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BUDGET 2010 17 February 2010 

The Minister of Finance, Mr Pravin Gordhan, in his first Budget announced that he had provided tax relief of 
R6.5 billion in personal income tax relief to individuals, mostly to taxpayers in the lower income brackets. 

Government expenditure is to be allocated as follows: 

Education R165.1 bn 

Public order and safety R85.6 bn 

Economic affairs R154.8 bn 

Social protection R130.9 bn 

Housing and community amenities R93.2 bn 

Health R102.1 bn 

Defence R33.8 bn 

Other R135.4 bn 

 
There were several more interesting announcements, including the following: 

• Discontinuation of the SITE system; 

• Measures to limit tax avoidance through salary structuring; 

• Measures to curtail certain aggressive financial transactions; 

• An increase in fuel taxes and excise duties on alcohol and tobacco products; and 

• An amended carbon emissions tax on new passenger vehicles. 

Income tax - individuals 

Both the minimum marginal rate of 18% and the maximum marginal rate of 40% have remained unchanged. 
The upper level of the band to which the 18% rate applies has been increased from R132 000 to R140 000 
and the level at which the maximum rate is applicable has been increased from R525 000 to R552 000. The 
intervening brackets have all been adjusted upwards. 
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The proposed scale of rates for individuals and trusts is set out in the appendices. The new scale of rates for 
individuals will be applicable for years of assessment beginning on 1 March 2010. 

The primary rebate is increased from R9 756 to R10 260, whilst the secondary rebate for individuals aged 65 
years or older increased from R5 400 to R5 675. 

As a result of the amendments to the scale of rates and the rebates increase, the tax threshold for 
individuals below the age of 65 is increased from R54 200 to R57 000, and for individuals aged 65 and over 
from R84 200 to R88 528. 

The resultant decrease in the tax liability for individuals younger than 65 is illustrated below: 

Taxable income 2010/2011 2009/2010 Decrease 

R R R R 
__________________________________________________________________________ 

60 000 540 1 044 504 

150 000 17 440 18 504 1 064 

500 000 130 710 133 704 2 994 

1 000 000 329 670 333 204 3 534 

 
The interest exemption for individuals increases from R21 000 to R22 300 for individuals under the age of 65 
and from R30 000 to R32 000 for individuals over the age of 65. The exemption in respect of foreign interest 
and taxable foreign dividends increases from R3 500 to R3 700 of the total exemption limit. 

Phasing out of Standard Income Tax on Employee (SITE) 

Government proposes to repeal SITE with effect from 1 March 2011. Administrative modernisation, and the 
fact that the personal income tax threshold for taxpayers younger than 65 years (currently R57 000) is 
approaching the SITE ceiling of R60 000, have eliminated the need for this system.  The impact on low-
income taxpayers with multiple sources of income will be reviewed, with a view to possible transitional 
administrative relief measures.  

Provisional tax 

Individuals below the age of 65 who do not carry on a business and whose taxable income will not exceed 
the tax threshold for the tax year or whose income from interest, dividends and rental is less than R20 000 
for the tax year will not be liable for provisional tax.  

The provisional tax threshold for those over 65 has remained the same at R120 000. 
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Travel allowances 

The deemed business kilometre method for claiming against fixed travel allowances will be discontinued 
from 1 March 2010. Taxpayers will only be able to claim business travel expenses based on use of a 
logbook.  

The deemed cost tables for travel allowances has remained the same as well as the deemed tax free 
reimbursive rate for business travel (R2,92 per kilometre) for business kilometres not exceeding 8 000 
kilometres per annum. 

From 1 March 2010 80% of employees’ fixed travel allowances must be included in their remuneration for 
purposes of calculating PAYE.  

Subsistence allowances 

Tax-free subsistence allowances paid by an employer to an employee will be increased as follows: 

• Meals and incidental costs - from R260 to R276 per day; 

• Incidental costs only – from R80 to R85 per day; and 

• Overseas travel – as set out on the SARS website per overseas country. 

Medical scheme contributions and medical cap 

The monthly monetary cap for monthly medical scheme contributions is to be increased from R625 to R670 
for the first two beneficiaries and from R380 to R410 for each additional beneficiary.   

The proposed conversion of these deductions into non-refundable tax credits will be postponed to 1 March 
2012. 

