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Individual Income Tax Rates

« |Inflationary bracket adjustment
« No change in tax rates
« Greater benefit in lower tax brackets

« Tax threshold increases to R 91250 for individuals below the age of 65

Primary rebate R16 425
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Exit tax on retirement fund benefits

« Draft Taxation Laws Amendment Bill 2021 Section 9H(4)g)

Included proposed exit tax on ceasing residency

Amendment was highly contested

Tax treaties had not been considered

Treaty countries with direct impact:

« UK; Germany; Italy; Denmark; Australia & Belgium

Proposal has been withdrawn

Intention to renegotiate applicable treaties

South Africa to maintain taxing rights



Preservation of retirement benefits- two pot system

e Retirementreforms initiated since 2012

« Additional proposed reforms to include:

« Design structure of a two-pot system

Allow easy access to pre-retirement benefits

Expand participation to more vulnerable groups

Consolidation of retirement fund sector

Improved Governance and economies of scale

* Design of the two-pot system

« Splitin benefits1/3 and 2/3
« Emphasis on preservation of 2/3 S



Employment Tax Incentive (ETI)

Continued focus on youth unemployment
50% increase in ETI amounts claimed

1st twelve months benefit amount R 1500
2nd twelve month benefit amount R750
Effective 1 March 2022

Eligibility criteria amendment 1 March 2023



Other Amendments

Variable remuneration- to include performance based payments

Apportionment of interest and CGT exemptions on ceasing residency
partially through tax year

Revamp of Provisional tax system

Taxpayers with asset value over R50 million to disclose values- effective 2023
tax year

Further alignment on retirement legislation:
« Tax free transfers between Retirement Annuities contracts

« Clarification of protected vested rights as a result of 1 March 2021
annuitisation rules

« 55years and over —vested and unvested rights remain protected if
kept in the same fund

« Historical vested rights may be transferred to other funds vvgwou.rl' e
forfeit of vested right .
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Other Amendments (continued)

» Protected vested right of transfers to public sector funds

« Amendment to paragraph (eA) of definition of Gross Income effective
1 March 2022

« Amendment to paragraph 4(3) of the Second Schedule



2022 Budget Review

Value-Added Tax Highlights

Building a bétier
working world”
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* No changes in VAT rate, but revenue collections from VAT expected to

increase significantly over the next fiscal year
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e Electronic services

* National Treasury proposes to
review the
to ensure that it still
aligns to OECD guidelines.

* National Treasury is contemplating
excluding foreign electronic
service providers making

from
registering for VAT in order to
reduce the administrative burden
on these entities

8 March 2022 2022 Budget Review — VAT Highlights Page 11



* Section 72 rulings

* National Treasury is considering
additional
to provide for scenarios previously
dealt with in terms of these
rulings.

8 March 2022 2022 Budget Review — VAT Highlights Page 12



* Budget proposals
* Electronic services
e Section 72 rulings

* Increased SARS audit activity

* Domestic Reverse Charge VAT on
supply of valuable metals?

* Clarity from SCA on remission of
interest on VAT following a VDP



Redge de Swardt
EY Africa Indirect Tax Leader
+27 82 776 3287
Redge.deswardt@za.ey.com
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EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build trust
and confidence in the capital markets and in economies the world
over. We develop outstanding leaders who team to deliver on our
promises to all of our stakeholders. In so doing, we play a critical role
in building a better working world for our people, for our clients and
for our communities.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is a
separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients.
Information about how EY collects and uses personal data and a
description of the rights individuals have under data protection
legislation are available via ey.com/privacy. For more information
about our organization, please visit ey.com.

© 2019 EYGM Limited.
All Rights Reserved.

In line with EY's commitment to minimize its impact on the environment, this
document has been printed on paper with a high recycled content.

This material has been prepared for general informational purposes only and

is not intended to be relied upon as accounting, tax or other professional
advice. Please refer to your advisors for specific advice.
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South African Tax Policy

Over the past two years, the tax policy has focused on:
* pbroadening the tax base
* Improving administration
* l[owering tax rates, and

* reducing tax avoidance opportunities.



