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Tax revenue by instrument as a % of National Budget Revenue
2007/08 _ 2008/09 2009/10 _2010/11 201112 __2012/13 | 2013114

Individuals 301%  32.0%  354% 339%  33.8% 345% 34.9%

VAT 26.9% 253% 255% 274%  258% 27.0%| 26.8%

Companies 25.0% 27.2% 233% 19.8% 20.5% 20.0% 20.0%

Fuei levy 4.2% 41% 5.0% 514% 4.9% 5.0%) 4.9%

Specific excise 3.3% 3.3% 3.7% 3.4% 3.4% 3.6% 3.3%

Customs duties 4.7% 3.7% 3.4% 4.0% 4.6% 4.8%, 5.0%

STC | Dividends 3.7% 3.3% 2.7% 2.6% 3.0% 2.5%] 2.0%

Sub Total 97.9% _98.9% 98.9% 96.3% 96.1% _ 97.4% _ 96.9%|

Three (PIT, VAT, CIT) 82.0% 846% 842% 811%  80.1% &1 5% 81.7%
B
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xable income brackets were increased

Table 4.1 Personal income tax rate and bracket adjustments, 2013/14 - 2014/15

201314 201415
Taxah!e income (R} Rates of tax Taxable income (R) Rates of tax
RO - R165 600 18% of each R4 RO - R174 550 8% of each R1
R165 801 - R258 750 R29 808 + 25% of the amount R174 551 - R272 700 R31 419 + 25% of the amount
above R165 600 above R174 550
R258 751 - R358 110 R53 096 + 30% of the amount R272701 - R377 450 RS55 957 + 30% of the amount
above R258 750 above R272 700
R358 111 - R500 440 R82 904 + 35% of the amount R377 451 - R528 000 R87 382 + 35% of the amount
above R358 110 above R377 450
R500 941 - R638 600 R132 894 + 38% of the amount R528 001 - R673 100 R140 074 + 38% of the amount
above R500 840 above R528 000
RB3as 601 R185 205 + 40% of the amount R673 101 R195 212 + 40% of the amount
above R638 600 above R673 100
Rebates Rebates
Primary R12080 Primary R12726
Secondary R6 750 Secondary R7 #10
Tertiary R2 250 Tertiary R2 387
Tax threshoid Tax threshold
Betow age 65 RE7 111 Below age 65 R70 700
Age 65 and over R104 611 Age 65 and over R110 200
Age 75 and over R117 111 Age 75 and over R123350
national treasury
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Th‘é,adm's'tm'ent provided tax relief of R9.25 billion

* The adjustment increases the tax free threshold from R67 111 to R70 700
* Around 40% of the total relief will go to those with taxable incomes that are less

than R250 000

Table 4.2 Estimates of individual taxpayers and taxable income, 2014/15

Registered individuals | Taxabls incoms Income tax Personal income Income tax
payable before tax relief payabie after relfef
relief
Taxable bracket Number %} R million %| R miliion % Rmillien % R miltlon %
8 -R70 000 8835791 194 445 115 25 - 5 N - -
R70 001 - R150 000 2758078 430 288181 170 18092 52 1740 [189)% 16351 44
R150 601 - R250 000 1844142 256 3211624 190 4149 12.0 1843 20.0) 39648 1
R250 (01 - R350 000 85265 133} 250125 148 43789 127 1557 . 42232 126
R350 601 - R50G 000 531173 83 220186 130 48072 138 1475 1680] 46597 139
R500 004 - R750 000 6123 541 20863 123 55303 160 1335 145 53989 16.1
R750 001 - R1 000 000 132017 21 114037 6.7 34663 100 591 64 3072 0.
Rt 000001 + 154 111 24 291160 172 103 760 301 685 74 103075 307
Tota! 6419200 100.6) 1693908 1000] 345169 100.0 9226 1000 335944 100.0
Grand total 15254 991 1838 353 345 194 | § 250 336 944

1. Registered incividuals with taxable income below the income tax threshold
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percentage points :
+ 1{bottom)
.2
. 3
. 4
+ 5
* 6{top)

Between 2002/03 and 2014/15 the bottom threshold was increased by 13.1 per
cent per annum and that of the top income bracket by 9.0 per cent per annum.

The marginal tax rates have remained unchanged during this period.

The tax free threshold for taxpayers below 65 years was increase by 8.4 per cent
per annum since 2002/03 and for those 65 years and above by 8.2 per cent per

annum.
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T e“"rjéti__rement_lump sum tables were also adju'sted-' .

pwards. . © o

s The brackets in the tables have thus been increased by around 10%, but there has
been a larger increase in the first bracket of retirement lump sum table from R315

severance package

— The other taxes amounts you withdraw from your pension before retirement {usually
when an individual resigns from employment) - This is more punitive to discourage

rms since between 1998

Between 1998/99 and 2002/03 the marginal rates decreased by between 1and 9

by 1 percentage points from 19% to 18%
by 5 percentage points from 30% to 25%
by 9 percentage points from 39% to 30%
by 8 percentage points from 43% to 35%
by 6 percentage points from 44% to 38%, and
by 5 percentage points from 45% to 40%

