SARS SMALL BUSINESSES: FAQs 2006/2007 

Why does SARS treat small businesses differently?
The government recognises the vital role small businesses play in stimulating economic activity, creating jobs, alleviating poverty and improving the living standards of all in South Africa. For this reason, SARS and the National Treasury are striving to make things simpler for entrepreneurs. They have introduced a number of initiatives to empower small businesses like yours.

I want to start a business. What type should I set up?
Once you have decided to start a business, you have to decide what type of business entity to use. Each type has different tax consequences, which may influence your decision. Here is an outline of the tax responsibilities of each. 

Sole proprietorship

A sole proprietorship is a business that is owned and operated by one person under his own name or under a trade name. The business and personal assets of the owner are considered to be one; therefore the owner is personally responsible for debts incurred by the business. All loans taken out for this type of business are taken out in the owner’s name, therefore the owner stands to lose everything, including his private estate if the business fails. The owner must include all the income from the business in his or her own income tax return. The owner is responsible for paying taxes.

You may have to register for some if not all of the following:
· Provisional Tax

· Employees Tax

· Income Tax

· Value Added Tax

· Trading licences

· Business Name

· Unemployment Insurance Fund(UIF) Workman’s Compensation Insurance (WCA) & Industrial Council (IC)

· Trade mark, copyright, patents & designs

Partnership
A partnership is a relationship that exists between two or more people who together, carry on a trade, business or profession. It is similar to a sole proprietorship - except that a group of two or more owners replaces the individual owner. 

A partnership is not a separate legal person or entity; nor is a partnership a taxpayer in its own right. Instead, each partner is taxed on his or her share of the profits.

Close corporation
A close corporation, or CC, is similar to a private company. It is a legal entity with its own legal personality and must register as a taxpayer in its own right. The owners of the CC are the members. 

For tax purposes a close corporation is dealt with as if it were a company. The members have limited liability – in other words, they are generally not liable for the debt of the CC, but certain tax liabilities do exist. Members may be personally liable for employees’ tax and VAT - as well as for any additional tax, penalties or interest for which the company is liable - if these taxes have not been paid to SARS within the prescribed period.

Private company
A company is treated by law as a separate legal entity and must also register as a taxpayer in its own right. The owners of a private company are the shareholders. The shareholders may be personally liable for employees’ tax and VAT - as well as for any additional tax, penalties or interest for which the company is liable - if these taxes have not been paid to SARS within the prescribed period.

Other types of business entities are also described in the Income Tax Act 58 of 1962. These are:

· personal service companies and personal service trusts;

· labour brokers; and 

· independent contractors. 
Do small businesses and their owners pay income tax?

Yes. Income tax is the state’s main source of income and is levied on taxable income in terms of the Income Tax Act. Income tax is levied on a variety of entities: individuals, companies and trusts. This means that your small business – whether it takes the form of a private company, a sole proprietorship, a close corporation or a partnership – will have to pay income tax. 

When do I have to register as a taxpayer?

You must register with your local SARS branch office as soon as you start a business - whether it takes the form of a sole proprietorship, a partnership, a company, a close corporation or something else. SARS will then issue you with an income tax reference number. 

What is a tax year?

The tax year for individuals covers a period of 12 months: it starts on 1 March and ends on the last day of February of the following year. Income tax returns are issued annually to registered taxpayers after the end of each tax year. In some circumstances you may be allowed to draw up your financial statements for your business to dates other than the end of February. 

A company or close corporation can have a tax year ending on a date that coincides with its financial year. For example, if the financial year-end is 30 June, its tax year or year of assessment will run from 1 July to 30 June. For further information see Interpretation Note 19
When is income tax due?

Income tax returns must be submitted by a specific date each year. The deadline for 2006 is/was 14 July. 

The submission date for company returns is seven months after the financial year-end of the company.  
What if I can’t meet the deadline?

If you are unable to submit your return by the deadline, you must apply for an extension at your local SARS office or online: go to the SARS e-Commerce website at https://commerce.sars.gov.za and click on "extensions" in the left-hand menu. 

What are the tax rates for small businesses and their owners?

Sole proprietorships and partnerships
A sole proprietor or each partner (individual) is subject to tax on his or her taxable income. The tax is levied at progressive rates ranging from 18% to 40%. 