Corporate Income Tax Reduction

Reduction in the corporate tax rate from 28% to 27% for companies with financial
years ending on or after 31 March 2023. Companies with financial years ending on or
before 28 February 2023 will still pay CIT at 28%.

The effective corporate capital gains tax rate will be reduced from 22.4% to 21.6%.

The reasons outlined by the minister for proceeding with this reduction, are as
follows:

Corporate income and profits have increased due to strong increases
commodities prices

South Africa’s corporate income tax rate exceeds the Organisation for Economic
Co-operation and Development’'s (OECD) average of 23%.

The CIT rates of countries with investment and trading ties to South Africa have
significantly lower their CIT, which provides a strong incentive for tax avoidance.

The reduction in CIT is part of a broader restructuring of the corporate income tax
system in South Africa.

Lost tax revenue will be offset by the additional revenue earned from protecting
and broadening the tax base. S i_I_
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Protecting and broadening the CIT base

Key proposals aimed at protecting and broadening the tax base with effect from
years of assessment ending on or after 31 March 2023:

e the limitation on the use of assessed losses; and

e Additional limitation of the deductibility of interest paid to tax exempt persons.

Limitation of Assessed losses

The offsetting of the balance of assessed losses brought forward will be limited to
80 per cent of taxable income. Smaller companies more likely to struggle with
cash flow will be exempt from the proposed limitations.

Further restricting the deductibility of interest paid to tax exempt persons.

The existing rules are provided for in section 23M of the Income Tax Act 58 of 1962
since 1January 2015.

Application of Section 23M is strengthened by:

. widening the definition of interest to include payments made under interest
rate swap agreements, the finance cost portion of finance leases, and foreign
exchange losses;

. lrestricting the tax avoidance opportunities through the use of back-to-back
oans; an

. ensuring that the rules apply even if the interest is subject to interest
withholding tax in South Africa.

S
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Tax incentives

Several tax incentives removed - expiring incentives that have not widened
social or economic benefits will not be renewed.

The following corporate tax incentives provided for in the Income Tax Act will
not be renewed when they reach their sunset date:

which lapsed on 28 February 2022
section 12DA, dealing with deductions in respect of rolling stock.
section 12F, dealing with deductions in respect of airport and port assets

ISect)ion 13sept (sale of low-cost residential units through an interest free
oan

section 120, providing for an exemption in respect of films, which lapsed on
31 December 2021.

Research and development tax incentive provided for in section 11D was
meant to come to an end on 30 September 2022, will be extended in its
current form until 31 December 2023.

Corporates must take note of the discontinued tax incentives.

S
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Other proposed changes

CTC effective date postponed to 01 January 2023

The effective date for the proposed amendments to the collateral arrangement and
contributed tax capital definitions has been postponed from 1January 2022 to 1
January 2023.

It is most likely that there will be further amendments during the course of this year.

Refinement of intra group transactions

Government proposes broadening the instances in which the “nil base cost” rule will
apply through further refinements of the intra-group transaction rules in the corporate
reorganisation provisions.

Debtors allowance to include lay-by arrangements

Section 24 of the Income Tax Act (ITA) providing for a debtors allowance to be claimed
as deductions against income will be amended to include lay-by arrangements. y
S IT Institute of
Taxation



Tax Administration proposed changes

Review of the provisional tax system given changing circumstances and
iInternational developments.

Amendments to the Tax Administration Act to allow SARS to conduct joint
audits with foreign revenue authorities.

Tax compliance status for taxpayers under business rescue — to be
reviewed.

