MARGO COMMISSION -

Yhile many cther
Western countries —

ist governments — are
reducing taxes on
business to foster eco-
nomic growth and cre-
ate more jobs, the

has recommended two new taxes for this
‘country, one of which will he a direet impost
on business.

" Simply put, it appears that the commis-
sion has taken the view that it should recom-
mend what is likely to be politically accept-

most desirable.
Essemzally it recommends & desirable
shift in emphasis- Fromrc_!lrect taxes (that is,

even seme with social-

Margo Commission

able rather than what would be economically _

The Margo Commission wants a desir-
_able shift towards consumption taxes,
“ but with the main burden falling on busi-

ness. This doesn’t augur well for econom-'

ic growth.

income and company tax) to indirect taxes
such as gensral sales tax (GST) which wouid
*mean that more taxpayers spend the.more
tax they will pay. . They will therefore be
encouraged to save rather than spend, lead-
ing to increased investment and more jobs.

The trouble is that proportlonately indi-’

rect taxes fall more heavily on lower income
earners. This is not necessarily to their ulti-
mate disadvantage For the stimulus that

 paid for by people: workers are paid less

proportionately less taxation gives to richer
investors creates the greater bcncﬁt of faster
overall economic growth.

But trade unions as well as the Indian and
coloured houses of parliament are unlikely to
see the advantage that easily. So the com-
mission has decided instead to impose hea-
vier indirect taxes on business and lift the
burden on the fower income groups by rec-
ommending that GST be cut from 12% to its
Gngmal 4%.

- Accordingly, it has recommcndcd a com-
prehensive business tax (CBT) which could
erode much of the desirable economic shift in
emphasis away from direct taxes to indirect
ones. Business taxes, under any name, are

wages and salaries; customers are charged
more, and shareholdcrs recewc smaller dm-

DESTRIBUTION OF INCOME
* Tax policy stiould sim at Jong-term growth. #t - duced.
shauld be nevtral,
"2 Tha tirme is not rips for sbandonirg income as
the bass for drect taxation.

28 Alow-income mbale of RE0O should hn intro-

28 If 2 spouse is di
an unwed parent attar nmtoductlon of the naw
svsrum the primary rebate will ba reduced,

€an ba phased in over two

3 The cost of tax 2 o% and i
such as and export | years,
i now unknown. They should be resmoved
from the tax system as they erode tha tax
bauandberepdacedbynsysmmofd:rm -
Ganis,

4 The cost of public goods snd services (such as
commutsr wansooitl shovk! ba recoverad
from users, nat trom tax revenues of subsi-
s, -

§ Personal margmal and corporate icoma tax

- FBfes should be hwid as low as possibie,

& The ASOC :nterast axemprion for indnaduals
should be constantly witznon-adjusted.

7 Income should be defined to mclude ait forms eos).
of retumeration, 4

8 No further refiet should be grantad for fringe

.benefits. excent skars ncentrve (not opnont

schemes. Fringe benef:ts should ba taxed in
fll and the fimits, bases of valuation, etc,
Tequiarly adusted. Cars and car allowances
should he taxed on 5 more realistic basis —
that ix, more heavily.

9 hdustries affected by fringe benuhts tox
shoud be given ralief outsids the lncnmu Yax

0 fiebates for the aged. should be increased.

11 War and disability penssons should continue.

12 Further rekef for the aged thwough the Inconte
. Tax Act i pot recommended.

13 Medhcal costs should be disallowable vnsss
they excead 5% of a taxpayer's income, ex-
cept tor persons ouver. 65,

14 Physical unsablinv benefit should ramaimn.

15 Dy or

" pot be tax uaduct:bte.

18 There shoutd be rio relief for interest paid on
home mortgages. .

17 The basis of mamtenzece and alimony pay-

ments should resman.