There are two different retirement benefit lump sum tax tables:
-~ One taxes the amounts you receive as a lump sum at retirement or as part of their

withdrawals before retirement

The pre-retirement lump sum table has not been adjusted since 2007 and the

retirement lump sum table was adjusted only once, in 2011

000 to R500 000

¥
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The larger increase was to avoid situations where individuals (especially in
provident funds) who did not receive a deduction on their contributions over their
working lives would be forced to now pay tax on their retirement benefits



The amended values of the retirement lump sum tables

Table 4.3 Pre-retirement lump-sum taxation, 2013/44 - 2014/15

201314 2014115

Taxable income (R) Rates of tax Taxable income {R) Rates of tax

RO - R22 500 6% of taxabie income R0 - R25000 0% of taxable income

R22 501 - R600 03D 18% of taxable income R25 001 - R660 000 18% of taxable income
above R22 500 dbove R25 0600

R600 001 - R900 DOO R103 950 + 27% of taxable income R660 001 - R980 000 R114 300 + 27% of taxable income
above R600 000 above R660 000

RSG0 001 + R184 950 + 35% of taxable income R990 001 + R203 400 + 36% of taxabie income
above RS00 000 above R99G 000

Table 4.4 Retirement lump-sum taxation, 2043/14 - 2014/15

2013114 : 2014115

T. i ®) Rates of tax T, i {R) Rates of tax

RO - R315 000 0% of taxable income C_|R0 - R500 000 0% of taxable income

R315 001 - R630 000 18% of tanabde income R500 0801 - R700 000 18% of taable mcome
above R315 000 above R500 000

R630 001 - RO45 D00 R56 TOD + 27% of taxable income R700001-R1050000  R36.000 + 27% of tomble income
above R630 000 above R700 000

R945 001 + R141 750 + 26% of taxable income R1050 001 + R130 500 + 36% of taxable income
above R945 000 above R1 050 000

% natioral treasury
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| _.Iat:i_'é"rjia_fv"a:dju_s_'_cments were made to medical tax credits, car

and the taxable income threshold for small businesses

* Medical tax credits were increased by 6.2%
— From R242 per month for the first two beneficiaries to R257 per month
— And from R162 to R172 per month for each additional beneficiary

* The maximum value of the cost of a vehicle that an employer can use and
claim a travel allowance increases from R480 000 to R560 000

— The value was last adjusted in 2011 and has been increased for inflation

* The taxable income threshold for small business increases from R67 111 to
R70 700

— The new rate will be in line with the new income tax table for individuals to
avoid any potential tax arbitrage

858 ravional treasiny
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¢ The value of excise duties on alcohol is based on a targeted tax burden, which is
expressed as a percentage of the weighted average retail selling price

* The 2012 Budget Review increased the targeted tax burden for beers and spirits to 35
and 48 per cent respectively (from 33 and 45)

* Excise tax rates have been increasing at above inflation levels since 2012 to achieve
this target

s The largest increase in excise duties for regular alcoholic beverages was for sparkling
wine and spirits, which each experienced a 10 per cent and 12 per cent increase in
their excise duties, respectively

* There were no increases in excise duties for Traditional African beer and close to
inflationary increases for unfortified and fortified wine, malt beer and ciders and
alcoholic fruit beverages

national wreasury
) e 11
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* The targeted total consumption tax burden is 52 per cent of the retail selling price of
the most popular brand within each tobacco product category

+ Adjustments to the tobacco excise duties are around the levels of inflation since the tax
burden is relatively close to its target

¢ The largest increase is 9 per cent for cigars, while cigarettes and cigarette tobacco
increased by 6.2% per cent and 7.2 per cent respectively

¢ There was a smaller than inflation increase of 2.5 per cent for pipe tobacco since the
amendment from the previous year pushed the tax burden above the targeted level

9 mvoral weasay
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The amended excise duties for alcohol and tobacco

Table 4.5 Changes in specific excise duties, 2014115

Current excise Proposed excise Parcentage change
duty rate duty rate
Product Nominal Real
Matt beer R63.81 / litre RE8.92 / litre 8.0% 1.8%
of absolute alcohal of absolute alcohol
{108.48¢ | average (117¢/ average
340ml can}) 340ml can)
Traditional African beer 7.82¢ | litre 7.82¢/ litre 0.0% 6.2%
Traditional African beer powder 34.70c I kg 34.70c/ kg 0.0% -6.2%
Unfortified wine R2.70/ litre R2.87 | litre 6.2% 0.0%
Fortified wine R4.85 / litre R5.21 / litre 7.5% 1.2%
Sparkling wina R8.28 / iitre R9.11 / litre 10.0% 3.8%
Ciders and aleshalic fruit R3.19 / fitre R3.45 / litre 8.1% 1.9%
beverages (108.48¢ / average (117¢ / average
340ml can) 340ml can)
Spirits R122.80/ lifre R137.54  litre 12.0% 5.8%
of absolute alcehol of absolute alcohol
(R39.60/ 750ml bottle)  (R44.36 / 750m! bottle)
Cigarettes R10.92 { 20 cigarettes R11.60 20 cigarettes 6.2% 0.0%
Cigarette tobacco R12.16 / 50g R13.03/50g 7.2% 0.9%
Pipe tobacco R3.54 /259 R3.63 /259 2.5% -3.7%
Cigars R66.76 1 23g R61.87 1 23g 9.0% 2.8%
rational treasury
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Taxation Laws Amendment Bill (TLAB) & Tax
Administration Laws Amendment Bili (TALAB)
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sultation & SCoF process (1')5

« The Draft Rates and Monetary Amounts Bill, 2014 published in July 2014

« The Draft Taxation Laws Amendment Bill (TLAB), 2014 and Tax Administration
Laws Amendment Bill (TALAB), 2014 were released for public comment on 17
July 2014.