Retrenchment package merger  

The R30 000 income-tax exemption for retrenchment packages has not been adjusted in many years.  It is 
proposed to merge this exemption into the retirement lump sum exemption.  In future, all retirement and 
retrenchment lump sum payments will be treated equally. 

Miscellaneous personal and employment tax issues 

• It is proposed that the company car benefit rules be tightened by increasing the deemed monthly taxable 
values. Such an amendment will limit the potential abuse of company car fringe benefits. 

• It is proposed that steps are taken to ensure that employer deductions for employer provided life cover for 
key employees match employees’ gross income.   
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• It is also proposed that employee insurance packages will be taxed fully as fringe benefits on a monthly 
basis. 

• A recent tax judgment has created the impression that an incorrect determination by an employer for 
PAYE on fringe benefits can only be remedied on assessment of the individual employees. SARS 
proposes an amendment which will allow it to raise an assessment on an employer if the value of a 
fringe benefit has not been taken into account for PAYE purposes.  Further amendments may also be 
required to ensure that employer payments do not result in a further taxable fringe benefit.  

• It is proposed that post retirement conversion receive the same treatment under the special rates table. 

• It is proposed that the special rates table be extended to cover secondary succession of retirement 
savings.  

• It is proposed that retirement savings payouts to third parties be treated like other lump sum benefits for 
the benefit of the member, thereby triggering the special rates table. 

• Employer payment of professional body subscription fees on behalf of employees do not to give rise to a 
taxable fringe benefit if membership in that body is a condition of employment. It is proposed that this 
fringe benefit relief is extended to cover related employer payments. 

• It is proposed that the definition of provisional taxpayer be amended to eliminate unnecessary provisional 
registrations. 

Estate Duty and Capital Gains Tax payable on death 

It is proposed that taxes which are typically payable on death, for example, estate duty and capital gains tax, 
are to be reviewed in due course. The reason for the review of these provisions is that there is a perception 
of double taxation, and that estate duty is administratively onerous with very little additional tax being 
collected. In addition, many wealthy individuals often escape the application of estate duty due to the 
utilisation of trusts and other mechanisms.  

Corporate tax 

Corporate tax rate 

The corporate tax rate remains unchanged at 28%, and the secondary tax on companies (STC) rate remains 
unchanged at 10%. 

Dividend tax reform process 

The basic legislative framework for the introduction of the dividend tax, which will replace STC, was enacted 
in 2008.  
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Further refinement of the proposed dividends tax is required before implementation. This will include 
changes to the current and proposed dividend definition, transitional issues between the current and proposed 

regimes, practical problems relating to in specie dividends and further refinements to the proposed withholding system. 

Interest cost allocation for finance operations  

It is proposed that a formula be introduced (based on taxable income / gross receipts accruals) in 
determining the deductibility of interest expenses incurred in acquiring revenue-generating assets and non-
revenue generating assets.  

Professional sports bodies 

The legislative amendments introduced in 2007 in respect of the amalgamation of the professional and 
amateur arms of some sports organisations, are extended to 31 December 2012. 

Dissolution or winding up of miscellaneous entities  

Currently there are certain anomalies between Public Benefit Organisation and certain exempt entities such 
as chambers of commerce, trade unions and fidelity funds in respect of winding up or dissolution.  It is 
proposed that these events trigger recoupment so as to mirror the current treatment of terminating public-
benefit organisations and clubs. 

Extension of deductibility of donations to Peace Parks Foundation 

Deductible donations in respect of The Peace Parks Foundation are extended in perpetuity. 

Liquidating residential property entities  

A new, more flexible window period is proposed so that residential property entities to be liquidated or 
dissolved are effected with limited compliance and enforcement effort. 

Coordination with company law reform 

Pending company law implementation may require associated tax amendments during 2010. 

Financial instruments held as trading stock  

In line with accounting principles it is proposed that all financial instruments (not only shares) be excluded 
from trading stock. 

Mineral and petroleum resources royalty refinements  

The mineral and petroleum resources royalty will become operational from 1 March 2010. A number of 
technical anomalies however still need correction.  
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Advance tax rulings for compliant taxpayers 

It is proposed that the issuing of binding advance tax rulings to taxpayers only be available to compliant 
taxpayers.  

Corporate restructuring 

Taxpayers currently fall automatically within reorganisation relief provisions unless the parties involved 
actively elect-out. This rule however results in a compliance burden in certain circumstances, for example 
regular intra-group transfers of trading stock. It is proposed that the reorganisation relief methodology be 
amended in these circumstances to simplify compliance. 