Tax compliance status system abuse — economically active companies
filing nil returns

SARS increased capacity — 490 staff members recruited and R430m spent
on ICT last year.
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he reduction in rate will be
2022 BUdgEt PrOpOsa IS im-LIemente; ina fisctally neutral

manner through the introduction of

CO rporate I ncome Tax measures to broaden the tax base.

e Corporate income tax (CIT) rate would be reduced from 28% to 27%.

e Effective Date: Years of assessment ending on or after 31 March 2023 e——

Amendment Act

* Introduction of a limitation on the ability of a company to utilise assessed tax losses.

e A maximum of R1 million or 80% of taxable income (whichever is greater) is permitted to be set-off against taxable
income [Effective date years of assessment ending on or after 31 March 2023]

2021 Taxation Laws
Amendment Act

e Section 23M which limits the deduction of interest payable to certain parties who are not subject to tax was
significantly widened [Effective date years of assessment ending on or after 31 March 2023]
°
S IT Institute of
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2022 Budget Proposals
Corporate Income Tax

CIT Rate Effective Date : years of assessment ending on or after 31 March 2023
L Example 1: Company with a March year end, reduced rate applies for the
financial year commencing 1 April 2022 and ending 31 March 2023
L Example 2: Company with a December year end, the change will impact its 31
December 2023 year end

Assessed Loss Limitations Maximum of R1 million or 80% of taxable income permitted to be set-off against
taxable income

O Impact timing of payments

Interest Limitations Widening of the rules
L Broadening of definition of interest
L Change in the definition of ‘controlling relationship’
L Application of the rules even where interest is subject to SA ‘.I.

withholding tax S I
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2022 BUdgEt Proposals Section 45
Corporate Income Tax

(J Section 45 Intra-Group Transactions: Section 45 caters for the transfer of assets between South African group
companies in a tax neutral manner (subject to specific claw back and de-grouping provisions)

U Funding in the form of debt / share issues: In terms of section 45 of the Income Tax Act, where assets are transferred
for the issue of debt /shares, the debt or shares will be deemed to have a Rnil base cost.

100% 100%

SA OpCol SA OpCo2
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2022 Budget Proposals Section 45
Corporate Income Tax

1 2021 Amendments: Rules amended to provide for a base cost where no de-grouping has occurred but 6 year de-
grouping period has lapsed, or asset funded by the loan or share has been disposed of within 18 months of the
section 45 transaction.

In terms of the 2022 Budget proposals, it appears that the 2021 amendments will be
widened to take into account further instances that result in the reversal of the Rnil base
cost rules

o
Institute of
Taxation



Section 19

2022 Budget Proposals
Para.graph 12A of the
Corporate Income Tax Eighth Schedule

[ The debt benefit rules essentially apply to transactions whereby the value of an outstanding debt is reduced for less
than its full consideration.

O In the instance where a debt benefit arises in respect of a debt owed by a person and the amount of that debt was
used to fund expenditure incurred in respect of an allowance asset that was disposed of in a year of assessment prior
to the year in which the debt benefit arises, the application of the current debt benefit provisions is such that a
recoupment (in addition to the absolute gain which arises), is triggered when the debt benefit arises.

2022 Budget proposals indicates that there is potentially a gap in the debt benefit rules where
an asset was disposed of in a year of assessment prior to the year in which the debt benefit
arises and resulted in a scrapping allowance or a capital loss. It is proposed that the rules be °
refined to clarify that the debt benefit provisions also apply to assets disposed of in a prior year S I'I'
of assessment that resulted in a scrapping allowance or capital loss

Institute of
Taxation



2022 Budget Proposals
Corporate Income Tax

Proposed amendments to the definition of CTC definition to give
Clarifying the contributed tax capital definition effect to the proposal that the transfer of CTC should be across all
shareholders and not just some.

Debtors allowance on lay-by arrangements
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The President reminded us that even as
we face steep and daunting challenges,
like we have done in the past, we will
overcome... [nevertheless] Our
economic recovery has been uneven and
risks remain high. We must proceed with
caution.”