Tax rates for individuals:  2006/07
	Taxable income (R)
	Rates of tax (R)

	1 - 100 000
	18% of each R1

	100 001 - 160 000
	18 000 + 25% of the amount above 100 000

	160 001 - 220 000
	33 000 + 30% of the amount above 160 000

	220 001 - 300 000
	51 000 + 35% of the amount above 220 000

	300 001 - 400 000
	79 000 + 38% of the amount above 300 000

	400 001 and above
	116 000 + 40% of the amount above 400 000


	Rebates (Individuals only)
	2006/07

	Under 65 years
	R7 200

	65 years and older
	R4 500


Companies 

From 1 April 2005 the tax rate is 29%. For years of assessment ending before then, the rate was 30%.

Small business corporations
Tax rates from 1 April 2006: 

The first R0- R40 000 
0% 

R40 001- R300 000 
10%

R300 001 and above 
29%

Employment companies
From 1 April 2006 the tax rate for employment companies is 34%.

Foreign resident companies trading in South Africa


From 1 April 2006 the tax rate for foreign resident companies trading in South Africa is 34%. 

What qualifies as a small business corporation?

To be classified as a small business corporation, you must comply with the following requirements: 

· shareholders or members must be natural persons and must hold the entire shareholding during the entire year of assessment;

· the gross income for the year of assessment may not exceed R14-million;

· not more than 20% of the gross income (receipts, accruals and all capital gains) of the company or close corporation must consist collectively of investment income and income from the rendering of a personal service;

· shareholders or members may not at any time during the year of assessment hold any shares or interest in any other company or close corporation (other than a listed company, unit trust, share block company or sectional title body corporate); and

· the company or close corporation must not be an employment company.

What is the annual turnover cap for small business corporations?

This has been increased from R6-million to R14-million, effective from 1 April 2006. Small businesses with a turnover of not more than R14-million a year can qualify for small business corporation benefits.

Are there any specific tax relief measures for small businesses?

Companies or close corporations that are fully owned by individuals who don’t own an interest in any other company, and that have gross income not exceeding R6-million, are taxed on a split system: the small business pays no tax on the first R40 000, pays tax at a rate of 10% on amounts from R40 001 to R300 000, and then 29% on everything over R300 000.

Running a small business is difficult. What is SARS doing to help entrepreneurs?

SARS has initiated a programme aimed at empowering small businesses. This includes:

Community tax helpers

SARS will send staff to visit small businesses to help them with tax issues such as registration, tax returns and other tax obligations.

Call centre

A single national call centre number will be created for all tax and customs enquiries.

Small business help desks

Dedicated facilities with extended hours will be made available for small businesses in the call centre and at SARS offices.

Focus on VAT education

A campaign on VAT education is under way.

Accounting and payroll packages
SARS will make accounting and payroll packages available to small businesses. You can obtain software for your own computer or use one of the SARS kiosks we will set up.

What is provisional tax?

Provisional tax is not a separate kind of tax. It is merely a tax payment method that allows taxpayers to settle their tax in instalments, instead of as a single large amount once a year. 

If an individual earns taxable income that is not subject to SITE or PAYE deductions – such as interest, rental or business income - he or she must pay provisional tax on this income every six months. 

The provisional tax paid will be offset against the final income tax the individual has to pay for the year of assessment.

Who is a provisional taxpayer?

A provisional taxpayer is:

· any individual who earns business income or farming income;

· any director of a private company if that director is a resident;

· any member of a close corporation if that member is a resident;

· any company;

· any person who is notified by SARS that he or she is a provisional taxpayer; and

· any individual who derives taxable interest, dividends and rental income in excess of a specified total (R10 000 for the 2007 year of assessment).

A person who is 65 years or older will be exempt from paying provisional tax if his or her taxable income -
· does not exceed a specified total (R80 000 for the 2007 year of assessment); and 

· is only derived from employment (eg from salaries and wages), interest, dividends or rental of fixed property.

When must I register as a provisional taxpayer?

As soon as you start your business you need to register with your local SARS office as a provisional taxpayer. Close corporations and companies are automatically registered as provisional taxpayers.