12 anary rebates should remain, but be equa-

L] \.Md revates should remain, but be fmited to
2 tertmn number of children,

20 The desendant's rebate should be abolished,

21 Comriwtions to the LIF should not be fax- >
deduchbhbuzbemhrsfromilshmdbam- . bon

22 Theve should be a move back 10 a simpler
incorme tax with fewer, broader bands and
lower margual rates.

THE UNIT
23 The indivdual, not the munlg 0 famiby,

tared if ' incomes are aggreg

25 Fiscsl pokcy should discourage neither mar-
riage no¥ employrnent, .

26 Community of property should be overriddan
for tax law.

rebates — should be fully transferabls be-
tween spoiuses.

THE COLLECTION OF INCOME TAX

31 Moea PAYE inspections are needed.

32 Payments to independent contractors should
be subjct 10 & withholding tax to ensure
callection of PAYE and other taxes.

33 Inland Revenue should caview internal admini
stranon, axpecislly software managament.

34 Concerted action is nesded 10 aducate tax-
payers Bbout tax. Inland Revetive should es-
tablish a public relations arm.

35 The Fingl Deduction System should be re-
tared bot can ba improved in many ways, L]
by a SITE iStandard incm Tax on Employ-

36 A wathholding tax on invesimant wlcnma is nat
recommandad.

BUSINESS INCOME

37 tncome it ta ba recognised when all events
have occurrad which fix the right to receive it
Expensa recognition should be subject 1o the
sarne test.

38 For the purpases of tax dedumns the limita-
tion to incoma from trada should be dispensed
with, anc broadened to includa all income.

Act, 39 interast capitalised in deferred payments
should be subyect 16 tax,

40 Trading profit om cradit sales must ba separat-
#d from finance charqes and taxed separataty,

41 The draining of taxavls incoma by excessive
and Puctsating tinance charges should be
more tightly controlled,

42 Arbitrage should be recognised, but con-
trolled regarding tax-free mvestments.

43 I infation acceterates beyond present lavels,
inflation-adjustment should be congidered. If
it stays at current levels, substantial amend-

" meats must be made to the law. .

44 Treatment of forsign exchange fluctuations
shoudd be codified.

45 Consumable stocks should be treated in the
same way as irading stocks.

46 Costs 20 requce expenditure should be tax—
allowabfs.

47 Post-graduate studies should retain current
benefus and receive further favourable atten-

48 Expenses such as suditing and security should
be deductibie.

49 An ancmaly in the exchangs of rading stocks |
of shares for mutugl funds should be eliminat-

50 Work n progress 10 be brought within Section

COMPANY TARATION
52 Tax on dhadends in the hlnda of rasidents
should be sbolished.
53 Consideration should ba givan to taxing most
foreign dividends aceriung to resident share—
27 Primary-and chid rebates — and only thesa holders.
54 The time is not cipe for Group Taxation,
85 Change of ownership in specis of a trading

TRUSTS AND ESTATES

borne by him.

assat by a,.company in liquidation should not

result in & change in cost of the assat.

or b 56 An (unexpltined] rinimasm tax, dasigned to
combat deferrsl but not 10 increase ravernie,
should be considersd for corparate bodies.

CLOSE CORPORATIONS, PAH?’NERSHIPS,_

57 Non-resident sharehalders” tax WRSTJ should
be retained on dividends paid by Closs Corpo-
fations {CCsk. CCs should be raxed ar the
Faximum marginal rate for individuals,

58 Tha development of CC Jaw showd be accom-

. pamied Ly appropriste changes to tax faw
regarding the CC and its meambers. If stamp
duty remains, it should apply to CCs at the
3ams rate as # tansfer of shares, .

59 Tha annuity principis tanmoal accounting of
incomes or lnssex) shoukd be applied to part-
Rerships. Lossax apporticosd 1o & Emaed
- partnar should be lisnited to the losses actually .