» National Treasury and SARS briefed the Standing Commitiee on Finance (SCoF)
on 30 July 2014

» The SCoF heard comment from the public at hearings that were held on 26 and
27 August 2014.

+ SCoF hosted a closed workshop on 19 September 2014

* Report back by NT & SARS to the SCoF on 15 October 2014, draft Response
Document.

» Tabling of all tax bills in Parliament on 22 October 2014

+ Adoption of Bills by the SCoF 05 November 2014

+ Debate in the House of Assembly 12 November 2014

+ Briefing to the Select Committee on Finance 19 November 2014

15

Itation process (2)

« The deadiine for public comments on TLAB & TALAB was 17 August
2014.

* National Treasury and SARS received wriften responses from 90
organisations and individuals.

 There were 12 organisations who presented their responses orally during
the public hearings hosted by the SCoF.

*  Workshops with stakeholders to discuss and review their comments were
held on 1 September 2014 for business and international taxes, on
2 September 2014 for personal incomes taxes and value added tax and
on 12 September 2014 for tax administration.

« More focused meetings / workshops were also held to discuss specific
issues (e.g. the tax free savings accounts; valuation of defined benefit
fund contributions; proposed amendments to the small business
corporation tax regime; valuation of fringe benefits in the case of
company cars, and the zero rating of certain agricultural intermediate

ggiggg@@roducts).
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Key tax legislative amendments

. T:LAB & TALAB 2014 (1)

1. Personal income taxes and saving
a.  Contributions towards retirement savings
b. Tax free savings accounts
¢.  Valuation of company car fringe benefits

2. General business taxes
a. Limitation of interest deductions (23M & 23N)

3. Taxation of financial institutions and products
a. The risk business of long-term insurers
b. Foreign reinsurance

4. Tax incentives

Research and development

Biodiversity — Environmental conservation - nature reserves and national parks
Employment tax incentive

PBOs --- funding entities

Small Business Funding Entities

Venture Capital Company incentive

mo a0 ow
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5. International taxation

a. Transfer pricing - secondary adjustment

6. Value added tax

a. VAT zero-rating of agricuitural inputs
b. Withdrawal of the ability to claim a notional input VAT in the case of
“second hand” golid

7. Tax Administration Laws Amendment Bill
Relevant material and information gathering by SARS
Amendments to provisional tax system
Compulsory tariff determinations for aicoholic beverages
Exchange of information for Customs and Excise duty purposes
Preventing the unlawful use of SARS intellectual property
Automatic exchange of information
Disclosure obligations for reportable arrangements

Sm o a0 oo

Tax clearance — modernisation
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Contributions to Retirement Savmgs

~The ratlonale for the tax changes in2013

* SARS & the National Treasury publishes information on the deductions allowed for
employee contributions to pension funds and retirement annuity funds ~ for 2012 the
available information is as follow:

_Employee contributions - | Number of people. . | Amount deducted (Rm)

= 1,377746 e S

— But there is no information on employer contributions or EE contributions to
provident funds {(which don’t receive a deduction)
¢ There are currently three different tax treatments for allowable deductions for
pension funds, provident funds and retirement annuities

— Excessively complicated: creates confusmn on how to save for retirement most
effectively from a tax perspective

— Inequitable: individuals may get a varying allowable deduction that is dependent on
which type of retirement fund they belong to and taxpayers with the highest levels
of income receive the greatest benefit through a deduction

?&Wﬂ
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Th ?-‘curren_t__ tax regime for contributions to

_retirement savings is. 'compllcated

Source - % capon __Coﬁtributibn'type"—’base‘i SRR R Retire_men_tﬁ?”]‘.f
. deduction - ... . fund:
Employer Exempt entity - approved remuneratron (pensionable Pensionor.

unlimited income). . provident fund
Taxable entity - e : - Pensionor
110% & 20% & S - provident fund
~ SARS discretion = B f
Employee 0% No deduction, but amount not taxabte - Provident fund
taxpayer ~ upon exit ' : ' o -
7.5% “retirement-funding employment- - Pension fund

income (pensionable income). Non-
deductible contrlbutlons are not taxable

upon exit - _
Other 15% ' non-retlrement-fundmg employment Retirement
income income’ (non-pensionable income). annuity fund