Minister of Finance Mr Enoch
Godongwana, 23 February 2022

Institute of
Taxation



Key Summary Highlights 2022/2023

* OQverall given the challenges to the South African outlook, the Minister of Finance delivered a balanced
budget

* Smaller than expected budget deficit and debt stabilisation counteracted with some relief to
individuals and corporates

* Due to the windfall from the continued strength in commodity prices and higher than anticipated
corporate, personal tax and VAT revenue collections.

* Maximising opportunity to reduce its debt and reach a primary fiscal surplus in 2023/24, which
will signal the end to fiscal consolidation.

* The Treasury has revised its 2021 GDP projections slightly downwards from 5.1% to 4.8% due to
the unrest in July last year, as well as global volatility and the return of load-shedding.

 No changes in VAT rate, but revenue collections from VAT expected to increase significantly.

* Regulations applicable to foreign electronic service providers may be updated.

* The corporate income tax rate is reduced from 28% to 27%, effective for years of assessment
ending on or after 31 March 2023.
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Real GDP growth and projections, % (2018 - 2024f)

-6.4

2018 2019 2020 2021e 2022f

Source: National Treasury, 2022
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Key Summary Highlights Customs and Excise

Customs duties estimated at R61.1bn up by 9% and Specific excise duties R51.8bn up by 8%

As is the case each year, Government proposes an increase in duties and levies for excisable products in
Schedule 1 Part 2A to the Customs and Excise Act 91 of 1964 (Customs Act).

No increase in the fuel and Road Accident Fund levies for the first time since 1990

Specific excise duties on alcoholic beverages increase by between 4.5% and 6.5%, apart from traditional
African beer, with no increase
An increase in the excise duty rate on tobacco products by between 5.5 and 6.5% is proposed.
* Government is in the process of reviewing the alcohol and tobacco excise duty policy framework, and
review papers will be released shortly.

There will be a new tax on vaping products of at least ZAR 2.90 per milliliter, from 1 January 2023.

A new tax will also be introduced on beer powders from 1 October 2022

o
Institute of
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Key Summary Highlights Customs and Excise

SARS has invested ZAR430-million in refreshing and modernising its ICT infrastructure. The
multi-year customs modernisation programme is underway, with an initial focus on improving Beit
bridge border operations through data-driven risk profiling and number plate recognition. SARS will
expand the modernisation programme to other ports of entry over the medium term.

Corruption at the border posts remains endemic where SARS officials issue fraudulently created
documents on exports. The multi-year customs infrastructure modernisation programme is underway,
with an initial focus on digitising border operations will aid in curbing this.

Advance rulings - There are currently no provisions in the Customs and Excise Act, 1964 enabling
the SARS Commissioner to issue advance rulings. It is proposed that an enabling framework for
advance rulings be provided in the act It is proposed that an enabling framework for advance rulings
be provided for in the Customs and Excise Act which enable

SARS to issue these in the same way as other taxes. Once introduced, advance rulings will be binding
on both SARS and the applicant. The indicative implementation date is 30 November 2022.

soit
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Key Summary Highlights Customs and Excise

Proposal that the act be amended to allow the Commissioner to make rules for the entry time of
any category of goods, which may include break-bulk cargo imported by sea, air or rail. There is
currently no provision in the Customs and Excise Act enabling the SARS Commissioner to
prescribe the period within which entry must be made in respect of loose or break-bulk cargo
imported by sea, air or rail. Government proposes that the act be amended to allow the

Commissioner to make rules for the entry time of any category of goods, which may include
break-bulk cargo imported by sea, air or rail.

Clarifying the requirements for invoices in respect of import and export goods - Because of existing
uncertainty, it is proposed that amendments be made to the Customs and Excise Act to clarify the
legislative requirements for invoices in respect of import and export goods.
« The amendment is aimed at providing greater clarity on the invoice requirements with a view
to encourage greater compliance and engender trade facilitation.
* Not all goods are traded under invoices and invoices are not always issued by the time goods
cross the border.
 Recent disputes regarding costs and charges reflected on the invoices, resulting

* inunder or overpayment of customs duty, have led to this development. It would be msugh’ac
to understand SARS' uncertainty around invoices.

