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SUBMISSION BY MIH INTERNET AFRICA (PTY) LTD (“MIHIA”) ON THE DRAFT TAXATION LAWS AMENDMENT BILL, 2013

1. INTRODUCTION

1.1 MIHIA thanks National Treasury ("Treasury") for providing us the opportunity to furnish Treasury with our comments on the draft Taxation Laws Amendment Bill, 2013 (“the Bill”). 
1.2 The Bill, at paragraphs 174, 181, 185 and 187, proposes certain amendments to sections 1, 15, 20 and 23 of the Value-Added Tax Act, No 89 of 1991 (“the Act”).

1.3 We welcome the opportunity to participate in this process and are confident that our submission will contribute to creating a level playing field in which foreign and domestic suppliers of digital content are treated equally from a VAT perspective and the challenge of ensuring that the resultant amended legislation will be capable of implementation in a timely manner.

2. SUBMISSION
2.1 MIHIA operates Kalahari.com, an online general retailer, which offers a range of goods for sale online to South African consumers, including physical books and e-books.  
2.2 We agree with Treasury’s assessment that the current VAT regime permits a “near 14 percent competitive advantage for foreign suppliers
”. We welcome the amendments proposed by Treasury to level the VAT playing fields, including the amendments to sections 1, 15, 20 and 23 of the Act.
2.3 One of our remaining concerns however arises from the proposals that the relevant provisions should only come into operation and/or apply in respect of e-commerce services supplied on or after 1 January 2014
.
2.4 Taking into account the objectives of the drafters of the Bill
, and the dynamics of the book industry in South Africa, the proposed effective date of 1 January 2014 may be too late to have any real effect on this industry.  In our view, this date should urgently be brought forward to 1 November 2013 (or alternatively, if this is not possible, 1 December 2013).
3. EVIDENCE IN SUPPORT
3.1 Please see Annexure 1 for actual weekly sales data
 derived from Nielsen BookScan South Africa, a division of SAPNet. The data reflects that 25.2% of annual physical trade book sales in South Africa occur in the last 9 weeks of every calendar year from week 44, which period traditionally commences around 1 November each year. We expect the sale of e-books to approximate these trends. The increased sale of books over this period is primarily due to increased demand for books in advance of Christmas and the festive season. This period is critical for the South African book industry each year, but will be even more critical this year
.
3.2 See Table A below for a graphical depiction of the sales figures derived from Annexure 1 for 2010, 2011 and 2012.
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Table A: weekly Trade book sales* (ZAR) for 2010-2012 *excluding academic books, including physical books only 
3.3 The graph at Table A (as read with Annexure 1) clearly indicates that for 2010 – 2012, for the November-December festive period comprising the last 9 weeks of each year
, on average over the three years:

3.3.1 25.2% of book sales occur over just two months; and

3.3.2 the monthly average sales during the festive season are 55.0% higher than average non-festive monthly sales.

3.4 We expect that the industry will experience similar results this year.

3.5 By its proposal to amend the current VAT regime as contemplated in the Bill, Treasury has clearly committed itself to remedying the prevailing imbalance in South Africa under which “local e-commerce suppliers (especially e-book providers)” are placed in “an uncompetitive position vis-à-vis foreign suppliers of e-books”
. 

3.6 Treasury has already recognised that the “net result is a near 14 per cent competitive advantage for foreign suppliers”
. 

3.7 By failing to implement its proposed remedy in time for the festive season 2013, Treasury is effectively permitting the uneven VAT playing fields to perpetuate over a period which is most critical for the South African bookselling industry. 

3.8 If Treasury permits the status quo to continue until 1 January 2014, we are likely to find that the industry has suffered significant and irreversible adverse effects. Reasons include: 

3.8.1 the market is highly competitive and consumers are very price sensitive;

3.8.2 this is a low-margin industry, and a pricing differential of 14% represents a major competitive disadvantage for local retailers which is difficult to withstand;

3.8.3 many local retailers may not financially survive this festive season unless the new proposals are implemented urgently; 

3.8.4 many e-books are not compatible with all e-reader devices and software platforms, largely due to the deployment of different digital rights management (“DRM”) solutions. Thus, once a consumer has started building a library of e-books compatible with a certain device, platform and/or DRM solution, the likelihood of that consumer subsequently switching device, platform and/or DRM solution to accommodate the e-books of another supplier, is very slim; 

3.8.5 the SA industry for e-books is at an important stage in terms of digital adoption, and this festive season is viewed as critical. We estimate that approximately 90% of the SA market for e-books is already held by foreign suppliers and unless the VAT playing fields are levelled in advance of this festive season, the dominant position of such foreign suppliers is likely to reach a “tipping point” due to viral growth rates, in which event local suppliers will find it almost impossible to compete in the future; and

3.8.6 now that foreign suppliers are aware of the imminent VAT amendments, this may have the added adverse effect of encouraging foreign suppliers to aggressively reduce prices of their products in South Africa even further in a last-ditch effort to entrench and deepen their market position before the VAT amendments take effect.

