligible for registration.
But he said “there are still too many free riders
in the system™.

even

by improving on a budgeted increase.
For example,

had come

9
ne w; s deficit

‘The down mEn‘cn V.—n.nunwm&:m is that it
has had the effect of increasing SA's tax to

gross domestic_product ratio to 27.4% in

" across the board, with roughly similar levels of

coming from individ-

its own tional of the SARS were begin- Marcus sald the
ningto pay off.
for to- in revenue have
fal tax revenue of R1G4bn n 1997/85, but took _ saved the day by helping government achieve  uals and from businesses.
deficit

in R1bn extra, while the following year total tax
revenue was budgeted at R178bn, but about
R1,8bn extrawas takenin.

It is estimated that since 1994 R13ba in un-
paid taxes, termed “efficiency gains”, ras been
collected by government, partly with the aid of
more rigorous tax collection and partly be-

In most years since 1994 has

cause of an in

managed to squeeze more out of the public
than it had anticipated and in some years it has

Finance Minister Trevor Manuel said gov-
ernment attempts at enhancing the ovmﬂy

mu..m expenditure overruns in Some years o

Deputy Finance Minister Gill Marcus said
was aware this
d at but sh
government had some way to go.
The Katz commission has suggested R20bn
in extra tax could conceivably be added to gov-

that

Hence, in the 1999 financial year. govern-
ment was budgeting for additional “efficiency
gains” in personal income tax and company tax
ofR1bneach.

In addition, about R400m in efficiency gains
would come from VAT collection, R200m from

and R duti

Marcus said more work needed to be done
to improve tax collection from people who

not owed.

E‘E:m:n ‘s

25.3% in 1995/96.

This places SA's overall tax burden well
above
oot the tame lovel a6 thoseitn the US and
well below European countries.

Michael Honiball, tax partrier at Arthur An-

dersen, said the biggest change at the SARS
was its new income tax system introduced last
year and being phased in over twoyears.
SARS had integrated the tax, VAT and PAYE
systems which would result in a huge increase
In the collection of tax, since people who paid
anly VAT and not PAYE and vice-versa, would
now be “caught”, i




Tax expert ‘bowled over’ by reli

David McKay
and Madeleine van Niekerk

THE share values of SA gold mining companies will
be boosted by an average of 5% through tax relief
announced in the budget yesterday.

BOE Securities analyst Gerard Kemp said that on
a net present value basis — the formula used to
calculate the value of a company’s future dividends
in current money — the Anglogold share price
should gain about R14,

The move also makes SA gold shares more at-
tractive to offshore investors as there will be a
greater discount between the actual share value
and its value on a net present value basis.

Gold Fields’ share price would improve R2 on
‘that basis, as would those of Western Areas (up
6%), Randfontein Estates (5%) and Durban Roode-
poort Deep (2%).

Kemp said gold miners which mined higher
grades would benefit most as they generally paid
more tax.

Anglogold finance director Jonathan Best said
the group was pleased with the tax relief. “This ad-
justment will have a direct and positive effect on
Anglogold as the mining tax formula will be changed
to give effect to the reduction in the tax rate, re-
sulting in further reductions in non-mining tax.”

Tax experts generally were pleasantly surprised
by the reduction in the company tax rate from 35%

)|

to 30% which follows the Katz co mlssmn recom—
mendation two years ago that government follow
international trends.

The tax applicable to foreign companies with
branches in SA has been cut also from 40% to 35%.
“Foreign investors will be very pleased and it au-
gurs well for foreign investor confidence,” said
Michael Honiball, tax partner at Arthur Andersen.

Ernest Mazansky, senior tax partner at Grant
Thornton Kessel Feinstein, said the cuts were a
“bolt from the blue”, “enormously courageous” on
government’s part and a commendable step, espe-
cially in an election year.

“lam totally bowled over.”

The move recognises that many countries were
reducing their company tax rates, including aimost
all European states and most of those competing
with SA to attract foreign investment, and SA had to
keep pace.

Given the retention of secondary tax on com-
panies at 12,5%, the total tax paid on R1 of income
distributed by a company is now 37,77% compared
with 42,22% under the old dispensation. Thus 30%
tax is payable on each rand retained in the com-
pany, and 47,77% on each rand distributed.

Honiball said following the international tax
trends, transfer pricing mechanisms would have to
be scrutinised also. SA has had transfer pricing leg-
istation since July 1995, but he said it had never
been adequately enforced until now.




Tax reforms aim to lighten workers’ _mfwwm

Samantha Sharpe

CAPE TOWN — Individual taxpayers earning less
than R70 000 will benefit most from governinent’s
personal income tax reforms, while high-income
earners continue to carry most of the tax burden.

The reforms involve restructuring current tax
brackets and rates — a bid to eliminate the effect
of inflation on income — and an increase in the
primary rebate for individuals and secondary re-
bate for individuals 65 years of age and older.

For those earning R46 000 to R50 000 the tax
rate will be reduced from 39% to 30%, for those
earning between R50-000 and R60 000 from 39% to
35% and for those bringihg in R60 600 to R70 000
from 43% to 40%. Those earning between R70 000
and R120 000 will be subject to a rate of 44% and

above R120 001 to 45%. 2 D _m_

The primary rebate will be increased from
R3 515 to R3 710, increasing the tax threshold by
the. projected rate of inflation, while the sec-
ondary rebate in respect of individuals 65 years
and older is to be raised from R2 660 toR2 775.

In practical terms this means a person under
65 earning R35 000 a year will pay R415 a year less

in tax. For R55 000 a year earnings, it will be about :

R975. Individuals older than 65 getting the same
sums will pay R530 and R1 090 less respectively.

Finance Minister Trevor Manuel said: “Lessen-
ing the tax burden on ordinary working people is a
key objective of government. They benefit most
from the changes we make today, with more than
half of the relief going to people with incomes of
less than R70 000. '

ﬁ%;ﬁﬁ all taxpaye: ill experier ome

relief. We have again this year sought to protect
taxpayers from the effects of inflation on income.

“Typically what happens is that when wages
increase in response to inflation, individuals get
pushed into a higher tax bracket, even though in
real terms their incomes have not changed.”

The cost of compensating for-fiscal drag in re-
spect of all individual taxpayers is estimated to be
R3bn, while R1,85bn represent the cost of restruc-
turing the tax table, by restructuring the brackets
and adjusting the rates, he said.

In terms of the percentage of tax relief going
towards individuals, those earning less than
R60 000 would receive about 35,7%, income earn-
ings in the R60 001 to R120 000 bracket 46,8% and
those earning more than R120 001 the balance.
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SA is on the cutting edge of world budgel reform, says minister

Marcus lauds tax efficiency
cT@R) 93|94 320D

VERA VON LIERES

Cape Town — Efficiency gains at
the South African Revenue Ser-
vice enabled thé government to
announce significant tax cuts for
companies and individuals in
the 1999-2000 budget, Gill Mar-
cus, the deputy minister of fi-
nance, said yesterday:

Speaking at a post-Budget
seminar hosted by KMMT Brey
Chartered Accountants, Marcus
said the government had begun
to close'the gaps and loopholes in
the tax system.