It is proposed that, in the context of share-for-share transactions involving listed shares, the detailed 
requirements relating to the holding of shares swapped either as capital assets or trading stock, be 
scrapped. 

It is proposed that the intra-group transactions relief be extended to allow the acquiring company a bad-debt 
deduction in respect of debtors that become bad after the reorganisation. 

It is proposed to correct a technical anomaly that will in future allow for the tax-free transfer of plantations to 
domestic companies in terms of company formation and other domestic reorganisation rules. 

Proposed micro and small business tax relief 

Micro businesses may use a presumptive tax system, rather than normal income tax to simplify their tax 
affairs. Special relief also exist for certain small business companies. Common share ownership in more than 
one company however generally prevents either form of relief. 

Changes are now proposed that ownership in liquidating or deregistering companies should no longer be 
grounds for preventing micro and small business relief. 

International tax 

Unacceptable Schemes 

The tax treatment of “unacceptable schemes” associated with tax treaties and foreign tax credits will be 
clarified, e.g. borrowing funds to acquire financial instruments that generate income, but are subject to a zero 
rate of tax by virtue of tax treaties or effectively not subject to South African tax by virtue of the 
“inappropriate” use of foreign tax credits. 

‘Protected cell’ companies  

The use of “protected cell” companies to bypass CFC legislation will be looked at. 
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Cross-border insurance payments  

It is proposed to deny the deduction of insurance payments in certain “problematic” cases of cross-border 
insurance schemes which represent capital investments as opposed to risk-related insurance.  

Participation preference and guaranteed shares  

The taking of funds offshore through deductible payments (e.g. interest) and bringing those funds back 
onshore tax-free through exempt foreign dividends is to be further restricted and it is proposed to deny the 
exemption for preference share dividends, guaranteed dividends and any dividends derived directly or 
indirectly from South Africa.  

Restricting the cross-border interest exemption  

The exemption for interest payments to offshore persons will be restricted to exclude foreign investors in tax 
havens.  However, none of the changes anticipated will affect foreign investment in South African bonds, unit 
trusts, bank deposits or the like.  

Transfer pricing  

It is proposed to provide a uniform set of transfer pricing rules to deal with artificial pricing or the 
misallocation of prices within the various components of a single transaction. These rules will align the 
treatment of both onshore and offshore transactions.  

Promoting South Africa as a gateway into Africa and headquarter companies  

South Africa is a logical gateway into Africa. Government proposes measures to enhance this role.  

In addition relief from exchange control and taxation for various types of headquarter companies located in 
South Africa will be considered.  

Thin capitalisation as applied to foreign-owned South African branches 

The thin-capitalisation rules do not appear to apply to foreigners with unincorporated South African branch 
operations. This loophole will be closed.  

Country change of currency:  

The conversion of one foreign currency into another is a taxable event, however where a country converts 
their entire currency into another currency this will be dealt with more leniently.  

Currency translation in the context of multiple reporting currencies: 

Foreign reporting currency is used as the starting point for tax calculations which are translated into rand 
amounts. As foreign operations may use various reporting currencies, this law will be clarified. 
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Islamic-compliant finance  

The tax treatment of financial instruments such as forward purchases, financial leasing and purchases of 
profit shares will be reviewed over the next two years to consider the relationship with Islamic finance 
requirements. 

Individual and savings issues 

Post-retirement conversion of annuities into lump sums 

It is proposed that post-retirement annuities converted to lump sum payouts after retirement receive the 
same treatment as retirement savings lump sums under the special rates table. 

Multiple successions of retirement savings 

The special rates table, including the aggregation principle, will be extended to also apply to the transfer of 
retirement savings upon death in the form of an annuity converted to a lump sum for the benefit of another 
party. 

Partial wind-up of umbrella funds 

It is proposed that the preservation fund definitions be extended to cater for circumstances where employers 
terminate their membership of an umbrella fund, with the savings shifted to a preservation fund. 

Retirement savings payouts to third parties 

Where a member’s retirement benefits are used to make payments to third parties, it is proposed that these 
payments be treated like other lump sum benefits, triggering the special rates table. 

Refinement of key employee restricted share schemes 

Provisions relating to the taxation of restricted shares provided to employees will be refined to cover 
unintended circumstances which may result in either double taxation or tax avoidance. 

