
VAT REFUNDS: HOW THE NEW SYSTEM WORKS

After numerous complaints SARS implemented a new VAT 
refund process just over a year ago. 

How does it work?

SARS commits to paying refunds within 21 business days of 
receiving a VAT return, subject to:

• The return being correctly filled in
• The taxpayer owes no monies to SARS and there are no  
 outstanding VAT returns
• Banking details of the business being valid 

Interest is paid to the taxpayer for non-payment after 21 
business days.

A computer program analyses VAT returns and selects “high 
risk” refunds. Taxpayers selected will get a request for
documentation (usually within 48 hours of submitting the VAT 
return) which needs to be submitted within 21 business days. 
The refund only becomes due when SARS are satisfied that the 
refund is due and valid. Then the commitment to paying refunds 
in 21 business days rule kicks in.

Taxpayers may object to the assessment by completing the 
Alternative Dispute Resolution form. This must be done within 
30 business days. SARS aim to resolve the objection in 90 
days. If taxpayers are still not satisfied they may appeal.

What to do          

It becomes time consuming when taxpayers are asked to submit 
justifying documentation which will negatively affect the 
taxpayer’s cash flow.

• Ensure you submit your return accurately and timeously.  
• Watch your account on eFiling and respond promptly to any  
 requests for documentation (if you don’t respond within the  
 21 business days, SARS can issue an assessment denying  
 the input VAT claim).  
• Submit the documentation on eFiling to avoid queues at  
 SARS’ offices. 
• Then monitor your statement of account on eFiling as it will  
 reflect any new assessments or refunds due. 

In other words be proactive to reduce your waiting time to a 
minimum. You need to have gone through the normal query 
resolution processes at SARS before taking advantage of this 
avenue. 

Considering the frustrations many people have with SARS, this 
is an excellent service to take advantage of should you need it.

YOUR E-BOOKS AND MUSIC: MORE EXPENSIVE ON

1 JUNE!

New amendments to the Value Added Tax Act will from 1 June 
draw foreign suppliers of e-commerce services into the VAT 
ambit. This means that we will have to pay VAT on items such 
as e-books and iTunes.

Is it a new tax?

No, in terms of the VAT Act, these transactions have always 
been taxable. Because these suppliers are not based in South 
Africa, the onus to pay VAT is on you the consumer – you are 
supposed to pay SARS the 14% owed on these services. If this 
is a surprise to you, it is also a surprise to the vast majority of 
South Africans. So, to make this tax workable and level the 
playing fields for local suppliers, the onus to pay VAT has shifted 
to the foreign suppliers of these services.     

What services are taxable?

• Educational services if the service is not regulated by the 
 relevant export country
• Online gambling and online games
• Web based auction services
• Music
• E-books and online publications. 
• Audio visual content including items such as screen savers 
 and photographs
• Any online subscriptions.

How will the VAT be collected?   

Foreign suppliers must register with SARS and should have 
been ready by 1 June to begin charging VAT and submitting VAT 
returns to SARS. In order to lessen the burden on foreign
suppliers, they will be allowed to register online and will not be 
required to open a bank account in South Africa. They will need 
to issue tax invoices in line with local vendors and will use the 
ruling exchange rate on the day the supply is made.

For those of us who make use of e-commerce services this will 
mean an effective price increase from 1 June. 

It should be borne in mind that SARS is merely doing what has 
become globally accepted practice. 
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DIRECTORS, MANAGERS:  NOT PAYING OVER 

RETIREMENT CONTRIBUTIONS IS A CRIMINAL OFFENCE

The Companies Act of 2008 and the Consumer Protection Act 
have pioneered in South Africa models of accountability, 
transparency and good governance. Government has sought to 
bring these principles into other sectors of the local economy.

In addition the International Monetary Fund (IMF) and World 
Bank highlighted matters that need to be addressed within the 
South African Retirement Industry to bring it in line with global 
financial regulatory requirements.

To address these issues, the Treasury recently gazetted new 
legislation, effective from 28 February this year. 

Who is liable, and for what?

All business owners and senior managers who are involved in 
providing retirement funding for their employees should take 
particular note as the new legislation provides for criminal and 
civil sanctions if retirement funding is not paid to the appropriate 
fund.  
 
Every person who is “regularly involved in the management of 
the company’s overall financial affairs” is both personally and
criminally liable if retirement fund contributions are not paid over.