When is provisional tax payable?

The first provisional tax payment must be made six months after the commencement of the tax year; the second must be made not later than the last day of the tax year. 

The third ''topping-up'' payment is voluntary and may be made within six months after the end of the tax year if your accounts close on a date other than the last day of February. If your tax year ends on the last day of February, the third payment must be made within seven months after the end of the tax year.

This optional third payment is only available to a provisional taxpayer whose taxable income exceeds-  

· R20,000 in the case of a company; or

· R50,000 in the case of any person other than a company

What does the residence basis of taxation mean for my business? 

In 2001 South Africa moved from a source-based income tax system to a residence-based system. Individuals and companies that are South African residents - are (subject to certain exclusions) taxed on their worldwide income, irrespective of where the income is earned. 

Companies and other entities

A company or other entity that is incorporated in, established in or formed in South Africa, or which has its place of effective management in South Africa, is regarded as being resident in South Africa. 

Individuals

All South African residents are subject to tax in South Africa on their worldwide income – in other words, income derived from sources within and outside South Africa. An individual will be considered a resident if he or she passes one of two tests: the "ordinarily resident test" or the "physical presence test".

What other taxes or duties may my company or I be liable for?

Depending on factors such as turnover, payroll amounts and involvement in imports and exports, you could also be liable to register for other taxes and duties such as VAT, employees’ tax, UIF, SDL and customs and excise duties. 

What is employees’ tax?

Employees’ tax is the tax that an employer, as an agent of the government, deducts from the earnings of employees and pays over to SARS every month. This functions as credit that is set off against the final tax liability of an employee, which is determined once a year. Employees' tax consists of SITE and PAYE.

How do I register for employees’ tax?

A business that pays salaries, wages and other remuneration above the tax thresholds must register with SARS for employees’ tax. This is done by completing and submitting an EMP101 form to SARS. Once registered, the employer will receive a monthly return (an EMP201) that must be completed and submitted together with the deducted tax within seven days after the end of the month for which the amount was deducted.

Is directors’ remuneration subject to employees’ tax?
Yes, the remuneration of directors of private companies (including individuals in close corporations performing similar functions) is subject to employees’ tax.

What happens if the directors do not draw monthly salaries?

The remuneration of private company directors is often only finally determined late in the year of assessment or in the following year. In these circumstances the directors finance their living expenditure out of their loan accounts until the remuneration is determined.

Because no tax can be withheld if no monthly remuneration is being paid, a formula is used to determine the deemed monthly remuneration on which the company then pays employees’ tax.

Do I have to register for capital gains tax?

A capital gain arises when a profit is made from the sale of an asset. A capital gain forms part of a taxpayer’s taxable income and must be declared in the income tax return for the tax year in which the asset is disposed of. Taxpayers need not register separately for capital gains tax if they are already registered for income tax. 

How much of the net capital gain is taxable?

For individuals

Only 25% of the net capital gain is included when calculating the tax payable.

For companies, close corporations and trusts

Only 50% of the net capital gain on the disposal of assets is included in taxable income.

Are there special CGT concessions for small businesses?

For the purposes of CGT, a small business is a business of which the market value of all its assets does not exceed R6-million. 

People who operate small businesses as sole proprietors, partners or as owners of an interest in a company or close corporation are entitled to a concession that excludes capital gains of up to R750 000 on the disposal of active business assets when these persons reach 55 years of age or when the disposal is in consequence of ill-health, other infirmity, superannuation or death.

What is Value-Added Tax?

Value-Added Tax (VAT) is levied on the supply of goods or services made by registered vendors in the course or their business. VAT is also levied on the importation of goods as well as on the supply of imported services into South Africa.

VAT is levied at the standard rate of 14%, but certain supplies are subject to the zero rate or are exempt from VAT. VAT is levied on an inclusive basis, which means that VAT has to be included in all prices on products, price lists, advertisements and quotations.

When to register for VAT?

-Compulsory registration 

Any person who carries on an enterprise and whose total value of taxable supplies (taxable turnover) exceeds, or is likely to exceed, R300,000 in any 12 month period, must register for VAT.