60 Whete trust incorne does aot scoue 0 a
beneficiary at the end of any tax yeer, it
should be taxed in the hands of the trustes st
‘the maximum marginal rate,

81 The business ttust should be trasted as a

WHAT MR

i o other g -
FINANCIAL INTERMEDIARIES e

73 The exemption from UPT, emoyndhybanks
shouldrmbe-nmnkdmhmkwmnﬂ
that tax is to remsin.

74 Sslective levies, shoukd not ba imposad on

. financial intermediaries.
75 The tax-fres and pumallv nx-fua status. of
divii paid by b ) ies on VANOUS |

shares amf of interest paid on savings ac-
counts redating 1o the gouerrments home-
cuwnership scheme should be withdranam, Tax-
frae insrumenss offered by Tressury and Post
' Office showld alse be withdrawn.

76 Tax-fren benefits svailable to holders of In-
Struments in socisties changing to tock com-
panies should reroain. subyect to time Smits,

77 Home ownership should ba sncowsged by
upgrading the State-sided home-ownership
scherne.

PENSION, PROVIDENT, RAs AND BENEFIT
FUNDS
78 Requirements for fegistration of pension
furnids should be clearly stated in ragulations
published jointly by the CIR and Ragistrar of
Pension Funds,

in the same

pany. and its b

way as the shareholders of a company.
62 Rules should be deveioped to remova uncer-
taimty a3 w0 when the heirs of an estate are

ascertaived.

tor of an estate -

GAINS
64 A compreh

63 Deductions wihich wera svaitable to the de-
ceased shauld be made svailable to the exesy-

CTAPITAL VERSUS INCOME AND CAPITAI.

79 Relief for contributions to provident funds

should ba extended to benefit funds when the
" benefit is taxed.

80 Annuity and pens:ion benefits should contiwm
to be taxed as at present. But benefits ca
early withdrawal should ba taxed.

87 Retirement gratuities should be Zeated as if
they ware lump sums from pensloﬂ provident
or AA funds.

H2 Differances between contributions and bene-

ve statutory definiti
ital and income showld not be attarnprad.
Obpec:we critgria should be subsmmad for

of cap- frts from private- and public-sector funds

. should ba abofished, subject to cartain protec-
N nonlurnubmh-\dmembem. .

eriteria in di

be taxed. -
INSURERS

eartain impravermnents.

capital and incomne. Cspw;l uams :hould not

65 The present, pragmatic method of taxing
long-term insirery should ba retained, with

66 A long-tarm insurer's income should be de-
fined as interest, remt and dividends. Allowa-
e expenses shoula be the expanditure actu-

83 The inciple should be retsined for

i ﬂletaumnofbenoﬁufrompmsonprm
dent and RA funds.

84 The CIR should monitor RA furids to cownter
- tax abuse.

85 Benefiis patd to members of medical aid
schemes should ot be taxed.
INCENTIVES

aslmvmshwuwhegrmedmﬂlﬂr‘

ally i on

abodished.

and management axpenses for fixed property
owned directly. Sales expenses and benefits
should not be included. This substitution of
actual expenses- for the present .axpense
aliowance of 60% of invesiment incoma
shoukd make it possible to abolish the Sixth

. Schedule to the Income Tax Act,

E7 Long-term insurers should continue to be
taxad at the rate applicabls to companies.

70 The aspect of small, growing long-tenm insw-
ors shoukd be further investigated with a view
15 enhancing their abidity to compete. -
71 Short-term insurers” income should not be ‘95 Dep
finally assessaed for tax untif thras years later. -
. 72 Investment gains should continue t0 be fax- i
able or otherwise according to the principles

and & - ough and exhaustive investigation.
B7 Thu sxprTng ma:kctmg allowmae should be
by a with the

requiremments of GATT,.

88 Training alk should be
cash grart system. |

89 Reseacch and developmant costs of 8 revenue
nature should be akowad a8 a daduction,

90 Donancns concessions should be ratained but
not extended, save for primary schoo!s.

laced by 3

shoukd be the tax umit. Senarste taxation of 22 of the Act. 68 It does nat appear necessary to provide for 31 Al for » g shoukd be d
spauses should be computsory and in respect $1 The CIR should have 2 discretion under Sec~ separate detarmination of taxable ineome at- to primary industry.
of atl iicome. - tion 11 (gA) cor g the cost of inzedl ' witwtable to sharehal ) a2 o 200 v ot

24 PAYE deductions Canvmt be accuratsly ealey- preperty rights ""‘C""""E trade marks). 63 The rebate for insurance premlums should be ded.

v © 83 The cash cost of all allowances should be.
_monitored and published quarterly,

a4 Sacurrrvcosufornamlkcymm.u
be met by not tax deds

ion of assats, for plant and

aircraft, should generally be aver thres years, .