- Non-deductible contributions are not
taxable upon exit



| E'iﬁendments to tax treatment of contributions /

deductlons to Retlrement Savmgs in 2013

* National Treasury publlshed a dlSCUSSEOI‘I document in October 2012 ent:tled
‘Improving tax incentives for retirement savings’ to detail the proposed tax
amendments

* The 2013 TLAA legislated these proposals and sought to harmonise the tax
treatment of contributions across different retirement funds to ensure equity and
to simplify the calculation of the allowable deduction

- Employer contributions to retirement funds would be treated as a fringe
benefit in the hands of the employee

— Total contributions (including employer and employee contributions) to all
retirement funds would be given the same level of allowable deduction of 27.5% of
taxable income or remuneration

= Limit the benefit to higher earners by placing a cap of R350 000

* The allowable deduction would be higher for all taxpayers who are below the cap,
increasing the tax incentives available for retirement savings

8 e 21

- Simplification and harmonisation

:’of tax treatme nt of ret'r_e__r_pe_n_t__p_gpt_q but_|ans_i_n:'2_(:)__13 S

Source'f_ T Cont_rlbution type:'—' base  %cap Monetary Retlrement___'
e e cap- . fund
Employer Employer contribution = fringe - Unlimited Uniimited- Al
taxpayer  benefit = deemed employee ' retirement:
contribution. SR ~ funds
All The higher of employment or - 27.5% Maximum  All
individual taxable income of retirement:

taxpayers  Rollover of non-deductible R350000 funds -
contributions & any amount a | |
that remains are not taxable-
upon exit
Contributions include amounts
paid towards risk benefits &
administration costs,

ﬂ_ b e Texy 22
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:A'mendments to annuitisation requrrements

» National Treasury also published a discussion document in September 2012 entitled
Preservation, portability and governance for retirement funds’ which covered the
annuitisation requirements of all retirement funds

* Employee contributions to provident fund members would now receive a deduction
which was not previously available
— In return for the allowable deductions and to ensure harmonisation across all
different retirement funds, the annuitisation requirements for pension funds and
retirement annuities would apply to provident funds

* However, full vested rights were put in place:

—~ Anyone over the age of 55 (who stays in the same provident fund} will not be affected in any
way from the annuitisation requirement

— Anyone below the age of 55 can still take out the full value that was in their pensionasat 1
March 2015 {and the investment growth on that) at retirement

—  Only 2/3rds of new contributions from 1 March 2015 will be required to be annuitised
— But if new contributions are below R150 000 {de-minimis) then don’t need to annuitise

B = 23

REPUSLIC OF BOUTH AFRICA.

+ The methodology to value the fringe benefit has been simplified to ease
the administrative burden on payrolls and pension funds, but this comes
at the expense of less accuracy in the calculation.

+ Some commentators felt that the simplification was not appropriate and
that the actuaries should be aliowed more discretion in determining the
fringe benefit. However, other commentators felt that less discretion
should be provided to actuaries, to decrease the time it will take to
complete the calculation and avoid any conflicts of interest.

+ Given the varying views on this issue it is not intended to change the
level of discretion available that was indicated in the draft TLAB.

R W
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Valuation of fringe benefit for defined

beneflt contrlbutuons (2)

« There were a number of more technical amendments that were
requested, either to streamline the proposal or to provide further clarity.
The majority of these requests have been accepted.

+ The final draft of the legislation explicitly separates out members who
only have a defined contribution component in their retirement fund (even
if the fund offers a defined benefit plan to other members); additional
voluntary contributions are explicitly excluded from the calculation of the
fringe benefit value; and the information as contained in the contribution

certificate pension fund actuaries are required to complete has been
reduced.

REORLC S Soum armsca 25

fund dedu_____t_lons

* This is a new issue that arose following consultations with NEDLAC (so
not in original July 2014 bill)

* Labour and community constituencies have requested the need for more
clarity on social security reform, in order to identify the road map

« Concern also about false retirement rumours on nationalisation and
preservation, and pre-mature resignations to cash in retirement funds

« Though the above laws bring more equity and extend the tax benefit, and
do not change preservation, Government proposes to delay
implementation for one year, from 1 March 2015 to 1 March 2016

Hianel Ty
Sk PUBLIG OF AOUTH AFAKCA.
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» 2014 Update on Retirement Reform noted need for new proposals to be
discussed at NEDLAC, as we do want to encourage members to
preserve their retirement savings

+ Implication of delay is restricted to the law passed in 2013 and hence
means
~ the higher 27.5% cap and limit of R350 000 will be delayed until March 2016

— Contributions to provident funds will continue not to benefit from the tax deduction
enjoyed for contributions to pension funds until March 2016

— Annuitisation will not apply to provident funds for any contributions & growth in the fund
before 1 March 2016, and will still be cashed out in one lump sum forever. Only new
contributions after March 2016 above R150 000 and enjoying the tax deduction will
annuitise thereafter for those below 55 years

W Eitumine 7

* The main features of the accounts are that:

— All returns (interest, cﬂﬁrtal gains, dividends and other gains) in the account will be
free from tax

- Individuals can open multiple tax free savings accounts
— Butthere is an annual limit of R30 000 in contributions across the multiple accounts
= And a R500 000 lifetime limit {which would only be reached in many years time)

— Individuals can access the amounts in the account at any time {unlike retirement
funds)

—- But, withdrawals can only be replaced up to the value of the annual limit

* Anannual limit puts a deadline on savings to encourage individuals to save
today

* Individuals should think twice about withdrawing money as they can’t replace
it

& iy .
¢ national treasury
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Stide 28

FT6 revenue gains,
franz Tomasek, J014/11/18

s accounts (2)

* To ensure these limits are adhered to a penalty 40 per cent of
contributions above these limits is proposed.