-Voluntary registration
In certain instances, the VAT Act allows a person to register as a vendor even though his/her taxable turnover does not exceed or is expected to exceed R300,000 in a 12 month period.  These are discussed below:

 

· Any person who carries on an enterprise which is not a welfare organisation, local authority or a share block company and the total value of taxable supplies (taxable turnover) exceeds R20 000 (but does not exceed R300 000) in the preceding 12 month period may voluntarily register;  

· Any person who intends to carry on an enterprise from a specified date, where the enterprise will be supplied to that person as a going concern and the total value of taxable supplies made by the supplier of the going concern has exceeded R20 000 in the previous 12 months;

· Any person who carries on an enterprise of a welfare organisation, share block company or a local authority supplying specific goods or services as listed in the VAT Act.  In this instance, the enterprise does not have to have exceeded the R20 000 taxable supplies in the previous 12 months; or

· Any person who carries on an enterprise where as a result of the nature of the activity, the person can reasonably be expected to make taxable supplies exceeding R20 000 in a 12-month period. In this instance, taxable supplies will only be made after a period of time.  

It must be borne in mind that it may be advantageous for a person to register voluntarily if the vendor supplies goods or services mainly to other vendors so as to allow the purchasing vendor to claim the VAT incurred on the supply (i.e. input tax).  Where the person supplies mainly services to non-vendors, (i.e. people who are not registered for VAT), it will generally not be advantageous to voluntarily register for VAT.

- Refusal of Registration

If you do not fall within the aforementioned categories, you will not qualify to register as a vendor. No registration will be allowed if the annual turnover is below R20 000. 

Once I am registered as a VAT vendor, what do I have to do?

Once you have registered as a vendor for VAT purposes, you have certain responsibilities that include:

· providing correct and accurate information to SARS;

· submitting returns and payments on time;

· including VAT in your prices, advertisements and quotes;

· keeping accurate accounting records for five years;

· producing relevant documents when required by SARS;

· notifying SARS about any changes in your business - namely its address, trading name, partners, members or shareholders, bank details and tax periods;

· issuing tax invoices, debit and credit notes; and 

· notifying SARS of any changes of the details of the representative person.

All this paperwork is keeping me from my business. What is SARS doing to help make things simpler for small businesses?

The Small Retailers’ VAT Package was introduced this year. This package provides for a simplified method of accounting for VAT for small businesses:

· that are registered for VAT;

· with a turnover of less than R1.2 million;

· mainly in the retail sector,

· that do not have access to cash registers that can distinguish between zero-rated and standard-rated sales.

The package also includes a free set of pre-printed books in which you keep track of the stock you buy and your daily sales. You must apply to register for this package.

How often do I need to submit VAT returns?

From 1 July 2006, small businesses with a turnover of less than R1.2-million will only have to submit VAT returns every four months. 

Until then, small businesses that exceed the compulsory registration threshold of an annual turnover of R300 000 are required to render a VAT return every two months. This holds true until a turnover of R39-million is reached, when monthly returns are required.

For what other taxes might my business or I be liable?

Donations tax

Donations tax is payable on the value of property disposed of by means of a donation by a resident. The rate is 20%. For individuals, donations up to the value of R50,000 in a year of assessment are exempt from tax. For private companies, the exemption is limited to R10,000.

Estate duty

The net value of the estate is reduced by a R2.5 million general deduction to arrive at the dutiable amount of the estate. A duty of 20% is then levied on the net value of the property and deemed property of a deceased person, within and outside South Africa. The estate of a deceased who was non-resident at the time will only consist of his or her South African assets. 

Stamp duty

Stamp duty is levied on instruments such as leases of immovable property and marketable securities.

Uncertificated securities tax 

Uncertificated securities tax is payable in respect of the issue of, and change in beneficial ownership in, any listed securities. It is levied at the rate of 0.25%.

Transfer duty

Transfer duty is levied on the consideration payable for the acquisition of fixed property. If, for some reason, no consideration is payable or consideration is not market related, the duty is levied on the fair market value of the property.

From 01/03/2006
Individuals
	Consideration
	Rate

	On the first R500,000 of the consideration
	0%

	On the amount that exceeds R500,000 but not R1,000,000
	5% of the value over R500,000

	On the amount that exceeds R1,000,000
	R25,000 + 8% of the value over R1,000,000


A person other than a natural person (for example, a Company, CC and Trust), 10% of consideration.