50%-30%-20%: otharwise 10%.|yeurfor

i ) mnyaa;s-m-sa-yforhmds

30
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dends.

The commission no dcubt argues that if
government accepts ity propesals and re-
duces income and company taxes while im-
posing the CBT and other taxes, the shift will
have been achieved. But there is nothing in .
its proposed changes in the tax system that
makes this either inevitable or even probabie.

The danger is that it is recommending to
government a taxation mechanism which
will hand 2 free spending administration a
mere convenient means of increasing the
[ taxation burden on the country’s produciive
resources, that is, business. Taxation is one
of the most important measures of obtaining
2 part:cular eccnomic growth goal. The

commission is quite right in maintaining

that the goal needs to be set by parliament.
But it cannot escape the fact that the natare
of its tax proposals do suggest a bas;c philo-
sophicai attitude,

The path the commission has chosen de-

lvers to govcrnmcnt a resounding mcssagc‘

tax in such a way. tha!. you avoid the maxi-

misation of economic growth. Is that really
what we should be doing in this country —
travelling in a fiscal direction eschewed by
our main trading partners?
In any event, the commission’s . official
brief specifically states that it must have
“regard for the spccml economic dcvc]op—
ment needs of S
Commission chairman Judge Cecil Margo
is a sensible and learried lawyer. But clearly,

.as Rab Butler believed politics was the art of

the possible, so ke must believe that taxes, to
be effective, need popular acclaim rather
than economic advancement. That is not our
view nor, we suggest, would it find much
support abroad. .

What is dlsappomtmg about the commis- -
sion iz its lack of Courage and @ngmamy in
T.ilc most central issue of taxation in this

ntry. There is much to be scclaimed in
what it hias recommended in many of ity 270
recommmendations. But it lacks coherence be-
tween the philosophy of tax and the execu--
tion of tax coflection.

its compact report of 516 pages is a distil-
lation of “thousands™ of pages of evidence,
research and other information. Its 29 chap-
ters contain much that will sweep many
apomalies and inequities from the SA tax
systemn. For instance, it is against joint fax-
ation of married peopie; it suggests a broader
base for claiming deductible expenses; its
recommendations on  trusts. suggests tax
avoidance will be reduced; and, it is encour-
aging on the questions of depreciation, the
timing of income acerval and inventories,
and on the rationalisation of regional scmcc
levies.

The second new tax it recommends is a
capital transfer tax (CTT) which amounts-to

TAX-EXFMFT BODIES . )
95 E shoud be 1o relig

badies.

97 Trading activites of charitable, religious and
sducatons! bodies should remsin tax-free.
Boees ot Having share capital provided by
privaie-sector mvestors should not be subject
5 taz: ad wioa virsa. The S1ETUS quo of other
tx-free tradiwg bodies should be retained.

98 £ from tax g by thoud be
granted in only the mast exceptional circum-,
stoncex and contained in the relevant fcal
wRTE.

89 Ingtmunons exemgt from wcome tax Should
2o b free of wanster duty and CFT: axemp-
fion frony GST and CBT will require further

© . corsiderabon.

OO Ouestions a3 1o the nature of an institution’s

ies shoukd be decided by tha Mini
not CIR.

CAPTTAL ARD WEALTH CREATION

101 Capeial should b retaned as a besis for

taxaton.