It is incumbent on the employer to inform the retirement fund 
who such persons are. Should the employer fail to do so, the 
directors (if a company) or members (if a close corporation) or 
“all the persons comprising the governing body of the employer” 
if not a company or close corporation will be held liable.

The criminal liabilities consist of a fine up to R10 million or 10 
years in prison or both.  Don’t forget there is also personal liability 
involved for the amounts not paid over. 

What to do

If you are not involved in the financial affairs of the business, 
make sure the retirement fund is notified of the relevant names 
of financial management. If you are part of the financial 
management, your risk is increasing. Ensure all controls are in 
place for the payment of the retirement funds. If your business 
runs into financial difficulties and cannot meet its obligations, 
seek advice immediately if retirement funding could be involved.    

INVESTOR OPPORTUNITY: VENTURE CAPITAL GETTING A 

MUCH NEEDED BOOST

Venture capital companies (VCCs) play an important role in assisting 
small and medium sized (SMEs) businesses to grow. This they 
do by financing these businesses, usually in exchange for equity 
in the business. Once the business has shown substantial growth, 
the VCC sells the equity for a profit. 

SMEs are one of the main contributors to job creation and growing 
the skills base in the economy.  

The government has been trying to foster the growth of the VCC 
market by giving tax incentives to this sector. However, there is 
much red tape involved in registering with SARS and the incentives 
given by SARS have not proved attractive to the VCC market. 
Currently there are only five SARS-approved VCC companies.

VCCs get their primary funding from investors who purchase equity 
in VCCs expecting to get attractive returns. As potential investors, 
readers should keep a close watch on this market as returns could 
substantially increase when new proposed reforms, set out below, 
take place.

The current position  

Investors in VCCs are allowed to write off the cost of their 
investment upfront. When the investor sells the equity, he or she 
(it could also be a trust or a company) is subject to tax on the 
gain made. The purchaser of the equity cannot claim a deduction 
on this. In addition the VCC is subject to capital gains tax when 
it sells the equity.

In addition, VCCs can only invest in either -

• A junior mining house with a net asset value (NAV) of R50 
 million or less, or 
• An approved business sector with a NAV of R20 million or 
 less– excluded are financial services, banking, gambling, 
 liquor and arms/ammunition (plus the organisation must carry 
 on business in South Africa).

Thus, investors and VCCs feel they are not adequately rewarded 
for the risk they take (being taxed on their gains), there is no 
secondary market emerging as onward selling of shares in VCCs 
attracts no tax benefits, and the NAVs of R20 million for
businesses and R50 million for junior mining houses are too low.

A TAX SNIPPET: ESCALATING QUERIES WITH SARS

If you are finding it difficult to resolve any problems 
you have with SARS, speak to your accountant. SAICA 
have an agreed channel to SARS whereby operational 
queries can be escalated for resolution.  



Government’s response      

Finance Minister Gordhan undertook in his budget speech to 
propose the following legislative amendments -

• Investors in VCCs will incur no tax liability on disposal of their 
 shares if they hold the equity for a number of years (expected 
 to be three to five years),
• VCCs will not have to pay tax on profits when they dispose 
 of their interests in businesses  - this will boost their return 
 by 18.67%,
• Qualifying NAVs will be increased to R300 million for junior 
 mining houses and R50 million for qualifying businesses,
• When investors sell equity in VCCs, the new investors will be 
 allowed to deduct tax benefits.

These proposals have been widely welcomed by players in the 
VCC market who anticipate this will encourage rapid growth in 
the VCC arena.

ARE YOU A TARGET FOR SARS' VERIFICATION AND AUDIT 

PROCESS?

Over the past few years, SARS has accumulated a lot of data on 
taxpayers and has improved its systems in terms of using this 
data to pick up errors or omissions by taxpayers. Legislation has 
enabled SARS to increase its interrogation powers. 

SARS has substantially escalated the verification and audit process

The number of audits conducted in 2012/2013 rose by 42%
over the previous year. 15% of taxpayers were audited in 
2012/2013.  Many taxpayers will have received a verification 
query after completing their 2013 returns. Taxpayers need to 
understand that this is the beginning of a process that could lead 
to paying more tax and/or becoming embroiled in an alternative 
dispute resolution procedure, objection and appeal, a tax audit 
and finally appearing in court. 

Be warned: The rules have changed

Clearly, there is a greater onus on corporates and individuals to 
further apply themselves when completing returns. Taxpayers 
must also organise and have their documentation available for 
verification purposes.