She said: “We are nowhere
near where we need to be but we

have turned the corner and that
has enabled us to take the mea-
sures seen in the Budget.”

The cut in corporate tax from
35 percent to 30 percent and tax
cuts for lower- and middle-
incoine taxpayers earning up to
R70 000 were an expression of
confidence in the country,

But low tax morality had to
be tackled. “South Africa needs
... apartnership on tax (between
government and taxpayers).

“We have made a good start
on that.”

Speaking more broadly on
budget reform. Marcus said
South Africa had moved to “the

cutting edge” of change and was
initiating many changes that
countries elsewhere were still
grappling with.

“The world is looking on with
great interest (at our innova.
tions) because they have not
found solutions.”

The national expenditure
survey, which was released for
the first time this year together
with the Budget speech and Bud-
get Review, was a key document
because it represented an ac-
countability tool.

The survey gives an indica-
tion of what national depart-
ments are doing with money

allocated and results expected
from departments.

Marcus said the overall chal-
lenge ahead for the government
was to implement the body of
legislation and policies formulat-
ed over the the past five years
and to expand the economy with
skills and jobs.

Among the most serious
problems was the cost of person-
nel spending in the Budget (such
as civil service spending) and the
very low levels of savings in the
economy.

Savings levels account for
less than 15 percent of gross do-
mestic product.




Tax relief to
trickle dowg

M 19—35

Belinda Beresford

he rich man in his castle and the

poor man at the gate should each in

their own degree be feeling at least

content with the personal implica-
tions of the latest government budget.

Minister of Finance Trevor Manuel has con-
tinued the government’s intention of redis-
tributing income by relieving the direct tax
burden on lower-income earners. Happily for
wealthier South Africans, the effects should
trickle up, reducing income tax paid by all but
the very wealthiest of individuals.

The tax threshold has been raised in tan-
dem with estimated inflation to R19 526 for
people younger than 65, while for those older
than 65 the threshold isR33 717.

The tax brackets have been restructured:
for people earning between R33 001 and R50 000
the marginal rate is 30%. Between R50 001 and
R60 000 the marginal rate is 35%, while it is
40% for income between R60 001 and R70 000.
Individuals earning between

F/ril h high net worth individuals who've
exceeded their R400 000 limit for (legal) over-
seas investments, there was disappointment
in that exchange controls were not relaxed fur-
ther. However, in his speech Manuel said the
government expected “to be in a position to
announce further relaxation in exchange
controls later this year”. He also said that the
government expected interest rates to come
down further.

The budget was generally greeted with sat-
isfaction by the financial services industry,
which had anticipated more aggressive action
on a number of fronts including fringe bene-
fits and taxation of capital gains tax.

Financial services company Citadel, for ex-
ample, said it was notable that there had been
no increase in taxes on pension funds. How-
ever, this could be because the government
was waiting to take a more holistic overhaul
of the taxation system, rather than a perma-
nent decision not to raise such taxes.

Certainly Giselle Gould of the Institute of
Retirement Funds said her or-

R70000 and R120 000 pay mar-
ginal tax rates of 44%. The
marginal rate remains at 45%
for those earning more than
R120001.

The government estimates
that 6,6% of taxpayers fall in-

One of the reasons for
the rise in individuals’
contributions to the
government’s coffers
has been the success
of the South African

ganisation had “appreciated”
the budget — especially since
tax relief meant people would
have more money to spend, or
invest in their retirement
funds.

However, the budget is not

to this top bracket, providing
just less than 46% of the total
tax burden and gaining 17,5%

Revenue Service in
collecting taxes

likely to have much effect on
people dependent on a state
old-age pension who will

of the tax relief. Slightly more
than three-quarters of taxpayers earn less than
R60 000, and provide 16% of the tax revenue.

Individual taxes contributed little more
than 42% of the government'’s total tax revenue
for the 1998/1999 finance year, compared to just
under 33% for 1984/1985. The proportions of
direct taxes (such as income taxes) and indi-
rect taxes (such as value-added tax or general
sales tax) have remained relatively stable.

One of the reasons for the rise in individu-
als’ contributions to the government’s coffers
has been the success of the South African
Revenue Service in collecting taxes.

For the 1998/1999 financial year the rev-
enue service is expected to collect R178,9-bil-
lion rand — more than R2-billion higher than
the target it was set in last year’s budget. This

is good news for registered and up-to-date *

taxpayers, not so good for those still evading
their tax responsibilities: new tax payers
mean the burden is spread more widely, and
the government can move further in reduc-
ing tax burdens.

only get a 4% rise or R20.

Deloitte & Touche manager Jaco la Grange
said the budget was “not surprising or oner-
ous at the lower end, a very good budget for
the wealthier”. According to his firm’s calcu-
lations, a two child family with an income of
R50 000 per annum would be about 0,6% bet-
ter off in real terms, while a family on R250 000
a year would gain about 0,1%.

However, La Grange said Deloitte & Touche
had noticed that the revenue service was be-
coming more aggressive in cracking down on
salary structuring and tax reduction schemes.
Even without legislative changes, the revenue
service “already has all the tools to investigate
or look at these things”, he said.

La Grange also pointed out that there could
be surprises during the year which were not
announced in the budget, and that people
should stay alert to possible impacts on their
financial planning. For example, the beginning
of January saw losses in trusts being ring-
fenced to prevent abuse for tax loss reasons by
srust beneficiaries.
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HE surprise reduction in

company tax from 35% to

30% in Finance Minister

Trevor Manuel’s Budget is
seen as part of along-term strategy
to bring SA in line with its major
trading partners.

Analysts agree the tax cut will
improve the competitiveness of SA
corporations and attract foreign
investment.

The tax change, and the reduc-
tion in the burden on low and mid-
dle-income earners, are in line with
a trend towards lower taxes for in-
dividuals and corporations.

Maria Ramos, director-general
at the Department of Finance, says
the approach is towards a tax
regime that is competitive, but
also ome that broadens the tax
base and reduces the burden on
individuals.

Economists say individuals still
carry most of the tax burden, con-
tributing at least 42% to govern-
ment revenue. But the latest cuts
will mean an extra R4.85-billion to
individuals — bringing to R15-
billion the total tax relief granted
to individuals by government
since 1995. Companies will have an
additional R2.5-billion in their
pockets.