Customs and excise 
South Africa is a signatory to the Southern African Customs Union (SACU) agreement together with Botswana, Lesotho, Namibia and Swaziland. The five member countries apply the same customs and excise legislation and the same rates of customs and excise duties on imported and locally manufactured goods. 

Excise duty is levied on certain locally manufactured products and a counter-veiling duty, equal to the specific excise duty, is levied on their imported counterparts. This duty is levied as a specific duty on certain luxury or less essential items such as tobacco products, liquor products, petroleum products and hydrocarbons. Ad Valorem excise duty, which is based on the value of the product, is levied on certain luxury or less essential items such as cosmetics, televisions and audio equipment.

Environmental levy

An environmental levy is levied at 3 cents per bag on certain plastic carrier bags.

Skills Development Levy

As from 1 August 2005, small employers with an annual payroll of R500,000 or less will be exempt from this levy. Larger employers will continue to pay this levy (currently 1% of the employer's payroll. 

Regional Services Levy
Regional Services Council and Job Services Board levies will be repealed for all businesses with effect from 1 July 2006.

Unemployment Insurance Fund contributions

The Unemployment Insurance Fund insures employees against the loss of earnings due to termination of employment, illness or maternity leave. A monthly contribution has to be made by the employer (1%) and the employee (1%) based on the earnings of the employee. 

What records should I keep to make compliance simpler?

You should keep records that will enable you to prepare complete and accurate tax returns. Your records must clearly reflect your income and expenditure. This means that, in addition to your permanent books of account or records, you must maintain all other information that may be required to support the entries in your records and tax returns. 

These should include:

· records showing the assets, liabilities, undrawn profits, revaluation of fixed assets and various loans;

· a register of fixed assets;

· detailed daily records of cash receipts and payments reflecting the nature of the transactions and the names of the parties to the transactions (except for cash sales);

· detailed records of credit purchases (goods and services) and sales reflecting the nature of the transactions and the names of the parties to the transactions;

· statements of annual stocktaking; and

· supporting vouchers.

Do I have to appoint an auditor?

A company is required by law to appoint an auditor who will audit and sign off its financial statements. Similarly, a close corporation is required to appoint an accounting officer. Normally the auditor or accounting officer will help determine the taxable income and the amount of tax to be paid.

Do I have to appoint a public officer?

Every company and close corporation that conducts business or has an office in South Africa must - within a month of starting the business or acquiring an office - appoint a representative as the public officer of the company or CC. 

The name of the representative and his or her position in the company or CC must be submitted for approval to the SARS branch office for the district in which the company or CC has its registered office. The representative must be a responsible officer of the company or CC (for example a director, manager, senior member or secretary) and this position must constantly be kept filled.

It is also advisable (although it is not a requirement of the Income Tax Act) that sole proprietors or partners appoint a representative taxpayer such as an accountant to deal with their tax affairs.

Do I need clearance from SARS to submit government tenders?

Prospective bidders must obtain a tax clearance certificate from the SARS branch office at which they are registered before submitting a tender for providing goods or services to the government. Applications for tax clearance certificates can be done online at www.sarsefiling.co.za.

What if I don’t pay my taxes?

If you fail to pay your taxes or fail to comply with tax and revenue laws you may be liable for interest, penalties and additional tax up to 200%. 

You may also be liable for a fine or imprisonment for:

· failing to pay taxes;

· failing to complete tax returns;

· failing to disclose income;

· making false statements;

· helping any person to evade tax; or 

· claiming a refund to which you are not entitled.

A taxpayer who has not complied with legislation – for example, by failing to register or by omitting to declare income – will be treated sympathetically if he or she comes forward to settle tax obligations.

What if I am not satisfied with my assessment?

A taxpayer who is not satisfied with an assessment needs to lodge an objection in writing. It must describe the reasons for the objection in detail and must be lodged with SARS within 30 days from the date of assessment. The objection must be in set out on the prescribed form, ADR1.

Objections and Appeals

The procedure for taxpayers who are not satisfied with their assessments is to lodge an objection in writing stating fully and in detail the grounds on which the objection is lodged. 

