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would offshore stocks and
bonds be treated? Who will
ultimately bear the burden of
the wealth tax and the oppor-
tunities for evasion by tax-
payers? Considering that
wealth taxes already exist in
the form of capital gains tax,
estate duty and so on,” Seka-
bate says.

- “These are still open ques-
tions after the budget speech,
and it seems the can was

kicked down the road. The

reality is SA already has high
taxes and the impact of
wealth taxes on capital flight
remains,” she says.

In a nod to the benefits of
lower taxes to encourage
growth, Mboweni said con-
sideration would be given to
further rate decreases to
make the tax system more
attractive. These changes are
expected to enhance effi-
ciency, transparency and
fairness in the business tax
system, while facilitating
economic growth through
improved investment and
competitiveness.

However, Grimm, Chong
and Kraamwinkel caution
that one of the hardest hit
groups will be individual tax-
payers who propose to emi-
grate for tax purposes and
have pension or provident
funds in SA.

The proposal to include
retirement funds in the exit
tax net may cause panic and
increase withdrawals of such
funds prematurely.
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Positive
budget
supports
growth

® Government has realised it
must address structural issues

Dr Albertus Marais
AJM Tax Director

inance  minister

Tito Mboweni

tabled a surprising

yet resoundingly

positive budget on
February 24.

Clearly, the government
has realised there are serious
structural problems which
exist in the SA economy: a
bloated public sector wage
bill which relies too heavily
on a shrinking tax base. In the
result, the government has on
the expense side reconfirmed
that the current public sector
wage bill is not commercially
feasible and needs to be
addressed urgently.

The wage bill which
absorbs a huge 47% of total
revenue year on year, has
become a clear and present
danger to SA’s fiscal position
which can no longer be
ignored, no matter how

politically inconvenient.

On the income side, the
realisation is that tax hikes
cannot be relied on to provide
increased tax revenues. An
increase in tax rates will, in

WHAT IS
DISAPPOINTING IS
THE SLOW
PROGRESS IN
IMPLEMENTATION
OF EXCHANGE
CONTROL REFORM

the current overtaxed SA
environment, ultimately
lead to decreased tax rev-
enues over the medium to
long term.

It is for this reason that the
government has proposed a
cut in the corporate income
tax rate from 28% to 27%,
effective April 2022, coupled

with the making provision for
so-called “fiscal creep” not to
have an effect on taxpayers
this year by allowing for tax
brackets to be raised by 5%
across the board.

Instead of increasing tax
rates, the government has
rather resorted to rely on the
considerable (yet of late
neglected) intellect which it
has at its disposal in Treasury,
and opted to resort to enact-
ing more focused and
nuanced measures to bolster
tax ~ revenues  through
reviewing existing tax incen-
tives which are inefficient,
address tax abuse related
schemes, and decrease the
ability of entities to rely on
assessed tax losses.

These measures will lead
to increased tax revenues on
a focused basis and it is
encouraging to see the gov-
ernment taking a finessed
approach towards tax reve-
nues as opposed to yielding

SIN TAXES
)

blunt instruments such as
tax rates and which the
public have sadly become
accustomed to over the past
few years.

There are many unsur-
prising matters contained in
the budget, such as the aver-
age 8% increase in duties on
alcohol-related products (no
doubt driven by the recent
lockdown experience drawn
from what a South African
society will look like that
absorbs less alcohol), as well
as increased levies insofar as
fuel and tobacco products
are concerned. :

What is somewhat dis-
appointing is the slow
progress in implementation
of exchange control reform
with scant detail made avail-
able in this budget on further
relaxation, perhaps even sig-
nalling a rethink of some of
the generous relaxations
anticipated and announced
over the past year.
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Leaving exchange contirol
matters aside, the budget
tabled should be applauded
as one that will not only serve
to ~ encourage long-term
growth in SA, stimulate
growth and depart from
structural problems, but it is
also bound to make SA a
more competitive investment
destination internationally.

@ Albertus previously
worked for the Titan Group
as its head of tax, whereafter
he established the AIM tax
consultancy business.

IT IS ENCOURAGING
TO SEE THE
GOVERNMENT
TAKING A FINESSED
APPROACH
TOWARDS TAX
REVENUES

Tax proposals that will add to hardships

PAY MORE TO GET MOVING

Wesley Grimm, Joon Chong
& Cor Kraamwinkel
Webber Wentzel

Finance minister Tito
Mboweni treads a pragmatic
path between overspending
and too much austerity in the
budget, as the economy grap-
ples with the impact of
Covid-19 and lockdowns.

The minister clearly lis-
tened to widespread calls to
avoid raising taxes but also to
allocate more funds to rolling
out vaccines. Overall, it was
an optimistic budget, but with
some stings in the tail.

INFLATION-RELATED
INCREASES IN THE
FUEL LEVY AND THE
ROAD ACCIDENT
FUND LEVY WERE
EXPECTED

The budget delivered good
news for taxpayers on a
number of fronts. However,
here are the proposals neces-
sary to raise tax revenue or
increase the tax base that will
be less welcome.

One of the hardest hit
groups will be individual tax-
payers who propose to emi-
grate for tax purposes and
have pension or provident
funds in SA. The proposal to
include retirement funds in
the exit tax net may cause
panic and increase with-
drawals of such funds pre-
maturely.

The increase in excise
duties on alcohol and tobacco
products is above inflation,
and while the government is
commendably determined to
tackle the abuse of alcohol,
which costs the economy bil-
lions, it will have unfortunate
consequences. It may fuel the

illicit trade that flourished
under the alcohol and
cigarette bans during lock-
downs. This will ultimately
result in less revenue being
collected than the taxes are
intended to raise. It will hit a
range of companies — not
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only large ones but also small
craft brewers who have
struggled to recover from the
loss of revenue during the
bans. :
Though the intention is to

cut corporate taxes,
Mboweni said to maintain

revenue neutrality this has to
be accompanied by mea-
sures such as limiting
assessed losses and interest
expense deductions. This
proposal is deferred for a
year and will give corporate
taxpayers some breathing
space, as after that many
businesses will be unable to
fully utilise losses that they
could before.

Uncertainty regarding the
scope and content of the
interest deductibility rules
remains a concern and pro-
posed refinements to the cor-
porate reorganisation rules
will have to be carefully con-
sidered when the relevant bill
is published.

The announcement that
the Section 12J incentive
available to venture capital
companies will cease on the
sunset date of June 30 2021
reflects the Treasury’s find-

ings that the tax dediction
available for investing in Sec-
tion 12] companies is not hav-
ing the desired effect in pro-
moting small business and
job creation. This means the
2022 year of assessment will
be the last year in which
investors can put money into
a Section 12J company/fund
and claim a tax deduction.

TRANSPORT COSTS
Inflation-related increases in
the fuel levy and the Road
Accident Fund (RAF) levy
were expected, because of
the RAF’s contingent liability,
but will affect transport cos
for consumers. d

The announcement that a
bill will be introduced to
impose levies on regulated
companies in the financial
sector will also contribute to
increased regulatory costs for
affected entities.