Economists have welcomed the
cut in corporate taxes, saying it
should gear SA towards becoming
a more competitive country inter-
nationally. SA Chamber of Busi-
ness president Humphrey Khoza

Company tax cut part of
plan to join big league

The big surprise in the Budget is sét to

bring SA in line with its major trading
partners, writes THABO KOBOKOANE

welcomed the rebate, but regret-
ted that tax concessions — aimed
at promoting direct investment in
new production capacity — were
not being extended.

The question is how to redress
tax imbal in an envir

where government seems to want
to create a tax regime that encour-
ages competitiveness.

Government strategy has relied
on broadening the tax base
through improved tax collection
by the SA Revenue Service as away
of redistributing revenue to lower
and middle-income earners.

Indeed, in the 1998/99 financial
year better tax collection has been
highlighted as one of the main rea-
sons government was able to grant
more relief to individuals. it is ex-
pected that in 1999/2000 the SARS
will pick up an additional R2.7-bil-
lion through more efficient and ef-
fective tax collection.

SARS has also relied on the sin
taxes (tobacco and alcohol), but
this is a diminishing source of rev-
enue. Excise taxes are already in
line with the high levels of devel-
oped countries.

The retirement industry was
shocked last year when Manuel in-

creased its tax rate to 25% from
17%. He ieft the rate steady in this
Budget, but it remains to be seen
whether the industry will come out
unscathed in future budgets.

In terms of proceeds from pri-
vatisation, Manuel makes a R4-
billion provision to bolster the fis-
cus. But most of the R4-billion is
expected to flow from the restruc-
turing of the SA Special Risks
Insurance Association and not the
sale of state assets.

Most economists have urged
Manuel to increase VAT as away of
spreading the tax burden.

VAT, which replaced general
sales tax in 1991, has not been
raised since April 1993 when it
went up to the present 14%.

There is more than a possibility
that VAT could be increased once
elections are over.

Maria Ramos warns, though,
that indirect taxes are regressive
— she favours a balance between
direct and indirect taxes.

She says government will con-
tinue to reduce the number of tax
brackets, which stand at six from
10 about three years ago. “We are
looking at reducing the tax brack-
ets to between four and five.”
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Katz lauds job-creation benefits in tax cut

THE decision to cut the corporate tax rate
from 35% to 30% gets a strong thumbs-up
from tax commission chair Michael Katz.

Reviewing the tax reforms at an Investec
presentation in Johannesburg on Friday,
Katz said that, apart from the lower rate
making SA internationally competitive, an
important aspect was job creation among
small and medium enterprises.

“A 30% tax rate is hugely beneficial to
these businesses,” he said.

Katz saw the move as strengthening SA’s
position as a tax haven for foreigners. “We
have low corporate rates, no withholding
tax on interest and no withholding tax on
dividends.”

He dealt neatly with the argument that
secondary tax on companies (STC) lifts our
corporate tax rate higher than other coun-
tries’ rates. “If you include STC in our rate,

BUDGET COMMENTARY
By LEIGH ROBERTS

then you must add the dividends tax on oth-
er country’s rates. Then you see how
favourable SA is.”

The new lower corporate rate, however,
increased the gap between the maximum
marginal tax rate for individuals, at 45%, and
the company tax rate, allowing arbitrage.

Katz said the arbitrage situation could be
monitored by the SARS, but it was better to
have a tax structure that naturally promoted
compliance.

“In the short term, I'd sooner bring down
the maximum marginal rate to address this
issue. When the differential is only 6% or 7%,
the incentive for arbitrage is not that great.
The 30% corporate rate was right, but the

Katz took government to task on retire-
ment industry tax. “I have an absolute ob-
session about it,” he admitted.

“In the commission’s third report, we
identified the problem of taxing retirement
funds and the industry. Huge funds were
outside the tax system, and there was a tax
incentive to one activity in the economy.”

Pressures from the industry, he said, had
led to an unhappy tax situation. The funds
are now taxed on their net rental income and
on their gross interest, while other income
isn't taxed at all. “This distorts the invest-
ment markets. It makes retirement fund
managers go into high-risk activities.

“I would sooner have a 17% rate across
the board (on all income) than a differen-
tiated structure.” This would achieve tax ob-
jectives and take tax out of the decison-mak-

differential is structurag 71;17:51%-”) ﬂl \ 9‘ rﬁ a retireme\n(l;éjlageré QD)
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Jail, R500 000 fines —and a m_omo_m_ squa

HUGH ROBERTON
PoumcaL Ebmor

The regional office of the SA Revenue
Service is issuing more than 1 000
summonses and arrest warrants a
month in a tax evasion crackdown that
is unprecedented in the Western Cape.
It entails imprisonment and court

Western ano could pocket
‘R4,7-billion in frée shares i ;
Iife assurer’s .wm-ﬂn»dm:mwﬁo: goes
-ghead later this year." %
. Old Matnal said wmwnmwaw% that of
n.am 2.3-billion free shares to be issued,
425-million would go S unr :oEm_.m
‘in the Western Cape.. - P
‘The value of the mrwnmm not <m~
__Soﬂb. vmnwﬁmonomg arelistedon”
stock exchanges in London and in |
moumbuwwcﬂnn and other southern
African citi Em uﬁnm s.E amumﬁn on

mhimmnm. :
Merrill Lynéh, have estimated that if .
the shares had been listed:in Eondon

‘and Joh gonD ber 10
last year, the price would have been
between R11 and R14.

- AtR11 a share, policyholders in the
Western Cape would get a bonanza em
nearly R4,7-billion.

vote by post on the demutualisation.

Policyholders have tntl March3to .

actions that have led to fines of more than
R500 000 for some companies and the recov-
ery of millions a month from individuals.
And today, Peter Maspero, head of law
administration in the SARS regionatl office,

announced that chartered accountantshad .

been appointed in Cape Town and Bellville
with the sole task of closing down non-
viable businesses with tax arrears.

“Any business not considered to be
viable and that is in arrears with its taxes
will be shut down and liquidated - along

. withitsdirectors,” he warned.

He added that in future all tax evaders
would be prosecuted and, if found guilty,
would have a eriminal record. .

In Cape Town alone, more than R8-mil-
lion was recovered in a single “special
default” exercise last December.

The crackdown is part of a huge nation-
al effort to reduce the country’s tax debt
which, in spite of some spectacular success-
es, has increased nationally by 16,11%
overall since last year’s Budget.

Finance Minister Trevor Manuel
revealed in his Budget speech last week
that about R12-billion was lost every year to
tax evasion, but that the success of the cam-
paign to hunt down tax cheats had enabled
him to cut persenal income tax and compa-
ny tax—and increase social spending.

Today Mr Maspero said the Western
Cape-Northern Cape SARS office would be
taking more drastic steps against tax
cheats, including obtaining a court order to
prevent the issuing of Old Mutual shares in
the demutualisation {see report on left) to those
‘who owed more than R6 000 in arrears.