The objection must be in the prescribed form, namely ADR 1 and must be submitted within 30 days after the date of assessment to the SARS office where the taxpayer is registered. This form must be completed as comprehensively as possible, and must include detailed grounds on which the objection is founded with supporting documentation where necessary.

It must be signed by the taxpayer. Where the taxpayer is unable to personally sign the objection, the person signing on behalf of the taxpayer must state in an annexure to the objection:-

· the reason why the taxpayer is unable to sign the objection; 

· that he or she has the necessary power of attorney to sign on behalf of the taxpayer; and 

· that the taxpayer is aware of the objection and agrees with the grounds thereof.
If the objection is disallowed wholly or in part, the taxpayer may appeal to a specially constituted Tax Board or to the Tax Court for hearing appeals. The notice of appeal must be in writing and must be made within 30 days of the notice of the disallowance of the objection. 

Rules regarding objections and appeals have been formulated in terms of section 107A of the Act for assessments issued, objections lodged or appeals noted. These rules are available on the SARS website at www.sars.gov.za/dr and are also set out in the guide on Tax Dispute Resolution.  Essentially, the rules set timeframes for both SARS and taxpayers’ adherence in order that objections and appeals may be dealt with in an expeditious manner. It is important to note that objections need to be lodged at the address specified in the assessment in terms of these new rules. Additionally, these rules make provision for alternative dispute resolution.

Alternative Dispute resolution (ADR) is a form of dispute resolution other than litigation, or adjudication through the courts. It is less formal, less cumbersome and less adversarial and is a more cost effective and speedier process of resolving a dispute with SARS.

If a dispute is resolved between SARS and the taxpayer, it must be recorded and be signed by the taxpayer and the SARS representative. SARS will issue, where necessary, a revised assessment to give effect to the agreement reached.

Where the dispute is not resolved, the taxpayer may continue on appeal to the Tax Board or the Tax Court. In essence, a taxpayer has three options available when disputing an assessment:

· Where the tax in question is less than R200 000, the Tax Board is to be utilised

· Where the tax in question is R200 000  or more, the Tax Court is to be utilised

· However, instead of going to the Tax Board or Tax Court, the ADR process can be used where the Commissioner decides it is appropriate.

ADR applies to taxes such as – 

· Income Tax (including PAYE and CGT)

· VAT

· Transfer Duty

· Stamp Duty

· Skills Development Levies

· Unemployment Insurance Contributions

· Estate Duty

· Donations Tax

SARS Service Monitoring Office (SSMO)

The SSMO is a special office operating independently of SARS offices. The SSMO facilitates the resolution of problems of a procedural nature that have not been resolved by SARS offices through the normal channels. The SSMO reports directly to the Commissioner and provided regular reports to the Minister of Finance.

What is considered to be procedural problems?

· Delays in processing returns, decision making and the correction of administrative mistakes

· Failure to provide reasons for making an adjustment to a return

· Failure to respond to queries, objections and appeals

· The conduct and attitude of SARS staff

What is considered not to be procedural problems?

· Merits of disputes as to the amount of an assessment or schedules

· Complaints that have been referred to the Public Protector

· Matters that have been, or are, before the Courts

· Complaints about Government or SARS policy

· Changes to legislation

If you believe you have an issue that you want to bring to the attention of the SSMO, three steps must be followed:

STEP ONE
When you wish to raise an issue, it is usually best to do it in writing, by phone or fax, or by visiting your local SARS office. The relevant officer will try to resolve the issue as quickly as possible.

STEP TWO

If all avenues of communication have failed to solve your issue at Step One, contact your local Call Centre and request the Call Centre Agent to assist. If the problem can not be solved, the Call Centre Agent will register your complaint and provide you with a service request number. Your complaint will then be escalated to a Consultant/Manager to assist you.

STEP THREE
If you have received no resolution within a reasonable time at Step Two, you can ask the SSMO to look into the issue.

The SSMO can be reached on 

Tel: 0860 12 12 16

Fax: 012 431 9695

Email: ssmo@sars.gov.za
For more information visit the website at www.sars.gov.za/ssmo
YOU ARE HERE: small businesses / frequently asked questions