102 A caprpl transfes tax {CTT) should replaca
ektuts cduty ahd donations 1xy.

103 o principle, CTT should be imposed for capaal

wansfers for no consideration at a flat 156% .

ratn. Where dt s for an i

conmderanon, the tar should b lewsed on the
diffurance berween full and actual consider-
pton. Varous roethods of transher for inad-
mnmmmsmﬂbamdnwbpct

_104¢mand-du:wmw|lbqalwnﬂ-!nrrahr
fating CTT.
Iosﬂnemnpmbetmnmshuddbo
0 reg
ma&uwnimmmshmldb.m

MG«mmsKmdmmbnsb-
Joct 10 tax after expicy of 3 centain tithe, aay

5 years.

107 i the case of a disposition inter vives, the
prmmiabmfwmﬂu.lldustmh
door.

‘Ioﬂlsmcwuandmmdnﬂl.mﬁaﬂﬂ!
showid fad on the estate. R

109Nbsoeaalumnunslmddbun’mi1re—

spect of fanming property.

110 Mo specid reief shu.&! be gwen where
RIS MBS T extatey.

" 111 The masting deduction of tems lent to the
State shoutd reman but the cualifying time be
reduced froem 50 e 30 youis.

HZTMMMFWWWMM
nghts shouki be termwnated.

BROAD-BASED INIHRECT TAXES

1133\hro-o-mdsalmurslmdmhm-

Enpoctant element of the 1k structure.
114 GST shoukd be raduced to 4% sfrer an inidal
eur-back ta 7,5%. Rehef on foadstuffs should
be repesied if GST s @t 10 7.5%. Capital
o0t showld be euckaded fromn the GST base,
" 115 The retanonahip between exports and GST
Shokt b snacied Turtiver_ .
118ﬂ-daﬁ-moimnhms‘njdbe

IETTUTABI.E_ R

ICA = Incoma Tux Act. CBT = CMM:N-WT-:.CTT-WTMT-&M=Ummm?mm3mmwm’hmwrm
8duTmVATBValu¢A§MTmCﬂl= ]

HATY = Mon Resid

>| RECOMMENDS — IN A NUTSHELL

goods

117 1 GST is not reduced to 7.5% or bess, it
shouid be aboliished and reptaced by an in-
voice VAT system.

118 The list of ad vakxem dutiss ahodd ba re-

and abolished as Isr as it

119 The GST exemption for small fraders should
ba mcreared o a hmover of R100 000 &
yenr. and regularty upgradad for infiation.

120 Vendors shoukd beohlaged 10 convert to the
inclusive svstem of invoicing,

THE COMPREHENSIVE BUSIHESI TAX

[1=-241

121 With 2 view to lowenng retes of tax through-
out ther structre and effecting the other Te-
foerns, consideration should be given to a CBT
on valee added By busineas activity, on an
erigin basis, and calculated by tha additive
method.

THE SA CUSTOMS URIOK

IZZSAHmIdneqmmmmmBLSWl
testructuring of tha SACL) agreement, A more
comprehensive _agreement with the TBVC
cotmitties should De investigatad.

LOCAL TAXES, REGIONAL LEVIES AND DiF-

FERENTIAL LAND TAX

123 The cuerent two RSC fevies should be e
pfaced by 2 sanghe regronsl tax, on tha sama
bass as CBT; and collected by Inlard Rew-
snve. Even i CBT is not infroducted 25 &
natonal tax it should ba mstituted as a re-
placement for RSC levies.

124 lntrocuction of the differential fand t is nox

recommended, .
SELECTIVE INDIRECT TAXES

shares to redsem prof shares sheuld be abol-

133 Transler duty sxametions should be regulsrly

[

134 The transactions tax on bank accounts should
be abolishad, B it.is retained, the Poat Office
should be brought within the set.

INTERNATIONAL ASPECTS OF TAXATION

135 Existing inCRNtives, 10 FOmigranis with capitsl
rasowrces shoukd he retained. .

136 Tha source basin of mxatian should be re-

income Tax Act — o is, thiwre should be no
sllowents utless Thers is © risk, .

AGRICULTURE .
IE!MMWMMMNM .

hm'-num

153Fam»mg
« should b writtern GHf ower |hu¢
yesrs: 50%; 30%; 20%.