Institute of
Taxation



Key Summary — Focus Areas

* Notably, there was no mention of the AfCFTA as well as the Customs accreditation programme
(AEO) programme for importers/exporters. Would have expected an update on progress of the
African Continental Free Trade Area (AfCFTA).

 There does seem to be a focus on customs control. Use of data will become more prolific. SARS
has intensified its enforcement against criminal activities and the recommendations from the
Nugent Commission and the State Capture Report are being implemented.

* SARS clamps down on illicit tobacco trade. It had seized illicit tobacco to the value of R 350 million
during the pandemic. It has further issued assessments for R 18 billion in additional duties

* Traders should be aware of the specific note of ITAC-initiated antidumping investigations. ITAC has

committed to increased activity for the next year including the initiation of new anti-dumping
cases, where the market believes that lower-priced imports are threatening local manufacturers.

o
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Budget Observations

The Minister of Finance, Mr. Enoch Godongwana, presented National
Treasury’s annual 2022/23 budget.

During the 2021/22 financial year the dtic received additional allocations
amounting to R2.1 billion.

e R800 million was allocated create work opportunities through the
presidential Employment initiative

 R1.3 billion was to respond to the social unrest in July 2021 and the
negative impact of the COVID19 pandemic.
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Budget Observations

e Over the next three years R17.8 billion is allocated to support business
investment in new equipment and infrastructure through incentive
programmes.

* As a result of this high baseline, spending in the Industrial Financing
programme is expected to decrease at an average annual rate of 4.8 per
cent, from R6.2 billion in 2021/22 to R5.4 billion in 2024/25.



Business incentive updates

Presidential Employment Initiatives:

* An amount of R18.4 billion (R9 bn 22/23 and R9.4 bn 23/24 financial
period) is allocated to support youth employment under the
presidential employment initiative over the next 2 years

 R1. 6 billion has been allocated to dtic social employment
programme.

 R677 million allocated to Department of Employment and labour for
the network pathway programme



Business incentive updates

Research and Development:

The R&D tax incentive is being extended in its current format from 30
September 2022 to 31 December 2023.

* National Treasury will hold workshop to discuss potential changes and
improvements to the tax incentive.

e Outcomes of the workshops will be known in the 2022 Taxation Laws
Amendment Bill.

Section 12L Energy Efficiency Tax Incentive:

* Energy Efficiency Tax Incentive be extended tol January 2023 to 31
December 2025. S



Business incentive updates
Employment Tax Incentive (ETI):

 The maximum monthly ETI value per employee will be increased by
50% to R1 500.

* To curb the abuse of the incentive, government also proposes
amendments to the Employment Tax Incentive Act (2013) to impose
understatement penalties on reimbursements that are improperly
claimed

Agriculture Blended Finance:

* R6.8 billion has been allocated to the agriculture industry in the form
of blended finance programmes, farmer development and
post-settlement support initiatives.

Department of Tourism:

* R360 million is allocated over the medium term to support the pilot
phase of the Tourism Equity Fund introduced in 2021



Business incentive updates

R20 billion New business bounce-back scheme will be launched:
* R15 billion Small Business Loan Guarantees support mechanism
* R5 billion Business Equity-Linked Loan Guarantee support mechanism

* Facilitated through participating banks and development finance
institutions
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BUDGET 2022 WEALTH TAX PROPOSALS




SILENCE IS NOT ALWAYS GOLDEN

« Lots of speculation ... but nothing materialised (for now)
« But where are we heading in terms of a Wealth Tax?