During the Sanlam demutualisation,

.. the SARS office in Cape Town prevented

more ti:an R30-million in shares from being
distributed to people in arrears. In Old
Mutual’s case, the amount is expected to be
far bigger.

Mr Maspero said the dramatic change
in regional SARS operations began when it
was able to break away from restrictions
that applied to the public service.

'S ALL-OUT WAR

d to shut businesses
\x\u A2 \ 77

eV

M Do you know a tax cheat? The South .
African Revenue Service has a hotline
which you can use to pass on irformation
— anonymously if you wish

Call 0800-002870 toll-free

There had been a big effort to empower
regional offices to take responsibility for
their own activities.

“The result is that in our local office we
were able to recruit 15 tax experts — people
with university and other qualifications
who are skilled in tax law and law

enforcement — and to award temporary
contracts to others.

“We have also testedthe barriers of
what we can do with the powers at our dis-
posal. In the past, for example, prosecu-
tions were handled by the state attorney,

whose office was seriously overworked.
|

N 340 )

CHIP SNADDON

Znﬂ we o:Hmm?mm are ableto prosecute.”
One of the most important changes in
dealing with tax cheats in the region has
been to refuse to accept payment of arrears
as an admission of guilt. “Instead, we

To page 2

P.TO.
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Firms set for chop as taxman goes lowar

From page 1

accept payment and let that fact

be taken into account by the
magistrate when passing sen-
tence, although it is untikely
that those paying up will

receive a jail sentence,” said

Mr Maspero. >

“Until now we have concen-
trated on defaulters who have
,.hotpaid PAYE and VAT. These
" defaulters are ... il effect mis-. .
using trust money collected
from their employees and the
public instead of paying them
over to the SARS for public
- coffers.” ’

| "0ul' gfixﬁatﬂﬁ/ﬂ? be

to use our newly acquired legal

+ professionals to prosecute tax

evaders. Typically these tax- ;
payers under-declare their
incomes.

“Froin now on, offenders
will, in addition to interest and
a200% additional tax penalty,

FAD
be prosecutetfor fraid.”

Mr Maspero said the SARS
local office had budgeted for
even bigger teams of profes-
sionals to continue the assault
on what he described “financial
gangsterism”.

cmpanhsiaulaxhllu, page 10
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Cape Town - The Sduth Afri
can Revenue Services (Sars) is
battling to collect more than
R17-billion owed it in arrears
taxes, and the situation was spi-
ralling out of control, the Na-
tional Assembly’s finance com-
mittee heard yesterday.

“Sars has continued to con-
centrate on the collection of ar-
rears debt, and although much
effort has been made in this
regard, we have been unable to
stop the growth of our debtors,”
Sars said in a presentation to
the committee.

More than R7,6-billion was
owed in income taxes, nearly
R7,7-billion in VAT arrears and
nearly R2,8-billion in PAYE debt.

Tax debt since April last
year had risen by 16,11%, or
R2,3-billion, Sars said.

VAT debts had shown the
most alarming increase -
31,35%, or R1,8-billion, since
April 1998.

Sars commissioner Trevor
van Heerden told the commit-
tee the total debt had built up
over a number of years.

As Sars had increased its
tax turnover, so debts had risen
accordingly.

He said there was evidence

that people were using the&T

they owed to finance busi-
nesses, and steps would be
taken to clamp down on this.
Sars had been successful in
broadening the tax base: be-
tween October 1997 and Decem-
ber last year it had identified
142 360 businesses which were
not registered for income tax,
19 965 which were not register-
ed for VAT and 18998 which

VAT fraud

amountmg

to R46-m

uncovered

in Gauteng

were not registered for PAYE.

It had also intensified its
campaign to prosecute tax de-
faulters.

A test by Sars on a sample of
taxpayers in October last year
revealed that 30% of them
would receive free shares from
the demutualisation of life
assurer Sanlam.

About 24000 of them who
were due to get shares but owed

llegt R17-bn

more than R5 000 in back taxes
for more than three months had
their share certificates attached.

To date, Sars had collected
R28,7-million in this manner
and it was still holding about
14 million shares in terms of
the attachment order.

In Gauteng, VAT fraud
amounting to R46-million was
uncovered. Two companies
were placed into liquidation
and three people were arrested.

Sars’s national special-in-
vestigations division had also
improved tax collection cap-
ability. Between April and De-
cember last year its investiga-
tions resulted in an extra
R750,7-million being collected.

Custom-post controls were
also improved.

Last year Sars had intro-
duced a system whereby people
could pay their income tax at
First National Bank. As from
August last year, an average
of about 16000 payments a
month were made via this
facility.

A new computerised in-
come-tax system to electroni-
cally link Sars’s various sys-
tems would be introduced this
year. - Sapa
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Revamped revenue service looks ahead
Hilary Joffe looks at the strategy the SARS has developed to tackle Eaa challenges

UST more than a year into its trans-

formation programme, the SA rev-

enue service (SARS) faces a long list of

challenges. Yet it can also claim some

notable successes, reflected in the ef-
ficiency gains which boosted government
revenue in the latest fiscal year and are set to
do so again in the next year.

The SARS, which was taken out of the
public sector late in 1997, must turn itself
into a more skilful and effective collector of
taxes and customs duties at the same time as
it continues to keep revenue rolling in. And
its mandate is not narrowly focused on rais-
ing more money in the shorter term — it is
also tasked with changing citizens’ attitudes
to their obligations.

, this is about collecting taxes
and customs revenues in a democracy. The

Central to the new strat-
egy, says SARS deputy com-
missioner Pravin Gerdhan, is
the shift from a manual,
paper-based organisation to
one which is more skills
based. That will enable the
SARS to provide a better ser-
vice to taxpayers — and to
exert greater control.

Investment in informa-
tion technology has been a
priority in the past year. Sev-
en thousand new personal
computers have been in-
stalled and the SARS's 112 of-

SARS has advantages which its pred

fices,

did not. It has the political credibility to
bring new taxpayers into the net and the abil-
ity to draw on international assistance.

Also, in its customs activities, it can draw
on co-operative, rather than adversarial re-
lations with neighbouring countries. Yet the
SARS was, until recently, a neglected and ar-
chaic bureaucracy, with few of the resources

posts, are all linked up to the
new network. Downtime has
been cut from 88000 man
days amonthto 4 500.

In the past, there were dif- 4
terent “silos” for income tax, -
value-added tax and customs dutles. Now
the SARS will create a single file for each tax-

necessary for a modern li

service. What it is trying to do now is to build
the capacity, in terms of technology, people

- and processes, to become one, at the same

time as it tackles SA’s pervasive culture of
nonpayment — or what tax people would
call lack of tax morality and compliance.