454 Tha definition of & farmer shoukd b objactive,

thinmd, 185 Varous 0 ws-
137 Unilstesst refief for double texstion thould be Tates, recoupmant provisions, eapmel expandi-
adoptad. turs regarding knmavables, spreading of ex-
138 Anti i h should b ack 1] coptional income, feestocl reduction  and

coumer income splitting and fax avoidance
schemes for income arising in somounding
states.

139 Non-resident shacshoiders’ tax INRST) should 7

b retaned.

140 A branch profits tax should be levied at the
NRST!atumbrand\pmﬁurumitmdunof
Sa '

141 Non-rasidents’ tax on interest (NRT1) shoud
be retsived but reviewsd.

t41 Double 1axation agreements whcru the bal-
umnsagamslSAshouldbomnegomudor
“terminated.

142 Tax treaties regarding the continental shetf |

shoudd be carefully negotiated.
143 Whera tax treaties are nagotiated. sdequate
proviaion should be made to tax film rentals.
1“mmmlh.indtﬁmﬂmﬁmuupm
vate sactor, shmldbamadwhunmgummg
tax trematins,

145 G should be

125 Excise duties should be adj d for inflath
126 Natwral wine and sorgum beer should again

ba taxed but at a modest rate. Maft beer

should be taxed.
127 There should be a uniform duty on all fuel

apphcations, collected by the Department of

Customs and Excise. .
!23mmuwmmmm:~

wm
ilateral rfief for i onat
. erations, pmvniodrempm:-imﬁefnspm—

wided.
145 Immediste action should ba taken against
transfar pricing.

7147T!\equasﬁonn|mhammisaﬁmwiﬂls\‘s

- neighbours Mdb_cml:anuq‘assmt_mb{

luated and ““nfta: bk
129 Diffec of vehicla & di
on weeight, sh:uuldbure—cvaluatadmmwver
the increasad cost of road maintenanca for
haavy vehicles.
130Themmpleofusumargmgfnfarp(nsa

supported,
131 Mur&mable sacumm tax (MST) and stamp
dtmesmldbelbolutnd.il:umprﬁmmma
viz the g
route shoukd be brought within tha net. Effec-
Tive sati-gdvaidince provisions should be in-
serted in the Stamp Duties Act. Penalties for
Inte stamping of documents should ba sub-
stantially inCreasad. Stamos on a sale of laass
docyment should only be capable of being
fled by the -, hassen or. Recer
of Revenua, AR impasitions of stamp duty
should be contained in the Stamp Dutiss Act,
132 Exarnpitions fram stamp duties showid paralted
tha Transrer Duty Act. Commencament of tha
sox-rnonth paniod for stamnp durtias is dafined.

MST =N

itles Tax. CC = Close Corp

" 150 The eff

getCy.

TAX AVOIDARNCE, EVASION AND COUN-
TER-MEASURES

148 The test of abnommakty in saction 103 should

be qualified so that commercial acceptanca of

an avoidance practice does not defest the

operation of that section, kvtarest should be

with retrosctive effact: when a taw-

payer has heen successhilly challenged under

saction 103, General ant-evoidsnce prowvi

sions should be inserted in afl fiscal legislation,

The Miri: showid be smx ad 19 coun-
teract Iarge yvoidance schames when Partis-
ment is not sting. Retrosctive law would
foliow » clarifying snnouncanernt.

149 The sames of defaulting taxpayers should be

of Inland R wonkd b
enhanced by an inflow of relevant nformation
from financial nstitations, other State depart-
rsents and the courts,

IE!AnuH‘xskmhshmﬂdbeiﬂmd\mdinmﬂm

GST = G

sxpropritated land, Income aquakization depo-
st scherme. N
REINING

156ﬂnmsyslu‘ndwrmguﬂmpdﬂw

mant should 2pply ee in industny; Mdnely
50%:30%;20% over threa years.
157 Ne jon of capiesl afh
purposes. should ba permitted.
‘iSInaptamgmmmhmolmm
mines with & Rat rate tax on profits shoukd be

investigated.