4. CONCLUSION

4.1 For the reasons set out above, we implore Treasury to re-consider expediting the implementation of the proposed amendments to a date which will level the VAT playing fields in advance of this year’s festive season. We respectfully submit that the latest effective date for such proposed amendments should be 1 November 2013 (or alternatively, if this is not possible, 1 December 2013). 

4.2 Please do not hesitate to contact Alexia Christie on achristie@mihinternet.com should you have any queries or should you require any additional information from MIHIA in respect of this submission.

4.3 MIHIA would be amenable to supplementing the comments set out hereunder by oral and further written submissions should further opportunity to do so be made available by Treasury.

ANNEXURE 1: Trade book sales (physical) for 2010, 2011 and 2012
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1 20,518,747 24,643,988 22,951,387

2 23,389,318 24,800,896 23,728,861

3 21,141,913 23,438,942 22,929,621

4 20,989,907 23,307,279 22,275,537

5 20,108,530 21,749,212 23,533,230

6 22,409,458 20,495,106 21,856,300

7 19,741,455 19,709,200 21,702,881

8 19,298,870 21,158,042 21,019,832

9 20,028,650 20,873,652 22,296,332

10 17,959,978 20,272,378 22,208,904

11 19,173,863 20,761,001 20,688,891

12 19,114,602 20,367,658 19,195,652

13 21,447,702 22,035,196 20,979,549

14 19,407,386 23,316,079 22,298,191

15 19,534,570 22,871,840 21,932,289

16 23,695,748 21,267,776 21,750,331

17 20,657,390 20,981,373 21,073,556

18 20,490,901 22,105,936 23,027,254

19 22,224,815 20,155,330 24,872,018

20 19,162,502 19,782,357 21,236,277

21 18,670,779 22,184,378 19,268,393

22 18,762,906 19,822,274 22,373,155

23 17,661,264 19,423,215 19,771,204

24 19,959,666 20,395,843 20,727,512

25 18,278,911 19,508,660 22,116,592

26 19,756,441 20,825,107 19,285,098

27 19,306,833 19,761,518 23,171,114

28 19,985,100 19,792,098 24,407,617

29 18,202,977 18,601,571 21,618,043

30 20,465,851 21,327,124 21,131,149

31 21,068,115 20,508,831 22,353,420

32 20,490,613 19,248,290 21,789,690

33 19,535,167 19,954,195 20,549,558

34 19,959,590 20,727,069 19,329,438

35 21,797,481 19,775,253 22,318,239

36 19,770,828 18,026,623 20,453,105

37 19,689,429 19,114,993 19,965,848

38 19,448,994 17,994,855 18,859,328

39 20,579,535 19,975,598 19,497,341

40 19,292,956 21,253,345 21,682,170

41 21,468,057 20,808,082 19,501,905

42 22,041,204 20,517,065 24,627,832

43 21,971,534 23,332,437 24,828,079

44 23,931,681 23,419,657 24,832,571

45 22,860,085 24,976,739 26,944,394

46 23,566,378 25,187,768 27,984,471

47 22,798,943 27,397,530 26,870,526

48 28,812,735 31,061,175 31,055,324

49 32,989,122 36,501,192 32,668,901

50 40,742,577 41,975,819 37,990,461

51 51,823,405 59,542,820 49,001,261

52 30,674,277 21,624,379 55,541,056

53 24,510,187

Total festive sales

Total annual sales

Festive as % of Total 25.2%

907,285,434

3,604,100,358


� Explanatory Memorandum accompanying the Bill, para BII, page 93


� Including at paragraphs 174(5), 181(2), 185(2), 187 of the Bill


� As set out in the Explanatory Memorandum accompanying the Bill


� This data is based on physical trade book sales, excluding academic book sales. 


� For the reasons set out in 3.8 below


� Different retailers experience different festive season periods, with some longer than just November and December


� Explanatory Memorandum accompanying the Bill, para BII, page 93


� Explanatory Memorandum accompanying the Bill, para BII, page 93


� Derived from Nielsen BookScan South Africa – 52 week Standard Executive Reports for 2010, 2011 and 2012





Page 1 of 1

