STUDY UNIT 2 (CH 5.1, 5.2.3.3, 5.3)

TAXABLE INCOME OF SALARIED PERSONS

INTRODUCTION(5.1)

· Gi includes all inc received by residents in RSA

· Inc from investments offshore is also part of gi, but special rules to consider

· Allows for certain deductions to be made

SECTION 10(i)(XV) EXEMPTION (5.2.3.3)

· When natural person receives/accrues dividends and interest, a certain amount is exempt from tax.

· If older than 65 – the first R27,500 is exempt

· If younger than 65 – the first R19,000 is exempt

· Any age – only entitled to use R3,200 of his interest exemption to exempt foreign taxable dividends & int
· Act states – R3,200 must first b set off against foreign dividends and only then against for int.(if any remain)

· Balance of exemption can then be used to exempt RSA dividends & interest

SPECIFIC DEDUCTIONS (5.3)

INTRODUCTION

· Private or domestic expenses don’t qualify for deduction as not incurred in production of inc

· Following expenses are deductible:
Legal expenses
Depreciation of an asset
Bad debts
Provision for bad debts
Premiums paid in terms of an insurance policy against the loss of inc
Home study expenses
Contributions to pension fund
Contribution to retirement annuity fund
Donations to public benefit organisations
Medical expenses

· Expenses are deducted in an order and nb to remember the order.

OTHER EXPENSES

· Following may be deducted by a salaried taxpayer, but only to extent that its work related.

· Legal expenses – where taxp incurs exp in respect of claim, dispute, action arising in course of ordinary operations (employment) of taxp

· Depreciation of an asset – only claimed if asset used for purpose of earning salary income

· Bad debts – if salary has not been paid and can prove employer will never pay it and it has been included in gi of a previous tax year

· Provision for doubtful debts – if empl. Can prove theres strong likelihood that not going to get his salary and its already included in gi in previous year.  Then can claim provision equal to 25% of debt as deduction.  But this provision must b incl in following year of assessment.
· Premiums paid ito insurance policy – if covers taxp solely against loss of income due to illness, injury, disability, unemployment and if the amounts received ito policy will b incl in gi

· Entertainment expenses – only deducted by agent that earns more than 50% of remuneration from commissions.  Must b incurred in production of inc and not of capital nature.  Def includes when provision of hospitality of any kind, includes:  food, dink, accommodation, ticket or voucher, gift of goods, travel facility.  But excludes club subscriptions.  All entertainment expenses incurred (total, no limit) can b deducted

· Home office expenses – if empl forced to have home office as central buss location, can deduct legit expenses.
· Nb – entertainment allowance is incl in gi in full!

CONTRIBUTIONS TO PENSION FUNDS AND OTHER FUNDS

    Current Contributions to pension funds

· May not deduct more than the greater of:
- R1750 or
- 7,5% of remuneration derived during yr from which retirement funding employment

· Thus need to compare the two above and use the bigger amount as your limit.

· Def – where emply earns remuneration form employer and these amounts will constitute retirement funding  employment inc if they are taken into account in terms of the rules of the pension fund in determining the employee and employer’s contributions to the fund

· In most cases pension fund contributions are only based on salary, the 7,5% maks will then be calculated on the salary only.

Past period contributions to pension funds

· Empl can buy back pension funds and thus increase their retirement benefits.
· Limited to R1800 pa  any amount over that, is carried over to the next period of assessment.

Contributions for Provident Fund

· Provident funds are not deductible
CONTRIBUTIONS TO RETIREMENT ANNUITY FUNDS

Not linked to employment/salary, as taxp decides how much to contribute

Current year contributions
· May be deducted up to a maximum of the greatest of:
 - R3500 less deductions allowed in respect of current contributions to pension funds
 - R1750
 - 15% of taxp income after deducting all expenses provided for in the act, excl this deduction and other specified deductions, excl retirement fund lump-sum benefit paid and excl inc derived from retirement funding emplymnt.

· Specific deductions that may not b taken into account before retirement annuity fund contribution limit  of 15% can be calculated:
deductions by lessors of farming land
Donations to public benefit organisations
Medical expenses
Capital development exp for farmers

· NB – current contributions that can’t be deducted can b carried over to next yr but limit still applies.
Reinstatement Contributions

· Allows for deduction of reinstatement contributions but subject to limit of R1800 pa, excess is carried forward to next yr.

     DONATIONS TO PUBLIC BENEFIT ORGANISATIONS

· Donations that can be deducted are only those made in cash or in kind, made to:
-any public-benefit organisation which has been approved by SARS
- any institution/board/body that hosts public benefit activities in RSA or complies with any additional requirements prescribed by minister
· Sum of all valid donations are subject to 10% of taxable income before this deduction(excl retirement fund lump-sum benefit received)
· Taxable inc for this allowance is calculated before deduction for medical aid and must exclude above point as well

· NB – can only deduct if a receipt has been received from organisation to which you are donating

MEDICAL EXPENSES
Act allows for following deductions to be made:

· Contrib. made by taxp to medical scheme

· Amounts (not recovered from medical scheme) to:
-Medical practitioner etc for professional services rendered or medicines supplied to taxp/spouse/child/dependant, if dependant was part of the scheme.
- nursing home/hospital/nurse/midwife for their services
- pharmacist for mediines supplied on prescription

· Amounts not recovered from medical scheme for expenses incurred for above things outside RSA

· Expend. Incurred due to physical disability

Taxpayer may fall into one of 2 categories:

Category 1

Taxp 65 yrs or older OR taxp under 65 who themselves/spouse/child is handicapped
Handicapped is defined as:  blind, deaf, permanent wheelchair or crutch to move around, artificial limb, mental illness

They can deduct all allowable medical expenses 

Category 2

Any taxpayer not in category 1

Contributions by employer above certain amount is included in gi.

Step 1 = family limit = R570 pm for taxpayer + R570 pm for 1st dependant and then R345 pm for ea other dependant

Step 2 = determine contributions paid by employer and taxpayer

Step 3 = is contribution by employer bigger than family limit?


If yes – calculate taxable fringe benefit – is contr by employer minus family limit.  This is incl in gi


If no – go to step 4

Step 4 = calculate medical aid contribution deduction – contr. by taxp + fringe benefit (step 3) qualifies as deduction

Deduction is limited to family limit minus amount paid by employer but not taxed as fringe benefit.

Step 5 = calculate qualifying medical expense – medical aid contr not deducted in step 4 plus any allowed expenses paid by taxp himself
Step 6 = calculate medial expense deduction = qualifying expenses (step 5) less 7,5% of taxable income after medi aid contr is deducted

NB – medical is always last deduction in calc

· two pronged deduction – check whether deduction can b made for employee contr and look at qualifying exp

· 7,5% is not a limit, but the part you subtract

· Check details of children to make sure they qualify as children

· If circumstance changes during yr, must be done separately for ea contributing circumstance

ORDER OF DEDUCTIONS

1. general deductions and other allowances

2. pension fund contributions

3. assessed loss brought forward form the previous years of assessment

4. retirement annuity fund contributions

5. donations to public benefit organisations

6. medical expenses

examples on page 143