« The Davis Tax Committee : Wealth Tax Report (2018)

The process of creating a wealth tax in South Africa as a means to redress South

Africa’s levels of inequality would need to start with the consideration of a very

simple form of an annual net wealth tax. The decision on whether to implement an

ONE DOES msmwr’

annual net wealth tax cannot be made without the following;:

1. Further consideration as to the appropriate tax base (i.e. which forms of 1 J ,'
wealth to include within the scope of the tax); ﬁ

L . <
2. Comprehensive data on the pattern of wealth ownership; slllnﬂ e“lli eTI"E nnllln

3. An evaluation as to whether the revenue generated would exceed the

administrative and economic burden on taxpayers and the revenue

@
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THE CHORUS IS GETTING LOUDER

 Notonlylimited to South Africa

 The inequality predicament versus the shrinking tax base —a truly
polarising issue

* |smomentum gaining for a Wealth (or similar) Tax?

Federal government’s failure to tax the veryrich is

unconscionable I * I

Thu.,Jan.13,2022 &1 min. read




THE WEALTH TAX ‘BASE CASF'’

 Main driver for Wealth Tax in South Africa — Bridging the
Inequality gap

« Butwhat about the obvious alternatives —

 Enhancing enforcement initiatives (coupled with well-trained
SARS auditors)

« Reducing corruption / wasteful expenditure

 Curbing tax evasion



THE WEALTH TAX ‘BASE CASFE'’

« Flight of capital risk — tax emigrations are on the rise

Table A2.1.T: Assessed individual taxpayers: Taxable income and tax assessed by taxable income group for individuals with change in residence status, 2017 — 2020

Tax year 2017 2018 2019 2020
Taxable income group Number of Taxable Tax MNumber of Taxable Tax Number of Taxable Tax MNumber of Taxable Tax

taxpayers income assessed taxpayers income assessed taxpayers income assessed taxpayers income assessed

(R million) (R million) (R million) (R million) (R million) (R million) (R million) (R million)
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l: 70001 - 80 000 106 8 0 177 13 o 214 16 ] 245 18 o
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W: 1000 001 — 2 000 000 170 230 v 24 307 103 283 360 127 348 463 152
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¥: 5000001 + 45 572 218 44 ge0 438 48 B40 278 52 1142 408 Institute of
Total 6981 1712 500 10 M3 2 493 12 11 229 2 638 TET 13 240 3719 1113 Taxation



GETTING BACK TO DATA COLLECTION

Budget 2022 - Provisional Tax Disclosures

« R 50 million-2023 Tax Year at Market Value
« Assets under South African and / or Foreign Trusts?

Budget 2022 - Special Allowance into Foreign Trusts

« Special allowances were generally limited to ‘direct line of
sight’ assets offshore
 EXxpanded to foreign trusts — but be cautious!



GETTING BACK TO DATA COLLECTION

-
-

A Special Allowance requires
annual reporting to FinSurv on
the underlying assets — this
allows additional data collection
points that would otherwise not
have been readily available. The
data collection points for foreign
trusts are now essentially
expanded together with CRS and
possibly through the provisional
tax asset disclosure rules.

Listed
Investments

Offshore
Holding
Foreign Company

Private Equity /
Startup

Trust

South African Tax Resident

Discretionary Beneficiaries
Interest-bearing loan of R 50

o 0
million on Special Allowance to

[ ] @
FinSurv under new dispensation mn‘
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WEALTH DATA COLLECTED - WHAT NOW?

« How much revenue could a Wealth Tax actually raise?

« Estimated to be between R 70 billion to R 160 billion (source
— A Wealth Tax for South Africa, Southern Centre for Inequality
Studies University of Witwatersrand (2021))

« Based on rates ranging between 3% to 7% of net assets,
subject to certain exclusions

« Estimated 60 times more than current Estate Duty
collection



WEALTH DATA COLLECTED - WHAT NOW?

Significant work is required by SARS / National Treasury to collect
adeqguate data to even consider the introduction of a Wealth Tax
(or something similar)

Difficult balancing act —risk of capital flight, cost of administration
of a Wealth Tax, political pressure, shrinking tax base etc. etc. etc.
etc.
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International tax amendments announced in the budget speech:

* Amendment to the definition of foreign dividend

» Aforeign dividend is currently defined as an amount paid by a foreign company in respect of a share in that
company.

