CHAPTER 1
INTRO TO TAXATION AND CALC OF NET TAX PAYABLE

TAXATION IN PERSPECTIVE

· Taxes are levied to enable Gov to give services to ppl.


· Types of taxation:  Income tax, Capital Gain Tax, VAT, Excise and Customs Duties, Stamp duty, local authority taxes, donation tax, estate duty, transfer duty, marketable security tax on shares, local property rates.


· Classification of taxes:
1.  Based on what the tax is levied:  Income (tax on earned income)
                                                          Consumption (Tax on sale or use of commodities ex. VAT, excise, duty)
                                                          Wealth (CGT and local authority tax)
                                                           Other (taxes levied on specific buss transactions ex stamp duty)
2.  Based on method used to calculate:  Proportional (fixed rate on amount income earned ex. Comp inc tax)
                                                               Progressive (Rate based on income, ex. Personal inc tax)
                                                               Regressive (rate decreases as income increases)
3. Based on who responsible to pay:  Direct (Impact and incidence falls on same person)
                                                            Indirect (Seller bears impact, but consumer ultimately pays the tax)

· Criteria of a good tax system:
Equity – subjects of every state should contribute in proportion to their abilities, and benefits they get
Certainty – Tax must be certain, time and manner known to all who pay it
Convenience – tax b levied at time or manner most convenient to contributor
Economy – must b minimal to contributor, but sufficient for treasury of the state

THE BUDGET PROCESS

The tax rate to be used is determined after the budget once gov knows how much revenue they will need.

Medium-term Expenditure Framework
Gov budgeting starts out with this framework, that sets out the expected expenditure for diff departments and expected revenue for next 3 years.

Doc is prepared to assist gov man objective to promote social welfare of citizens.

Framework weeks to implement following macro-econ policies:

   Maintain full-time employment

   Get high rate of economic growth

   Maintain price stability

   Maintain external equilibrium

Framework and budget form part of fiscal policy that used to achieve macro-econ goals.
Fiscal policy influences total demand in national econ – controlled by National Treasury

Incr in gov expenditure/decr in taxes will incr disposable inc and inc demand – then incr supply – incr employment.

2nd measure in Monetary Policy – action by SARB to influence q of money to get stable prices and sufficient employment and econ growth.

SARB controls interest rates, but taxation measures don’t form part of monetary policy

The National Budget

Every year Feb Minister of Finance gives the Budget speech to parliament to show proposed spending and funding.
Budget documents tabled at session – Estimate of expend. To b defrayed from State Revenue Account
· Estimate of income to be received

· Statistical/econ survey

· Tax proposals

· Comparative figures of income

· Other relevant documents

Last year 30% of gov income came from Personal income tax

The Income Tax Act 58 of 1962 (The Act)

After debate by parliament and referral to Standing committee on finance, the draft taxation bills are presented to State President for signature and finally promulgated as an Act of Parliament by publication in the Gov Gazette.  Result is that these Acts now become part of the main Income Tax Act and results in a change to the Act.
When calculating person’s tax liability, its nb to use most recent one, otherwise might b wrong.

Interpretation rules – if language in act has absolute certainty, then no interpretation necessary. But if dispute between SARS and taxpayer arrises due to interpretation, court will give final decision.

Rules of interpretation:                      – Hardship is no criterion

· Literal meaning must b applied

· Intention of the legislature

· Contra fiscum rule (benefit of doubt will be given to taxpayer, except when tax avoidance is involved)

Courts must apply rules of interpretation.  
Interpretation Notes are sometimes issued to inform taxpayers of some practices that apply.

CALCULATION OF TAXABLE INCOME (SECTION 5)

· Act makes provision for payment of income tax (normal tax) on taxable income received by or accrued to or in favour of any person during the year of assessment.

· To determine how much tax must b paid, the taxable income must b determined.

· Act provides following def of taxable inc: the aggregate of:
a.  amount remaining after deducting form the inc of any person all the amounts allowed under Part 1 of Chaper ii                    to be deducted from/set off against such income

b.    all amounts to b included or deemed to be included in the taxable inc of any person in terms of this Act  

· Thus in order to calculate taxable inc the inc for year and expenditure allowed need to b determined.

· Expenditure is set out in Part 1 of chapter ii.

· Amount of expend allowed as deduction will depend on kind of expend and date of expend

· Income def:  the amount remaining of gross income after deducting there from any amounts exempt from normal tax.

· Ex. Of Exempt inc – dividends and interest received. Total amount of a dividend is exempt from inc tax provided its not a foreign dividend.  Interest received by natural person is exempt but limited to R19000 for person under age 65 and R27500 for over age 65.

· Nb – exempt income is deducted from gross income, thus amount can only be exempt income if already included in gross income.

Gross Income:

Def in Section 1 of Act:  

a. in case of resident, the total amount (cash or otherwise) received or accrued in favour of such resident OR

b. in case of person other than resident, the total amount (cash or otherwise) received or accrued from a source within or deemed to be within RSA

during such year or period of assessment, excluding receipts or accruals of a capital nature, but including amounts ad discussed hereunder…..