The changes at the SARS are being driven
by a comprehensive strategic plan which
was launched in June. This followed an in-
tensive “self-examination” process begun in
late 1997 when the SARS was given admin-
istrative_autonomy. That process, led by
Deputy Finance Minister Gill Marcus, began
the internal changes at the SARS. It also
brought in the assistance of the UK customs
office on the custom’s side and, on the tax
side, of Sweden’s National Tax Board. .

Traditionally, much of the SARS’s activity
revolved around moving mountains of paper
and its operations were dominated by cleri-
cal work.

As the SARS put it in its report submitted
to the parli; y portfolio i on
finance last week: “Administrative functions
currently take 80% of the time and bring in
20% of the revenue.”

payer, enh its ability to monitor and
control abuses. . *

To get tax compliance, says Gordhan, the
SARS must be able to provide a good service
and reduce the cost to the
taxpayer of complying. Yet it
must also have effective con-
trols. “We must be able to
show our teeth and use
them,”hesays.

Central to that is a new fo-
tus on auditing — and new
tools to do it. The Swedes
have helped to train auditors
and the SARS has purchased
70 laptop computers, which
its people use to visit com-
panies and download their
general ledgers for tax audit-
ing. Gordhan says the SARS is
working to develop a better
grasp of each economic sec-
tor so that it can understand
trends and tax practices and
better identify risks.

It has also beefed up its
special investigation units. It

Is relying in part on co-gperation from the
public — it has opened a tax fraud hot line
and has already received a few good tips,
which are under investigation.

Yet all of these activities need skills,

which have been in short supply in the SARS.

s
KUBEN DAVID Source: SOUTH AFRICAN REVENUE SERVICES

Gordhan says about 100 new
people will be brought in,
changing the “mix of talents”
inthe organisation. It is trying
to attract skilled profession-
als, generally paying market
rates less 10%.

Arguably, one of the major
problems faced, even by a
more efficient SARS, is that it
can clamp down on tax fraud
and tax evasion, but it will
still be relatively disadvan-
taged when it comes to tack-
ling .the more isti d

‘have

tax, VAT or PAYE. The result: 181 000 new
taxpayers were added to the tax base.

Many are small to medium-sized busi-
nesses and the SARS figures suggest the
money involved is relatively small — for in-
stance the 142 360 new income taxpayers
who were registered together owed a mere
R6,7m for the period prior to registration.

" Ifraising revenue were the only issue, the
SARS might arguably do better to spend its.
time on large-scale evaders and avoiders.
Bringing thousands of smaller taxpayers into
the net : ive and does not ily
yield large sums in the shorter term.

Yet this, says Gordhan, is not the issue. “It
is about nation building. In terms of the con-
stitution, citizens have rights. Yet they also
il We have to establish a cul-

forms of tax avoidance in-
vented by many of business’s
better brains. Gordhan con-
-cedes the problem but, he
says, “we want to get more
skills on our side so that we
can at least try to level the
- - - playing field”. e
_ The SARS concedes too that it is fighting
something of a losing battle on the tax debt
side, particularly on VAT collection. It re-
ported to Parliament last week that tax debt
rose 16% to R17bn since last April, with com-
pany tax debt up 19,5% and VAT debt up
31%. The record on PAYE
and personal income tax
debt was better, with little in-
crease in either category. Ef-
forts are being made to im-
prove debt collection sys-
tems and the SARS believes
the new systems could bring
insubstantial income.
Stamping out fraud. and
chasing up debtors are two
elements of the “efficiency
gains” that the SARS’s trans-
formation procéss is bring-
ing about. The other, and in
some ways even more chal-
lenging, element is broaden-
ingthe tax base. <
Last year the SARS sen
questionnaires to more than
600 000 businesses. It found
37% were not registered for
one or more types of income

ture in which paying tax is seen as one’s obli-
gation as a citizen.” LT ;

‘That applies as much to wealthy individ-
uals and larger companies as it does to small-
er businesses and those lower down the in-
come scale. The SARS js trying to engage
both worlds. o AT .

To do so, it is ¢hanging its own “archi-
tecture”, as Gordhan puts it, relocating its
offices, or opening new ones, in areas acces-
sibletob and indivi payers.
It also wants to do more educational work, in

h and other instituti

There is already plenty of anecdotal evi-
dence of the SARS's new look: companies
which have been audited by the tax man for
the first time in 40 years; small contractors
caught out for VAT. evasion and obliged to
pay over large sums; ordinary taxpayers
who are impressed when they phone a SARS
office and find a helpful and reasonably com-.
petent person at the other end.

* In hard figures, the evidence is there too:
Marcus estimates that in the three years to
the end .of the 1999/2000 fiscal year, SARS
efficiency gains will have brought govern-
ment an extra R13,4bn in revenue which has
made possible tax reforms such as the cut-
ting of company and personal income tax
rates and the reduction of fiscal drag in the
latest budget. .

In theory at least, the efficiency gains will
eventually run out. At that stage, though, the
tax base will be larger and all those who
should be paying their taxes might have got
into the fabit of doing so. Establishing that
habit is the SARS’s biggest challenge. .

O |
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Contract workers can claim
~ pension plans against tax

Contract work

1AM a contract worker and re-

| cently signed a contract for 12

months. Because ! work on con-
. tract, I do not qualify for any
. company benefits. As a result, {
pay tax but don’t claim any back
= so the taxman really loves
me! sy e

- Three months ago | took out a
" . hospital plan with Fedsure and 1

:} * have contributed to a retire-
‘{ . ment annuity with Sanlam for

seven years.
- Is there any way I can claim

" fromthe Receiver of Revenuefor
‘| these contributions and am;
- onwmw expenses? -

@ For answers to

Hands and Sense
Business Times
Money, PO Box 1746
Saxom
btimes 1.co.za

® Fax: (011) 280-5225

Another exception would be if
you were obliged to trave! n“_,.
s b n

R60 000 is R3 000 so the excess
you can claim is R2 000).
Your annuity con-

your "
this case, yon may be able to
claim costs incurred

(UTF) is also not deducted from
my salary. Should 1 make pro-
vision for it and, if so, what?

Beric ﬂa.oEP tax partner
with Grant Thoraton Kessel Fe-
instein, replies: As a bastc rule,
contract workers can only claim

for the purpose of your work,
less an adjustment for private
travelling.

Remember that driving to and
from work Is specifically regard-

tributions shouid be deductible
for tax purposes as you arenota
member of your employer’s
pension or provident fund. The

tax is 15%

up the issue with your employ-
er. If your employer does not
comply, notify the Department
of Manpower.

You cannot contribute or

. make use of UIF if you earn more

than R88 920 a year. [f this is the
case it may be advisable to-take
out income protection Insur-
ance or some other form of

+ investment in case your employ-

Mment ends.

~ Domestic’s pension

MY DOMESTIC worker, who
works two days a week, has
asked meto put R50 towards her

pension every month. Can you
tell me how to go zbout this?