* A simple penalty was chosen to avoid additiona! administrative burdens,
and it needs to be high to avoid individuals trying to game the system by
contributing more than the limits.

* Regulations provide for a more definitive separation between qualifying
and non-qualifying service providers and qualifying and non-qualifying
products.

* Draft Regulations was published for public comment on 14 November
2014 and will be administered / enforced by the FSB, as it deals with
savings and investment product descriptions.

AP, .
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ringe benefits of company cars (1)

All company cars purchased or acquired on or after 1 March 2015 would
have a fringe benefit vaiue that is equal to the retail market value of the
vehicle to ensure equity amongst individuals at different employers.

Some commentators were of the view is that retail market value is a
subjective measure which will be difficult to obtain and that the benefits
to their employees is lower since they do not have a choice over whether
to use a company car or not and the type of car they can use. They are
of the view that using retail market value went against the principle of
using cost to calculate fringe benefits.

However, the tax policy approach is to achieve equal treatment amongst
employees in different industries and to determine the fringe benefit
value from the perspective of the employee.

X rational wreasury
1) 30
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ompany cars (2)

Individuals should be taxed on the benefits they receive, irrespective of
the form of that benefii. It is recommended that the list price, in the case
of new vehicles, and the used car price list that is used in the insurance
industry, for second hand cars, is the basis for retail market value.

The legislation will allow the Minister of Finance to issue regulations to
prescribe how the retail value of motor vehicles should be determined.
The list prices for new vehicles will be used as reference prices.

31



E essxve interest limitation rules (1)

Sections 23M and 23N were introduced in the 2013 Taxation Laws
Amendment Act as measures to limit the amount of interest that a
company can deduct to a more reasonable level {since debt finance can
be used to create opportunities for base erosion).

These measures are in line with international practice and the South
African interest limitation rules measure up well in light of current
discussions on best practice at the QECD.

Section 23N replaces the temporary section 23K (2011) measure that
required companies to obtain SARS approval for interest deductions in
respect of reorganisation and acquisition transactions.

The new section has an objective set of rules that disallow the deduction
of interest exceeding a percentage of the tax equivalent of EBITDA
according to a formula that adjusts with changes to the repo rate.
Section 23M follows the same approach to determine the deferral of
interest deductions and applies in respect of debt between persons in a

%gcrgﬁonmgrouing relationship, where the interest income is not taxable in the
J

of the creditor. 2

ve interest limitation rules (2)

The main comments received were in relation to guarantees and the
definition of controlling relationship.

The controlling relationship definition will be amended to a concept of
control through a requirement of 50 per cent of equity shares or voting
rights.

Guarantees are often provided by a parent company for debt financing
and it is agreed that these types of transactions should not be caught by
the rules.

Addressing both these comments took care of most of the concerns
raised and in particular those raised by institutional investors (including
retirement funds and long-term insurers) that often provide capitat for
infrastructure projects.

£ .
E national treasury
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Background

Currently South Africa taxes long term insurance business in accordance with the four
funds approach

In terms of the four funds approach, long-term insurance business written by a long term
insurer must be allocated to three policyholder funds.

These are as follows :
- Individual Policyholder Fund for policies owned by individuals
— The Company Policyholder Fund for policies owned by corporate entities

— The Untaxed Policyholder Fund for policies owned by untaxed entities, exempt
entities

— The Corporate Fund. It consists of all the assets held by the insurer and all the
liabilities owed by the insurer not falling in the above-mentioned policyholder funds

[ v, 34
MG OF $0UTH AFRICA

tment of the risk business of long term insurér_s (2)

Reasons for change

There are concerns that the current taxation of long term insurers does not
distinguish between investment and risk business

In practice, a risk policy will pay out a specified cash amount on the happening
of an event regardless of the amount of investment income earned during the
term of the policy.

This could result in a loss in respect of a specific policy which is contrary to the
frustee principie applying to investment policies

K78 rational rreasy
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Tax treatment of the risk business of long term

insurers (2)

* Business in respect of risk policies will be taxed in a fifth fund, namely the risk policy fund.
The taxable income of the risk policy fund will be taxed at a rate of 28%.

Risk policy

* A risk policy is defined as a policy issued by an insurer during the insurer's year of
assessment commencing on or after 1 January 2016 under which the benefits payable
cannot exceed the amount of premiums receivable, except where the policy benefits are
solely payable due to death, disablement, illness or unemployment and excludes a contract
of insurance in terms of which annuities are being paid.