* This definition specifically excludes any amounts that constitute the redemption of a participatory interest in a
portfolio of collective investment from being regarded as a foreign dividend.

* However, foreign law does not only deal with redemptions, but also the sale of units, shares or interest to the
foreign management company of the scheme.

* Itistherefore proposed that the term “or other disposal” be included to cater for any amounts that constitute
the sale of a participatory interest in a foreign collective investment scheme’s portfolio.

o
Institute of
Taxation



International tax amendments announced in the budget speech:

e CFC amendments

* Amending definitions and terms relating to the Insurance Act

The Insurance Act came into effect on 1 July 2018, which deleted and inserted certain new definition, such
as the definition of a “linked policy”.

Section 9D contains an exclusion which excludes the participation rights held by an insurer in any
policyholder fund which are directly attributable to a linked policy from the CFC imputation requirement
(provided certain requirements are met).

The definitions in section 9D will be amended to refer to the appropriate provisions of the Insurance Act.

* The deeming provisions will be extended to cater for royalties derived by CFCs

The most important rule contained in the CFC provisions is that the net income of the CFC must be
calculated as if the CFC is a taxpayer for South African tax purposes and as if the CFC is a resident when
applying certain provisions of the Act.

For example, a CFC is deemed to be a resident in relation to interest derived from a South African
source. However, section 9D(2A) does not mention royalties derived by the CFC.

Amendments are proposed to update the net income calculation contained in section 9D(2A) to include
the fact that CFCs are residents for purposes of section 10(1)(l).

Therefore, the royalty exemption contained in section 10(1)(l) will not apply to a CFC. S i-I-
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International tax amendments announced in the budget speech:

e CFC amendments

e Clarifying the treatment of amounts from hybrid equity instruments deemed to be income under the CFC rules

 The CFC rules contain an exclusion applicable to a payor and payee for intra-CFC interest, royalties, rental
income, insurance premium or income of a similar nature, provided both the payor and payee are part of
the same group of companies.

* In terms of hybrid equity instrument rules, certain dividends in relation to the recipient are deemed
to be income.

« To ensure neutral tax treatment, it is proposed that specific reference be made to the exclusion of
the payee company’s deemed income for hybrid equity instruments between CFCs.
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Exchange control amendments announced in the budget speech:
 DTMC

 The blanket approvals for transfers made by a parent company to a South African domestic treasury company
have been increased from R3 billion to R5 billion for listed entities; and from R2 billion to R3 billion for unlisted
entities.

* Loop structures
* Although previous the South African Reserve Bank issued a circular allowing loops to be created, it appears that
the SARB are trying to backtrack on this and there have been instances where the SARB are pushing back on
such loops.
* We are hoping for some clarity to be issued on this soon.
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Review of the provisional tax system

» Discussion paper expected
« Removed?

 More regular payments?



Once-off E-services threshold breach exception for VAT
(for foreign suppliers)

Current similar exceptions for residents:
» Cessation or permanent reduction In size;
* Replacement of capital assets; and

 Abnormal circumstances of a temporary nature.



TAA amendments proposed to allow for Joint audits

Joint audit definition according to OECD Joint audit
Implementation package [Joint Audit 2019 — Enhancing Tax Co-

operation and Improving Tax Certainty]:



TAA amendments proposed to allow for Joint audits

“Joint Audit”: Under this agreement is understood as

two or more tax administrations joining together to

examine an issue(s) / transaction(s) of one or more related taxable
persons (both legal entities and individuals) with cross-border business
activities, perhaps including cross-border transactions involving related
affiliated companies organized in the participating countries, and in
which the countries have a common or complementary interest;

proceeding in a pre-agreed and coordinated manner and including the
presence of officials from the other tax administration

where the tax administrations jointly engage with the taxpayer,
enabling the taxpayer to share information with them jointly;

and the teams include Competent Authority representatives from each
tax administration for the exchange of information.’