Dave Crawford, Independent
adviser In Johannes:

of taxable income for the year.
For example, if you earn R60 600

ed as a private g ex-
pense by the Receiver,
With your hospital plan, the

for tax it

those expenses were incurred in
the production of their income.
If your employer gives you an
office and the necessary equip-

ment to perform the required -

tasks, I do not believe that you
can justify any workrelated
deductions for tax purposes.

However, if you must supply
certain stationery, office space
or other equipment, these costs.
can be deducted from your tax-
able income.

rules g of
medical expenses come into op-
eration. You will only obtain a
tax deduction if your total
medical costs are in excess of
5% of your taxable income for
the tax year in question.

Only the excess over this
amount can be deducted from
your taxable income. I, for ex-
ample, your taxable income is
R60 000 and medical

ayear, thy
annuity contributions that can
be claimed is 15% or R9 000.

As far as UIF is concerned,
your employer must deduct con-
tributions from your salary if
you earn less than R88920 a
year or R7 410 a month.

if you earn below this amount,
your empioyer must deduct 1%
from your salary and contribute
this fo UIF. Your employer will
also have to contribute an equal

amount.
inthis i brack

amount to RS 000, you can claim
only R2000 (that is, 5% of

burg, replles: There are two
practical possibilities here,

The first is tu contribute to a
formal domesfic workers retire-
meat fund. These are available
from most assurers for a regular
monthly premium.

In this way you can provide a
funeral benefit — usually about
R4 000 or R5 000 for a funeral for
your domestic worker and/or
the members of their family —
as well as a capital fund which
will grow to retirement.

The amount available at re-
tirement will depend on how
much of the premium goes into

Ifyor
et and UIF are not

being deducted, you should take

. and how well the
fund’s investment performance

was over the period.

The second option is to pro-
vide an amount for pure invest-
ment in some sprt of savings ac-
count or unit trust fund. This is
usuaily an option if the domestic
worker already has funeral as-
surance — but it's imperative

you discuss it with her first.

if she is only working with you
two days a week, she may work
for someone else as well, 50

there may be an exsting
arrangement.
It's important to get the whole

picture becanse one of the clas-

sic problems that arises later
from the domestic worker
schemes is that of why the in-
'vestment account is so low. This
happens when part of the con-

-tribution is being used for funer-

al cover and other risk benefits,
i this situation is unnecessar-

ily duplicated in a multiple em-
ployer situation, it could lead to
future misunderstandings.

® We regret no personal corre-
spondence can be entered into.
The Sunday Times accepts no
responsibility for the advice given
in BT Money.

L

C



= ARGUS, FRIDAY, APRIL 30, 1999




New SARS forensic unit recovering millions as it nets tax evaders

By Rvam CRESSWELL

The taxman’s growing force of -

forensic and legal experts is
making inroads into tax evasion
and fraud around the country.
Early last year the South
African  Revenue Service
(SARS) formed a new section of

tions unit, called the forensic
task team, and hired former
commercial-branch detectives,
attorneys, advocates and foren-
sic experts to complement vet-
eran tax investigators.

In March the unit was prose-
cuting 151 cases of VAT fraud,
82 cases for Customs fraud, 18

its national special investiga- j%inmn? fraud and
e 95 [4”

six cases of sales tax fraud.
Between April and Decem-
ber last year, investigators re-
covered more than R153-million,
compared with R96-million in
the same period for the previous
year - nearly R58-million more.
SARS spokesperson Christo
Henning said the unit intends to
form an alliancg with the De-
(3200

partment of Justice to speed up
prosecutions.

The SARS has also estab-
lished a joint mobile border po-
lice/Customs team that seized
goods worth R12-million in a
few months last year.

Fraud hotlines have been es-
tablished so that irregularitics
can be reported anonymously.



Labour’s planned BIG tax

‘aims at alle
(oo TR Db

FranK NxumaLo

Johannesburg - Organised labour’s
solidarity tax or Basic Income Grant
(BIG) of R100 a month for every citi-
zen, as proposed at last year’s historic
Presidential Jobs Summit, was aimed
primarily at alleviating poverty
rather than discouraging people from
working, Neil Coleman, the head of
Cosatu’s parliamentary office, said
yesterday.

Writing in the latest edition of the
South African Labour Bulletin, Cole-
man said as everyone would receive a

_ grant, the system was a real compo-
nent of developmental social welfare .
It avoided the problems experienced by
welfare states where the possibility of
welfare created a disincentive for peo-
ple to work.

To ensure the system targeted the
poor and the unemployed, those earn-
ing R2 000 a month, for example, would
pay back the BIG of R100 while those
earning above R5000 a month would

iating poverty

pay back double what they received as
BIG or solidarity tax.

“The money would be claimed
back from higher income earners
through the South African Revenue
Service, and the balance would paid
by the fiscus.

“Preliminary calculations indicate
that the cost of a BIG of R100 a month
from 1998 may peak at R23 billion in
2003-04, assuming 75 percent take-up
rate within six years,” Coleman said.

He said BIG would contribute to-
wards making people more economi-
cally active through access to cash
resources, improve community health
and enable poorer households to pool
cash resources.

BIG grants would be paid into peo-
ple’s accounts electronically and at a
reformed and extended Post Office
bank system.

Coleman said the state’s old age
pension should remain in place as it
had proved to government’s most effec-
tive system of poverty alleviation.
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Zero-tolerance approach to

| tax collection nets R183-bn

o s s | G0
&%

The South African Revenue Ser-
vice’s new hardiine approach to
tax collecting brought in R183-
billion last fiscal year, which was
about R4,4-billion above the pro-
jected budget, according to the
head of the organisation, com-
missioner Trevor van Heerden,

Van Heerden spoke about the
successes of the zero-tolerance
approach and the transforma-
tion of the service yesterday at
the start of a three-day SARS
National Forum in Midrand.
The forum will present a strate-
gic review and an action plan
for 1999/2000 to manageys from
around the country.

Van Heerden said a prosecu-
tion drive in KwaZulu Natal,
the Eastern Cape and the West-
ern Cape had helped the rev-
.enue surge. The establishment
of 17 customs posts between

South Africa and neighbouring
countries had already brought
in VAT worth R67-million and a
new investigation branch had
also recovered millions.

The recouping of R98-million
and the collection of 12 million
shares from Sanlam sharehold-
ers who owed taxes at the time of
demutualisation is also a major
achievement, SARS now expects
o get as much as R300-million
from Old Mutual shareholders.

Van Heerden said there were
many hurdles to overcome -
one of the worst being “the low
tax morality in South Africa”,
Taxpayers who try to use the
Y2K bug, which may crash
many older computers, as an
excuse not to pay certain taxes
will be disappointed next year.
Van Heerden said taxpayers
were heing warned that this
would not be treated as a miti-
gating factor.