ISSFaMMm.&mmm‘

e then capital sliowances should be avesti-

gated.

160ﬁtﬂ'md~mm“mwmnﬂun
cwd tax payrhents in the Case of bata nvner-
lls.nxkns-snfnmﬂsnfnimayh-

of ge of mines

ot mining goid or diamonds, and abolition of
the “baby formuda™ for smzi gold mines.

ADIMISTRATION .

161 Indhwduat taxpayers shoudd be furnithed with
calcuianon of ther tnable INCome on sasess-

63 A taxpayer's notice of olyection may be
. tw\deddgoodmnmmm-

appeal = haard .

164 A second specisl court should be constiwted
10 hesr appeasts froon the CR a3 a filter to the
Incoma Taz Specal Cowt.

165 The CiR's ditcratonsly powesrs should be
subject to objection and appesi, |

wsmcmmm.mﬂdm
mmmmmupmalmolwm
sections of the Income Tax Act,

. 157 Taxpayers should be entitied 1o cbiain binding

Tulings from the CIR subject to certain admin-
stram procadures and rnanomu con=

IS&Spamal fegponst courts :houldha mq for.
tax cases.

169 Black personced mrisst b recruited.

170 Further recommendagons. such ks tacretorns
for comparnas n lguadation; delays n refund=
ing taxes; penaities jor fraud and negligence;
mmmmmedm
and so on.

for tax .

For Inland
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1

2 merger of dorfations tax and estate duty at

15%, against the present top estaie duty
{without allowances) of 35%. At first view

this appears to be 2 modest. advance.

The disappointing thing about the com-
mission’s report is in fact a lack of core

| reform. For instance, it says: “A comprehen-

sive statutory definition of capital and in-
come should not be attempted.” The capital-

| income concept is the foundation of the

South African tax system. Income is taxed in
full while capital is zero-rated.

Neither income nor capital are defined in
the Income Tax Act, and about $0% of tax
case law is concerned with transactions try-
ing, for various reasoms, (0 be one or the
‘other. The fuzzy line between capitai and
income is one of the main reasons for, among
other things, the low level of share turnover
on the JSE.

The most Margo is prepared to do is
_recommend that objective criteria should be
substituted for subjective criteria in distin-

guishing between capital and income. This
" cautious attitude is reflected in many other
parts of the report dealing with fundamental
areas of our tax law. Its atlempts to deal with
the pernicious drag of inflation on incomes
are not convincing. The best it can come up
with is indexation. :

The core of the recommendations is the
CBT. The chapter dealing with it is one of
the shortest, lacks a single footnote, and
refers off-handedly to the “Single Business
Tax™ in Michigan, US. It seems that the
commission, in searching for a mew tax to
plug the hole left by the taxes it wants to
reduce, turned in desperation to the CBT,
which has frail precedents. .

- Margo's other-new. tax is capital transfer
-tax (CTT) — to replace estate duty and
donations tax. Tax on dividend receipts by
residents would zlso be abolished. While, as
-the report says, the loss in revenue would be
but small, the cut in the GST rate to below
LEGAL PROFESSION

Rising costs are making urgent a reconsider-
ation of the structure of SA’s divided legal
fraternity. In the past few months alone the
Association of Law Societies of SA, now
adopting a much higher profile than in the
past, has been consistently calling for a fo-
sion of the bar and the side bar — or at the
very least for the right of attorneys to appear
in the Supreme Court. C

7,5% would entail a loss runniﬁg into billions
- of rands. In steps the CBT, keeping in line

with the commission’s theme of broad-based
taxes with low rates. In another part of the
report, the base of the CBT (for '1985) is
presented as R67 billion. :

While time will be needed to understand
the nature of the CBT, Margo defines it in its
most simple sense as “sales less purchases,”
where both sales and purchases refer to
goods and services, The FM understands this
to be nothing less than a modification of the
cash-flow tax of the pure Universal Expendi-
ture Tax (UET) type recomménded by the
UK’s Meade Committee. While Meade is
referred to in other parts of the report, it is
ignored in the chapter on CBT. And, in other
parts of the report, the pure UET, along with
the differential land tax (both imply funda-
mental reform), are rejected out of hand.