S

.I.
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TAA amendments proposed to allow for Joint audits

Why is a TAA amendment required?

Exchange of information — DTA — section 3(3) of the TAA
[FACTA etc].

Only allows for exchange of information and not to audit?



ETI Act to be amended to cater for USP on improper
reimbursements claimed

 ETI Act is governed by TAA
« Overclaimed ETI would result from an “understatement”
» A shortfall exists — overstated refund (s 222(3)(b))

« What rate? (FYI - SARS recently released a Draft Note on the
meaning of "maximum rate of tax applicable’)

* For understated PAYE - practice seems to be to apply the average
marginal rates of all employees.



Tax compliance status abuse practices - submission of
nil returns

Perhaps reflect tax compliance status as “under review” if selected
for verification/audit?



Provisional taxpayers with assets > R50m - specific
asset disclosure on 2023 tax return
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C Tax is paid in Jul h B issions f i .
arbon Tax is paid in July each year ased on emissions for previous L) (1) BT CE R

to SARS calendar year

The Carbon Tax came into effect on 1 June 2019

The first phase of the carbon tax was originally planned for 1 June 2019 — 31 December 2022 and the second phase from
1 January 2023 — 31 December 2030

The base tax rate was legislated at R120 per ton CO,e
* The increases were also legislated to increase by Consumer Price Inflation (CPI) + 2% for the first phase

* For the second phase the nominal tax rate to increase by CPl each year
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Carbon Tax is paid in July each year Based on emissions for previous L) (1) BT CE R
to SARS calendar year

Based on previous information provided by Treasury, they indicated that allowances would change in the second phase.
No indications were provided on how these would change.

Mandatory carbon budgets would be implemented with penalties on exceedance and a penalty of R600 per ton was
presented to the Standing Committee on Finance.

Our expectations of what was to be announced was the plans for the second phase of the carbon tax — mostly focused on
the gradual phase out of the allowances, penalties for carbon budgets
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Significant announcement was the extension of the first phase extended to 31 December 2025
In addition the Carbon Tax Rate announced for 2022 is R144 per ton CO,e (higher than our projections of R142 per ton CO,e)
The carbon fuel levy increases by 1c/litre for petrol and diesel increasing to 9¢/| petrol and 10c/I for diesel

Mandatory carbon budgets to be implemented from 2023 onwards, with a penalty of R640 per ton CO,e for every ton exceeded —
as a result the 5% carbon budget allowance falls away

Amendments will be made to the trade exposure allowance — the trade intensity threshold will be increased to 50%. The impact of
this is that this is likely to reduce the trade exposure allowance that companies will be able to receive

Extending the Price neutrality commitment on electricity up to December 2025
Most significantly — Treasury has announced stronger carbon pricing signals, which included:
* Increases in the nominal carbon tax rate in order to reach $20 per ton CO,e by 2025

* Nominal Carbon tax rate to reach $30 by 2030

Page
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* For the second phase, government intends to increase the carbon price more rapidly every year, to at least USS30 by 2030,
accelerating to higher levels by 2035, 2040 and up to US$120 beyond 2050 (R1800 per ton CO,e).

* The basic tax-free allowances will also be gradually reduced to strengthen the price signals under the carbon tax from 1 January
2026 to 31 December 2030.

* To encourage investments in carbon offset projects, government intends to increase the carbon offset allowance by 5% from 1
January 2026.
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First Phase of Carbon Tax Second Phase of Carbon Tax

2019 2023 | 2025 2030
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The plastic bag levy increased from 25c per bag to 28c per bag (12% increase)
Vehicle emissions tax increased from:
* Passenger Cars - R120 per gram CO, per km to R132 per gram CO, per km (10% increase)
* Double Cabs—R160 per gram CO, per km —R176 per gram CO, per km (10% increase)
Increases in excise taxes are generally quite predictable

The increases for carbon tax proposed are significantly higher for 2023 - 2025
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