13]5/449
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SANTOSH BEHAHIE

CIVIL servants who have
not been taxed on their
cushy fringe benefits are
in for a shock.

The taxman is to crack
down on employees who
have evaded paying perks
tax on rent for state hous-
es, car allowances, inter-
est-free loans and meal
and refreshment vouch-
ers.

State departments who
have failed to deduct the
taxes from their employ-
ees will also face the
wrath of the taxman.

The first group to be
targeted were about 50
doctors in Mpumalanga
who, during the past
three months, were
forced to pay out thou-
sands of rands in back-
dated fringe benefit taxes they owed for
occupying official houses.

South African Revenue Service com-
missioner Trevor van Heerden said that
anyone who did not pay would be sing-
led out. This included civil servants.

“They would then be subject to legal
or other action as prescribed in the
Act”

He said the only civil servants exempt
from fringe benefit tax were those earn-
ing less than R20 000 a year.

However, a Sunday Times survey
found that there was confusion in var-
ious provinces over whether or not civil
servants had been paying perks tax. One
reason for the confusion was the estab-
lishment of nine provinces, )

It is estimated that in Mpumalanga
and KwaZulu-Natal thousands of civil
servants have not paid the fringe benefit
tax on the state-owned houses they oc-
cupy.

More than 65 000 state-owned houses
are being rented by civil servants and
private individuals nationwide.

The SARS clampdown began in Mpu-
malanga in March.

Doctors were forced to pay up to
R2 000 a month for March and April, But
in May they were stunned when as much
as R5 000 — more than half their net
incofne — was deducted. The deduc-
tions date back to March last year.

One doctor, Mbongani Kabila, said he
was stunned when he found out that
doctors in other provinces were not
paying fringe benefit taxes for state
homes they occupied.

In a memorandum handed to the De-
partment of Health in Mpumalanga, the

civil

servants

doctors said they were aware that not all
state employees occupying official
houses paid fringe benefit tax.

SARS media spokesman Christo Hen-
ning said there were no exceptions to
the rule when it came to paying tazes.

“No one is above the law, not even
provincial or state employees. When it
comes to paying taxes everyone is treat-
ed equally, including the President of
the couniry,” he said.

Meanwhile thousands of unsuspect-
ing public servants working and living in
official houses in KwaZulu-Natal may
soon find themselves in the same dilem-
ma as their Mpumalanga counterparts.

A senior official at the Department of
Finance said that none of the thousands
of civil servants in the province was pay-
ing fringe benefit taxes.

KwaZulu-Natal's head of heaith, Pro-
fessor Green Thompson, said that if the
more than 1000 health workers occu-
pying state houses in the province were
taxed, serious problems could arise.

“It is already difficult enough trying to
get health workers, including doctors,
to work in rural areas. Providing them
with homes at a nominal rent is one way
of getting our professionals to work in
rural areas.”

According to Brian Caswell of the De-
partment of Finance in the Western
Cape, all civil servants in that province
have paid fringe benefit taxes since
around 1992. .

Zakes Dube of the Department of Fi-
nance in Gauteng said civil servants had
been paying fringe benefit tax since the
time of the old Transvaal Provincial
Administration.
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SARS targets e

Tim Cohen

CAPE TOWN — THE SA Revenue Ser-
vice (SARS) has decided to target un-
conventional employment contracts
made with close corporations that are
affecting national revenue flows.
Tertiary educational institutions
have become the initial targets of the
aggressive new approach by the tax-
man against tax-avoiding employment
contracts — a move which has serious
implications for similar schemes which
€xist in both public and Drivate sectors.
Already, Technikon SA and the Uni-
versity of Stellenbosch face charges of
tax arrears for tens of millions of rands

as a result of the new approach, accord-
ing to several reliable sources.

The schemes involve attempts to
avoid tax by paying lecturers and other
experts consultancy fees via close cor-
porations, for example, instead of pay-
ing them ordinary salaries.

For educational institutions, this
system has the advantage of making it

possible to offer “salaries” beyond the °

scope of public service regulations,
which often restrict salaries to levels
not competitive with the private sector.
This makes it possible for the institu-
tions to attract more highly skilled staff.

The system is also tax-efficient be-
cause of the difference between high

-_—

mployment contracts made

personal tax and comparatively low
corporate tax.

However, it is understood that the
taxman is taking the approach that
these contracts are essentially employ-
ment contracts and therefore the insti-
tutions are liable for forward pay-as-
you-earn (PAYE) payments.

One expert says the receiver is par-
ticularly sensitive to “salary sacrifice
cases” in which former employees ef-
fectively accept salary decreases, but
are then paid via a service contract and

-end up receiving more,

It is not necessarily illegal for an in-
stitution to enter into a service contract
with an individual via a close corpora-

—_——

tion, but certain requirements must be
met for the institution to avoid being
regarded as effectively an employer.

It is in this grey area that the dispute
has arisen regarding Stellenbosch Uni-
versity and Technikon SA, which may
take the matter to court.

The two institutions have been tar-
geted as the start of a broader clamp-
down by the SARS on these kinds of
contracts, which are thought to be com-
mon in the public and private sectors.

“They don’t have the capacity to do
all the institutions fogether, so they are
going to do one or two organisations at
atime,” says one insider who is familiar
with the subject.

Bh - .
to close corporations

The dangers for the SARS have been
exacerbated by government’s decision
to reduce the corporate tax rate, which
increases the incentive to pay corpo-
rate rather than personal tax.

Fani Zulu, spokesman for the SARS,
declined to comment on the case, be-
cause the Income Tax Act prohibits em-
ployees of the service from publicly dis-
cussing matters between individual tax-
payers and the service,

He argued that it was the right of ev-
€ry taxpayer to have his tax matters
handled with the utmost confidentiality
and said he would therefore not com-
ment on the existence or nonexistence
of the dispute.

—_—
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Transforming
the taxman

Howard Barrell @20)

uestion: where can Min-
ister of Finance Trevor
Manuel invest R3-million
of government money

and reallstically expect a return of

RI0-million within a year or two?
Answer: in the Somb African
Revenue Service (SARS).
Since the SARS became a semi-
autonomous government agency un-

der the Department of Finance in 1947,
it has been one of the institutional
successes of the post-apartheir era.