Anyhow, Margo is evidently determined
to be accepted. Tax commissions are notori-
ous for doing great things and getting thrown
out by governments. While Margo will prove
to be a disappointment for economists and
proponetits of the pure UET, it will probably
find wide-based support in SA’s current poli-
tical atmosphere.

Margo presents CBT thus: “Taxes on |

business are more readily shifted (forward
onto consumers and backwards onto the sup-

‘| pliers of capital and other factors of produc-
' tion) than most other forms 'of taxation.”

The FM finds this attitude disingenuous.
We-have the impression that the commis-
sion wants to move the perception of who
pays tax from the individual taxpayer to ihe
business community. S
For example, while the merits of GST as a
tax are accepted — provided the rate is low
— it comes under heavy fire in the report.
“The high visibility of the tax creates hostil-
ity:” “Perceptions of GST are not good, and
VAT would serve to counter some of the
problems in this area;” and “GST at 12% has
become an unpopular tax, and there is evi-
dence of extensive evasion of a type that
cannot easily be counteracted.” S
The guts of Margo, for those short of time,
is contained in Chapter 29. The “main”
reform package relics almost entirely on
CBT, which by the commission’s - calcila-
tions would have raised R1 billion for each
percentage point in 1986-1987. Elsewhere it

Various methods of containing legal
costs without adversely affecting law-
yers’ income and standards are coming
into the spotlight. One major suggestion

-is that the distinction between advocates.-

and attorneys has become unnecessary.

 separate tax for individuals; 2 fuller fring:

is suggested that CBT at 14% can replace

\GST 'in its entirety at_12%. Chapter §

suggests that CBT be introduced 2t §3.
while GST, personal and corporate rates

cut. GST would be known as a retail sa%
tax. Other compongnts in the “main”™ pag:
age would include a wider GST-base; fewg

1

bands. in thé personal income tax iﬂbiuf

benefits net; tax-free dividends, and assimg:
lation into the system of new notions o
depreciation, inflation and neutrality; use
the CBT to replace the two despised R3¢~
levies; and urgent changes within the Sk :
Customs Union. B -

The “alternative” package notes that i

- CBT be rejected, the options for reform wil

be limited to the extent that existing based
can be widened and collections' improvedf
Separate taxation would bave to be post.}
poned. CBT could be used as a regional
rather than national tax, Sales tax reform

. would still kave to take place, though imme.

diate introduction of an invoice-VAT would
requirc a rate of 17% if food and capi
goods are left out.of the net. L
Phasing-in and -out new and old taxes i
an area not convincingly dealt with. The
commission does not explore the vital area of
taxes on taxes: this can be seen.as in line with
its desire to throw the perception of who pays
tax onto business. The abolition of market-
able secyrities tax, and no CGT could give
the commission a mistaken image that it

| panders to the rich.

There are continual suggestions that the
buck in important areas be passed. An exam-
ple is its recommendations on gold mining
taxes. In conclusion, Margo says that: “No
tax reform commission can ever provide fina!

| answers.” Well, this commission certainby

hasn't even attempted to doso. -

In the final analysis, the real problem with
tax in this country is that it is too bhigh as a
percentage of GDP. Unless it is cut there it
no incentive to create jobs. No amount of
streamlining the tax system will substitute
for lower taxes. ‘

_ The manner of the release of the commis-
sion’s recommendations -has not given time
for ample study or reflection. Considering
the new taxes it recommends and their com:
plexity, the risk now is that they will make
business confidence even more fragile anc
thus further inhibit new fixed capital irivest:
ment. . . . B

Togetherness '_ at thebar -

The division of the legal profession in 5.
between attorneys. and advocates is a refle
‘tion of the English model — a practic
adopted for reasons now firmly historica
America and certain other parts of the En
lish-speaking world ‘operate a fused leg
system. . - L

This year's president of the associatio
“Billy” Schalk van der Merwe, has be
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