If in doubt, this is an appropriate time to seek advice from your 
accountant.

What "triggers" the verification process?

SARS keeps this confidential but analysts have picked up on 
some trends. When doing your annual tax return, watch for the 
following:

• If you claim medical expenses, ensure you have proof of 
 payment. If you read SARS’ notes on how to complete your 
 return, they are looking for evidence of payment. Just showing 
 invoices may result in your claim being denied.
• If you claim a study allowance expect to be asked to justify 
 the expenses claimed.
• Car and travel allowances are also targets for verification. 
 SARS often ask to see your logbook – if it is not completed 
 as per SARS’ requirements your deduction will not be allowed.  
 Be careful when claiming a car allowance - for example unless 
 the employee bears all the cost of fuel and repairs, then he/she 
 is not allowed to claim any expenses at all. Thus, if the car 
 holds a service warranty, then no repairs may be claimed for 
 tax by the employee.  
• If you own a second property and use it for trade purposes, 
 be careful with repairs and maintenance. SARS will scrutinise 
 these to ensure that you can prove that they are not expenses 
 incurred on your primary property.
• Large refunds may also trigger a verification process, so have 
 your documentation ready.

On e-Filing, there is a place to upload documents. If you fall into 
any of the above categories, it makes sense to be pro-active and 
include documentation to justify the above expenses. Take advice 
on how to present this documentation – remember you want to 
end the verification process quickly to prevent it escalating.

Factors that may trigger an audit   

• SARS have been investigating high net worth persons and 
 has already identified 467 of them for further investigation.
• Areas where SARS deems there is high risk of losing tax 
 revenues may set off an audit process across the relevant 
 industry.
• Tip offs – SARS will act on tips from the public.
• Random selection of taxpayers.
• Instances where SARS’ databases across all types of tax 
 indicate discrepancies.

Be warned and be prepared - the rules have changed for taxpayers.   
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SOME RELIEF FOR INDEBTED CONSUMERS 

The National Credit Act (NCA) came into effect in 2007 amidst 
much fanfare that this would level the playing fields and make 
it easier and cheaper for all consumers to borrow funds. 
However, this has not been the case – credit providers have 
been happy to advance money knowing that debt collectors 
have excellent collection systems. In addition, there are no laid 
down guidelines as to how to test people’s ability to repay debt 
advanced to them. 

Thus, widespread abuse has crept in. Unsecured lending rose 
53% in 2012 and over 9 million consumers had fallen behind 
on their debt repayments. Finally, the cost of borrowing has
continued to rise - as people struggle to pay debt this attracts 
adverse ratings by credit providers which in turn pushes up the 
cost of debt. 

Government has decided to act 

The authorities have been considering ways to curb the 
excesses. In terms of Regulations recently gazetted, two
immediate measures were announced.

Firstly

They have announced a credit “amnesty” from 1 April 2014.  
Note that the term “amnesty”, which has been bandied about 
freely by the media, is misleading in that it is only an
“information” amnesty.  Debts themselves are not written off or 
reduced, and remain payable in full.

This means that all “adverse information” (as defined) on record 
is to be removed from credit providers’ data bases by 1 June.  
“Adverse information” includes comments on consumers’ 
behaviour (“delinquent”, “slow payer” etc), actions taken by 
credit bureaus (“handed over”, “written off”), information on 
disputes with credit providers and symbols or letters or numbers 
(such as bank codes) which have negative meanings.   

Credit bureaus must notify all other credit bureaus that the 
information has been deleted and all notified are to remove this 
information from their data bases. In other words as at 1 April, 
all “adverse information” is wiped off consumer records.

However, credit providers may keep on record any adverse 
information gathered after 1 April.
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Secondly

In cases where a judgment has been granted on a debt and the 
consumer pays up all of the capital on a debt, all information 
relating to the judgment is to be deleted from the credit bureau’s 
records. The relevant bureau is to notify all other credit
providers to similarly delete this information from their records. 

Unlike “adverse information”, in all future cases where the 
capital is paid off, judgment information is to be expunged from 
the consumer’s records. Consumers are thus encouraged to pay 
off their debts.

In essence, these measures give indebted consumers breathing 
space as credit should become more accessible to them and 
future loans should attract lower interest rates and hence
repayments. 

What advice should I give my staff?

Many of you will have staff that have become indebted over the 
past few years. Tell them there is an opportunity for them to 
start afresh with their debt records.