Def can be divided into 3 components:

1. General rule for residents of RSA

2. general rule for non-residents of RSA

3. amounts specifically included in person’s gross income

Salary incl. in gross inc ito general rule

Person doesn’t necessarily have had to receive the amount to be incl in gross, it can be accrued. (ex. Interest that is re-invested)

Capital gains subject to tax, taxable portion of gains must b added to taxable income.

Framework for calculation of taxable income:

Gross Inc

Less Exempt Income

=Income

Less Allowable deductions

=Taxable Income(from revenue activities)

Add: Taxable Capital Gain

=Taxable Income (Total)

NB – Exempt income must first b included in gross income

· Taxable inc can be negative = an assessed loss

· Person = anybody who receives income (even minor who earns income)

Married in Community of Property

Inc derived will be deemed to have been derived in equal shares by spouses, for passive income (not salary)

Calculate:  Add both passive income together.

                  Divide equally and add to ea individual income tax calculation

NB – when married in comm., ea spouse qualifies for his or her full interest exemption on half of the gross interest received.

CALCULATION OF NET NORMAL TAX LIABILITY

YEAR/PERIOD OF ASSESSMENT (Section 1)

Following guidelines used to determine year/period of assessment:

· Person other than company – ends on 28/29 Feb
· Taxpayer dies – 1 March to date of death

· Baby born & entitled to income – date of birth to end of Feb

· Taxpayer who insolvent – 1 March to date of insolvency

· Taxpayer who earns income for the 1st time – will have period of 12 months irrespective of date of employment or commencing to earn income

· Company – is the financial year ending during the calendar year in question

Transaction can carry over to the next year of assessment.

NORMAL TAX (Section 5)

· Applicable tax rates are determined annually by parliament.

· Use tables to work out the normal tax.

· Marginal rate of tax:  This rate of tax applies to an additional R1 of taxable income earned.  Ex. For every R1 earned more, Gershane would pay 35% tax on it. (max rate is 40%)

· Average rate of tax:  Rate of tax applying to total taxable income  Normal tax divided by taxable income times 100 = average rate of tax.

NORMAL TAX REBATES

Section 6 prescribes certain normal tax to be deducted from normal tax payable.
· Primary rebate (all natural persons over and under 65) – R8280

· Age rebate (natural person over 65) – R5040

· Foreign tax rebate (in chapter 5 of this book)

Rules:

· Must b 65/older on last day of year of assessment, or would have been if he lived to that day

· If taxpayer assessment year is less than 12 months, rebates are reduced proportionally

· If rebate exceeds normal tax, it will only reduce it to zero and not create a tax credit

Net normal tax = Normal tax – tax rebate

NB – If persons start to work during year, still entitled to full rebate, coz tax year is still 12 months

       -  Rebate deducted from normal tax and not from taxable income

NET NORMAL TAX LIABILITY 

· Reduce net normal tax by any repayments made during year.  This gives amount due or refund due.

· Repayments are:  Employees tax (SITE & PAYE) and Provisional tax paid by taxpayer

· If taxpayer owes amount of tax and didn’t pay it by due date, interest is added.  If overpaid, interest is credited in certain circumstances

· Taxpayer owes more = tax debit.

· Taxpayer paid too much tax = tax credit

· If taxpayer’s prepayments consist of SITE, this amount can never be refunded as SITE is a final tax.

TAX RETURNS, ASSESSMENTS, OBJECTIONS

· Employed ppl get salary slips and IRP% showing salary earned and tax paid, deductions.  This is submitted to SARS.
· If person gets inc from other sources, he pre-pays his tax via provisional tax.  Taxpayer receives a IRP6 form which must b used to calculate amount due.

· SARS give ea taxpayer an annual tax return form ITR12(individuals) and IT14 (companies)

· SARS uses these to calculate the net normal tax, processes it, and issues a tax assessment to ea taxpayer (IT34) which shows:
Total taxable income
Net normal tax
Provisional tax
Employees tax
Net debit/credit
Balance of tax/interest owing from previous year
final debit/credit

· Assessment has a issue date, due date and second date(final date for payment)

· Taxpayer can object to SARS assessment if they don’t correspond, and has to be in writing setting out reasons for objection and handed in within 30 days.

· SARS will either issue a revised assessment or confirm the assessment issued.  IF taxpayer not happy, can object in a court of law.

TAX PRACTITIONERS

· SARS requires pp; who provide tax advise or help to complete returns to register as practitioners.  Must register within 30 days of delivering such services.

· Following persons not required to register:
If advise provided for no consideration
IF service provided in anticipation of actions against SARS
IF service are incidental to or a subordinate part of a person’s business
If person a full-time employee and renders service to his employer
If person Is under direct supervision of a person that is registered
if service rendered is limited to the application of customs and excise act 19 of 1964

· If person doesn’t register within period required, guilty of offence and liable for a fine or imprisonment