* Assets to cover liabilities of risk policies are to be allocated to the risk policy fund. The
liabilities of a risk policy fund shall be:

— an amount equal to the liabilities of the insurer in respect of risk policies determined in
accordance with adjusted IFRS; and

— any expenses allocated to the risk policy fund that has not been paid at the end of the
year of assessment.
*+ Adjusted IFRS is defined to mean valuation of liabilities as per IFRS but without taking into

account negative liabilities on a policy per policy basis. A negative liability shall be
accounted for at nil.

2 Cg mu
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~Long term insurers: Foreign reinsurance (1)

Background

* Currently, long term insurers must disregard premiums paid and claims received in respect of
reinsurance policies when calculating taxable income in accordance with the four fund approach.

»  This creates a problem in the case of foreign reinsurance because this form of reinsurance enjoys
unwarranted relief from South African tax

Reasons for change

* Apolicyholder invests in a linked policy issued by a long term insurer (for example a policy linked to
the growth of a share in a foreign company)

* The long term insurer reinsures the linked policy with a foreign reinsurer in a low tax Jurisdiction or
in a tax haven

* The foreign reinsurer utilises the premium it receives to purchase shares in the relevant foreign
company

*  On the maturity date of the policy, the long term insurer claims the full payout vaiue of the linked
policy from the reinsurer

* Notaxis payable on the growth of the linked policy due to the fact that in terms of the current tax
treatment, long term insurers must disregard premiums paid and claims received in respect of
reinsurance policies when calculating taxable income

e i
% national treasury
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Long term insurers: Foreign reinsurance (2) =

Amendment

In order to rectify the above, the net returns from foreign reinsurance will be
included in the calculation of the taxable income of the long term insurer
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The changes to the research and development tax incentive are
predominantly technical in nature to ensure certainty and clarity for
taxpayers.

Regulations were issued with the draft TLAB that specifically cover the
pharmaceutical industry (clinical trials and generic medicines) and some
technical comments were received hereon.

National Treasury continues to work with DST to try and ensure that the
administration of this incentive runs smoothly.

The main outstanding issue is defining the term ‘innovative’, which has
proved a challenge due to the variety of industries that submit R&D
projects to the adjudication committee for approval. A broad definition,
along with nuances for industry specific requirements, is being developed
for the DST guidelines as a first step.
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- Venture Capital Company regime

* The Venture Capital Company (VCC) regime was introduced to encourage
equity investment in small enterprises. Investments in qualifying small
businesses through an approved VCC can be deducted from the investor’s
taxable income.

* The VCC regime has seen limited take off since its introduction in 2008, and it
is believed that it needs to be made more attractive

¢ The following amendments are included in TLAB 2014:

— Making the normal tax deductions permanent if the investments are held
for a period exceeding 5 years

— Increasing the asset limits for qualifying investee companies
* From R 30 to 50 million for qualifying companies

* From R 300 to R 500 million for junior miners
lg national treasury
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- Venture Capital Company Regime (2)

* VCC's are required to utilise 80 per cent of their investment expenditure to acquire
qualifying shares issued by qualifying companies. They are given a period of 36
months to meet this requirement.

* Inaddition VCC’s are only allowed a maximum of 20 percent allocation to any one
qualifying company. The methodology of the verification requirement {for the 20
per cent and 80 per cent requirements) has been identified as too inflexible and
difficult to comply with. The following proposed amendments are in TLAB 2014:

— The legislation dealing with this 36 month requirement is clarified to indicate
that VCCs must comply with the 80 per cent allocation rule even after the 36
month period

— The verification methodology is amended to use “subscription monies received”
as a basis, rather than “expenditure incurred”. This will make it easier for VCCs
to comply.
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"Upp_o__rting_ Small Businesses - Grant fuhdihg

The Income Tax Act does not provide tax relief for grant funding aimed at
supporting and developing small business.

During Budget 2014 it was indicated that such activities are beneficial to small
business expansion and should be encouraged. Two measures towards this
objective are contained in the draft TLAB of 2014 :

* Allowing tax relief for entities which provide grant funding for small business
development. A new section 30C (along the lines of sections 30A and 30B) is
proposed to define the terms and requirements for such entities.

* Making grants in the hands of small businesses tax exempt. For this purpose
an additional exemption in section 10(1) is proposed.

L .
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Reducing the distribution requirement for Funding

s PBO'S - o

* Funding conduit PBO’s are currently required to distribute 75 per cent of their
donations received during a particular year. The 75 per cent distributed must be
used to fund public benefit activities as contemplated in the Ninth Schedule (Part
2) of the Income Tax Act. This requirement aims to ensure that PBOs utilise their
funds as intended in the legislation.

* Several PBOs have indicated that the 75 per cent distribution requirement is too
restrictive, and affects their sustainability adversely by preventing them from
building up reserves.