[n the last available tax year, the
SARS coliected Ra,6-biltion 6%) more
in personal aimd individual tages than
Manuel had expected

The SARS also collected more val-
ue-ndded tax (VAT) than targeted
despite a slowdown in consumer
spending. The number of people reg:
istered s taxpayers rose by more than
12%, and the number of tax defudters

mier 3-9/9/99
is seldom popular. But it spreads the
tax burden more evenly. It discour-
ages a government from thinking
that, to increase revenue, it must im-
pose higher tax rates - which, again,
only the conscientious would pay
“Wa're beginning to create a new
mindset among people,” says Gordhan.
Gordhan says the SARS has had to
develop its ability to monitor the most
sophisticated financial deals and to
draw into the tax net many once mar-
ginalisil, often pooter people. It has
also recently taken over responsibility
for customs collection and appointed
Nthikeng Letsoalo as programme
manager for customs transformation.
The SARS strategy to get more
people to pay their taxes rests, Gord-
han says, on three legs. First, it has to
improve the service it provides. New
computer systems and auditing soft-
ware will soon enable the SARS
quickly to interrogate the accounts of
any individual or business. The SARS

gations) is Ivan Pillay, formerly in state
intelligence and a no-nonsense, skill-
ful front-line ANC operative, accord-

whose returns were
dropped by nearly 8%.

This performance has been the
product of an extravrdinary institu-
tional transformation, Strategy at
the SARS has Lieen rewritten. Man-
agement has overhauled its structure
and personnel policies. The SARS
also pays market-related salaries and
performance incentives. All this has
been made possible by the SARS's de-
parture from the civil service,

The contrast between the perfor-
mance of the SARS and many govern-
ment departments has prompted a few
civil service managers toask how the
autonomy granted the SARS might be
adapted to their departments.

With improved revenue collection
has also come an incipient change in
South Africa's tax culture, says Pravin
Gordhan, the SARS acting commis-
sioner; who taok over this week from
‘Trevor van Heerden, who is retiring.

Anj in tax coll

is P sly
erations such as pay-as-you-earn and
VAT. And it wants a situation where
cach taxpayer will have a single tax
number and a single
file.

Inshort, the SARS

The numberof

ing tofor

“There is a climate of criminality
out there, and we have got to put
our foot down,” says Pillay. His strat-
gy involves trying
10 “work smarter”
by, among other

is trying to cut the registered taxpayers ying. yunifying
“compliance cost” for  ¥0$€ by more than “risk areas” and
any taxpayer. Atpre-  12%, and the number then focusing re-
sent, a small business  of tax defaulters sources on them.
person, for example, ywhose returns were.  And, once people are
‘has to fill in65 forn?ls outstanding dropped caught ‘and cfmvict-
— which is wrong", ed, the SARS is nam-
says Gordhan, by nearly 9% ing and shaming
The second leg them, ensuring their
is tax education — casesget publicity to
telling people “they have obligations  holster deterrence.

alongside their rights in South
Africa”, says Gordhan,

And the third is 10 “show our teeth™
-~ to prosecute those involved in tax
evasion or fraud, says Gordhan. Here,
the SARS is beefing up its capacity: ts
new g {speclal investt-

Pillay’s department has also set up
anew anti-corruption unit, headed by
Gene Ravele, another former ANC ope-
rative. Ravele explains: “Some cases of
tax fraud and evasion involve internal
SARS players. In some cases, SARS
employees have heen bribed to change

Pravin Gordhan.

records they have aceess to; in others
extortion has been involved. That's
where my unit comes in. We hit people
involved with criminal charges and
internal misconduct proceedings.”
The change of culture among the
SARS's 12000 staff has been profound.
Human resources head Judy Parfity,
formerly at Valkswagen, explains the
agency’s pyramidic civil service struc:
ture— with 17 levels, each with about
four legs, ranks or notches - has been
levelled out to 10. This has improved
communication, flexibility and inno-
wvation. Career paths have been map-
ped out for 80% of SARS employecs.
And the SARS is modernising its
pay incentive system. The scheme of
afew years ago atlowed for a bonus of.
upto half an employee's annual salary
— irrespective of an employee’s con-
tribution to improved performance.
The SARS is now developing ways to
reward good performance by smaller
units of the SARS and individuals,
“Promotion is now results driven
— not by qualifications or length of
service,” Parfitt says. This emphasis

JULAN] VAN DER WESTHUIZEN

has run well alongside “robust™
aftirmative action. “SARS has becn
largely a white and female organisa
tion. As we have begun to change this.
the merit principle has not been siacri
ficed - that's a myth. A lot of the
black peopk who have joined over the
piast year have been incredibly goud ™

Much of the credit for the nitty:
gritty inthe SARS's turnaround goes
to Stan Shrosbree, general manager
{operations), who lived thraugh the
frustrations of the civil service, Where
change at the SARS has suceceded, he
believes this is hecause “people have
beught into it and are part of it".

SARS siaff give credit for the
broader strategic vision to Van Heer-
den, former deputy finance minister
and now Deputy Governor of the
Reserve Bank Gill Marcus, and to
Gordhan.

Asked what “transformation”
‘means to him, Gordhan said: “Chang-
ing the operational processes, Infra
structure, people’s skills and compe-
tencies, the technology they use and
their organisational eulture.”







Flawed property tax Bill could

undermine economic policy

LynpA LOXTON
PARUAMENTARY CORRESPONDENT

Cape Town - The department of
provincial affairs and local gov-
ernment was on Friday urged to
ensure that the proposed Bill on
property rates did not have an ad-
verse effect on economic activity.

Barbara Hogan, the chairman
of the national assembly’s portfo-
lio committee on finance, said
that while it was recognised that
a land tax of some kind had been
provided for in the Constitution,
the way the tax was implemented
could prejudice national econom-
ic policy.

She urged the department to
liaise with other departments,
such as finance and trade and in-
dustry, to set in motion ways of
monitoring the implementation
of the Act.

Denis Davis, a member of the
Katz Commission, warned that
the draft Bill contained so many
inconsistencies that it could be a
“constitutional litigator’s par-
adise”.

Geoff Budlender; the director-

/

Denis Davis warned of
inconsistencies in the Bill

general of the department of
land affairs, told the committee
during its two-day hearing on the
proposed tax that it had been cal-
culated that a “non-onerous” tax
of three percent a year on the site
value of rural land could raise
R1,3 billion a year. Of this, more
than half would come from non-
farm rural properties, highlight-
ing the fact that the tax would not
only target farmers.

‘ ARE qiiciaa
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But a submission by AgriSA
(formerly the South African
Agricultural Union) said the two
percent rate mooted for the land
tax would raise about R18 billion,
or 14 percent of farm incoine,
which was “totally unaffordable”.

The South African Council of
Business said a rural land tax
would be discriminatory and dif-
ficult to administer.

Jackie Manche, a chief direc-
tor in the provincial affairs and
local government department,
said she realised that the “very
soft” draft Bill did not address all
the concerns raised during the
hearings, and that she would have
to re-look several aspects in con-
sultation with the Katz Commis-
sion’s sub-committee on land tax.

Because the Bill would intro-
duce “major changes”, it was en-
visaged that it would be phased in
over three years to soften the im-
pact, especially on the poor.

Manche said the Bill would
not be re-worked and she expect-
ed that it would be available for
public comment by the beginning
of next year,
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