* TLAB 2014 proposes that
~ Conduit PBOs distribution requirement be reduced to 50 per cent
~ Some conditions be placed on the use of undistributed funds

]
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_Allowance for land conservation in respect of nature

_reserves or national parks

* Government provides incentives to encourage private land owners to preserve
biodiversity through conserving threatened or depleted ecosystems to support
critical species habitats;

* Cost of land plus capital expenditure incurred in respect of the land being
declared qualifies for a tax deductible section 18A donation with rollover of
unused deductions in excess of 10 per cent;

* The reason for change is that basing tax deductions on taxable income instead of
land values does not benefit low income landowners equitably;

* Propose to delink the current incentive for nature reserves/ national parks from
treatment as a section 18A donation, instead allow a straight line deduction over
25 years based on cost of acquisition of land & improvements thereon unless the
market value exceeds the cost in which case the deduction will be determined
with reference to the lesser of municipal value or market value of the land.

Separerent 44
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Refinements to the employment tax incentive (1) =

¢ To calculate the value of the incentive that an employer can claim for part-time
employment the employer must;

— Check what the employee would have earned if they were employed full time (gross
up their part time remuneration to a full time remuneration)

— Calculate the value of the incentive based on this amount
— Gross down the value of the incentive in the same proportion

* Employers have asked for more clarity on this mechanism as it involves an element of
discretion in terms of what constitutes full time employment

* Some industries may also have different hours for full time employment

¢ Toremove the discretion, provide more certainty and ensure fair treatment, it is
proposed that full time remuneration be determined with reference to 160 hours in a
month

- If an employee works less than this, the salary is grossed up to what it would be if

they had worked 160 hours, the incentive value is calculated and then grossed down
2P natioral treasury
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Refinements to the employment tax inCe_nti\ie 2)

A cap was placed on the amount of the incentive that could be rolied over (when there is
insufficient PAYE liabilities to be offset against) for employers who were not tax
compiliant at the end of each bi-annual reporting period

—~ The cap is set at R6 000 per qualifying employee as at the reporting date

The cap was intended to only impact on non-tax compliant employers, however since
the reimbursement mechanism is not yet in place the cap would have limited the value
of the incentive that can be claimed for all employers in the first year

If a small firm is not tax compliant at the reporting date they would face the cap and
would also need to wait a further six months before they could potentially be
reimbursed for the value of the rolled over incentive amount

To avoid a cap on compliant firms and allow firms to receive the reimbursement when
they become compliant (while retaining the limitation for non compliant firms) it is
proposed that:

— the rolled over amount is ring-fenced, and paid when the firm becomes compliant. If
the firm is not compliant within six months the amount is lost
natiomiru'ﬂz
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| ']_'ransf_er_pricing secondary adjustment (1) o "'

In 2011, South African transfer pricing rules were aligned with the OECD
transfer pricing rules

The alighment aiso introduced secondary adjustment in the form of a deemed
loan

The deemed loan constitutes an affected transaction which implies that arm’s
length interest must be calculated on the deemed loan

Reasons for change

Secondary adjustment in the form of a deemed loan creates an administrative
burden both for the taxpayer and revenue administration

It may be difficult for a foreign company to repay the loan and deemed interest
because the loan is deemed for tax purposes. There are no pre-existing
contractual legal obligations supporting the settlement

It creates difficulties in relation to the accounting treatment of the deemed
loan
rational treasury
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- Transfer pricing secondary adjustment (2)

Amendment

* lItis proposed that the amount of the secondary adjustment be deemed to be a
dividend

¢ In other words, where a South African subsidiary undercharges its foreign
parent, the shortfall will be deemed to be a dividend paid by the South African
subsidiary to its foreign parent

* That deemed dividend will be subject to Dividends Tax

e
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'"ﬁf’_.'rat__i_ng,__qf_g_oods for agriculture, pastoral

other farming purposes (1)

» The current VAT legislation zero rate some supplies of goods used or
consumed for agricultural, pastoral or other farming purposes.

* This concession was intended to provide cash-flow relief to the
agricultural sector when VAT was introduced, but creates a systemic
weakness and has been open to abuse.

* The amendment sought to repeal the provision, however the industry is
of the view it will have negative cash flow implications, increase costs of
financing and is likely to have negative impacts on food prices and food
security.
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"ﬁf“'ra_tmg of goods for agr:culture pastoral

farmmg purposes (2)

« The implementation date has been delayed for at least 12 months to
allow SARS and the National Treasury together with the Department of
Agriculture to do further analysis on the impact and to undertake
additional consultations.

« The TLAB include a provision that allows the Minister of Finance the
discretion to determine the implementation date by way of a notice
however such implementation date can only take place 12 months after
the promulgation of the TLAB 2014.

- 50
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« A VAT vendor who acquires second-hand goods, including goods made from

precious metals, from a seller who is not a vendor, is entitled to claim a notional
input tax deduction

e This allows for the unlocking of part of the VAT on goods previously paid by final
consumers as those goods re-enter the formal supply chain

¢ SARS has detected that VAT vendors are abusing this provision to obtain

fraudulent input tax deductions (i.e. jewellery is smelted along with gold coins
and illegally acquired raw goid)

¢ In order to address this problem, it is proposed that second-hand goods made
from precious metals be excluded from obtaining the notional input tax
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Relevant materlal and information gathering by SARS

* SARS's information gathering powers were extended in TAA to prevent
protracted disputes around entitlement to information & consequent waste
of resources

* Concepts such as “relevant material” and “reasonable specificity”

introduced to give guidance on requests for information

* Adclarification of the application of the concept of relevant material is now
proposed, so that SARS has access to all the information it requires as part
of a tax audit or review

* Information gathering powers in line with international practice
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posed amendments to provisional tax system

* Paragraph 18: Align exemptions from payment of provisional tax for
people older and younger than 65 & increase threshold to R30 000 for
taxable income derived from interest, rent etc. proposed for all persons

* Paragraph 19: Ensure that certain amounts included under “gross
income” are excluded from “basic amount” due to the irregular and once-
off nature of these amounts

* Paragraph 20: Resolve problem that rebates are not taken into account
when underestimate penalty is calculated & clarify that if no estimate is
submitted this is equivalent to a nil estimate

* Paragraph 20A: Repeal of penalty for not submitting a provisional tax
estimate in time as a late underestimation of provisional tax, with
consequent late payments, may result in penalties under paragraphs 20
(underestimation), 20A (late estimate) and 27 (late payment)
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llsc fy.:t_ariff_,determinations-+ alcoholic beverages -

it is proposed that liquor manufacturers be compelled to apply to SARS for tariff
determinations on their alcoholic beverages to obtain certainty on the appropriate
tariff classification and excise duty rate applicable to their products

Compulsory tariff determinations will ensure that ail alcoholic beverages are
accurately and consistently classified, the correct taxes are collected and that the
beverages comply with the requirements of the Liquor Products Act, 1889

A phased approach to the introduction of compuisory tariff determinations will be
followed, beginning with the highest risk products

Beverages that change their production processes, recipes, alcoholic strength or
brand name will require a new tariff determination

Existing tariff determinations for existing beverages will continue to apply until
their ultimate re-determination or confirmation

Determinations will only change if product was altered (in which case existing
determination is no longer relevant) or existing determination is incorrect
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xchange of information for customs and excise purposes -

It is proposed that the exchange of information provisions of section 50
specifically deal with the automatic exchange of information and the uses to
which such information may be put

Section 101B provides for the protection of advance passenger information and
the proposed amendments extend the protection to the exchange and automatic
exchange of personal information in terms of international agreements and thus
also protect trader information

The proposed amendments include amendments that the Commissioner may
now obtain and use personal information for the administration of the Customs
and Excise Act and international customs cooperation agreements

The Commissioner must be satisfied that the recipient of information is subject to
a law with similar protection of information principles

The proposed amendments empower the Commissioner to specify conditions
under which information will be exchanged
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Preventing the unlawful use of SARS intellectual property
Automatic exchange of information

Preventing unlawful use of SARS’s intellectual property

* Fraudulent or misleading use of SARS’s names and logos has become prevalent

and is aggravated by their improper and unauthorised use in domain names, the
internet and social media

* Amendments are proposed to:

— broaden SARS's protection against unlawful use of its intellectual property
— protect the public from fraudulent schemes and misrepresentations of
SARS's names and logos on the internet, in media as false advertising and
on goods
Automatic exchange of information

* The new international standard for the exchange of information for tax purposes
is automatic exchange of information

* Amendments are proposed to improve the framework for automatic exchange of
information and related due diligence obligations on third parties
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Reportable arrangements

* Proposal to include tax evasion under the term “tax benefit” to provide greater
certainty as to what is meant by a “tax benefit’ for purposes of the reportable
arrangement scheme

*  Other proposed amendments seek to clarify:

— Reporting obligations of the promoter of an arrangement and all of the
participants

— When the reporting obligations arise
Tax clearance modernisation
* Current legislation is largely built around the model of a tax clearance certificate

* Proposed amendments cater for a full transition to a real time confirmation of a
taxpayer's tax compliance status
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Additional slides
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¢ The increase in the general fuel levy was in line with inflation. The proposed
increase of 12c/litre is less than the increase applied in 2013/14.

» The increase for the Road Accident Fund levy of 8c¢/litre was equal to the
adjustment in 2013/14.

* The effective date for both levies was 2 April 2014.
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| taxes - regulations

Table 4.6 Total combined fuel taxes on petrol and diesel, 201213 - 2014/15

212143 21314 2014115

93 Octane Diesal 93 Octane Diesel 93 Octane Diesel
¢/ litre petrol petrol petrol
General fuel levy 197.50 182,50 21250 197.50 2450 200.50
Road Accident Fund levy 88.00 88.00 96.00 96.00 104.00 104.00
Customs and excise levy 400 400 400 400 400 400
lIkminating paraffin marker 0.00 0.01 0.00 0.01 0.00 001
Total 280.50 27451 3250 29151 33250 75
Pump price: Gauteng 1077.00 1026.69 1206.00 112947 1375.00 131135
(as in February)’
Taxes as percentage of 26.9% 26.7% 25.9% 26.3% H4.2% 24.2%
pump price

1. Diesel (0.05% sulphur) wholesale price (retai price not requlafed)
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'Levy — Petrol 93 Octane

* T Fuel levy - petrol: Nominal & Real (2008 =100} c/litre
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Fuel Levy Revenue
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Fuel Levy Revenue:
% of Total (Ihs); % of GDP (rhs)
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