Short-term insurance 

Within the current and subsequent tax budget cycle, changes will potentially be made to the system for 
taxing short-term insurers.  Issues to be addressed include the level of deductible reserves and mismatches 
with premium income. 
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Administrative tax issues 

Voluntary disclosure relief 

Non-compliant taxpayers will be provided a 12 month period to disclose their defaults and attend to their tax 
affairs. They may use this window period from 1 November 2010 to 31 October 2011 to disclose and pay 
undeclared tax liabilities at a reduced interest charge and without penalties. Consideration will also be given 
to align exchange control violation penalties with this voluntary disclosure opportunity. Government will 
however do away with the discretion to waive interest on underpaid provisional tax. 

General tax compliance  

SARS is of the view that tax compliance has deteriorated during the recession period. SARS has 
reconfirmed its commitment to refocusing its enforcement, audit capacity and modernisation of its systems.  

In order to achieve the desired outcome, the following key areas will obtain further focus: 

• The Increased digitisation with a view to obtaining higher levels of self-service and voluntary tax 
compliance.  

• The improved modernisation of personal/individual income tax, pay-as-you-earn, corporate tax, VAT and 
customs systems.  

• Improved SARS call centre capabilities and payment processes.  

• The enhanced focus on large taxpayers and high net worth individuals.  

• Improved data analysis with a view to improving the data collection of 3rd party data and specific case 
identification.  

Indirect Tax 

VAT 

The current zero rating for supplies (such as food) made by a domestic vendor to a locally stationed foreign-
going ship (or aircraft) for consumption during commercial transport will be extended to cover a number of 
foreign-going ships that temporarily station at local ports that are not covered by this zero rating (military 
ships, for example).  

It is proposed that the requirement by a vendor to pay back input tax deductions claimed but not paid within 
a 12 month period for supplies made to them by group companies be relaxed.  

In addition to the deemed supply of all assets or rights associated with the vendor’s enterprise at the time of 
deregistration, a vendor may also need to pay back input tax deductions for supplies on which the vendor 
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has claimed an input tax deduction that remains unpaid after a 12-month period (for example unpaid asset 
purchases). It is proposed that this potential double charge be removed.  

The supply of commercial accommodation is taxable at the rate of 14 per cent, while the supply of residential 
accommodation is exempt. The supply of commercial accommodation (such as a motel or a hotel) usually 
consists of lodging together with domestic goods and services. In some circumstances, certain entities that 
supply exempt residential accommodation have (as a result of definitional technicalities) crossed over into 
supplying commercial accommodation. It is proposed that the VAT treatment of commercial and residential 
accommodation will be reviewed during 2011, and legislation may be introduced to address these 
shortcomings.  

The sale of residential property by developers is subject to VAT at the standard rate, while the leasing of 
residential accommodation is VAT exempt. Input tax credits are allowed for standard-rated sales of property, 
but disallowed for exempted rentals. The temporary leasing of residential units while buyers are sought 
requires a full claw-back of the input tax credits claimed on these leased units.  While the claw-back is based 
on the market value of the unit at the time the unit is leased, when the unit is eventually sold, the developer 
is only entitled to a deduction based on the lower of the cost or market value of the unit. It is proposed that 
options will be investigated to determine an equitable value and rate of claw-back for developers. 

The VAT Act permits certain farming and rental arrangements between multiple parties to be treated as a 
single scheme for VAT purposes (i.e. as a single vendor). It is proposed to formally extend this pooling 
concept to other industries.  

A vendor can claim an input tax deduction when acquiring a non-taxable supply of second-hand goods, but 
only to the extent that the vendor has paid for these goods. Currently, the documentary requirements to 
corroborate the notional input tax deduction do not include proof of payment for second-hand goods. It is 
proposed that a proof of payment requirement will accordingly be inserted to rectify this anomaly.  

Vendors are required to declare VAT payable for imported services on a special VAT form within a 30 day 
period. It is proposed that an amendment will be made to provide vendors with an option of using either the 
VAT 201 or special VAT form to declare VAT payable on imported services without obtaining permission 
from SARS.  

A vendor is not required to issue a tax invoice for a supply that does not exceed R50. However, a vendor is 
required to possess a tax invoice (or other specified documentary proof) in order to claim an input tax 
deduction on all supplies. The R50 de minimis rule (which was intended to simplify the administration for the 
seller) does not specify the documentary proof needed. An amendment is proposed to eliminate this 
anomaly and to prescribe alternative documentary proof (i.e. a till slip) for these de minimis situations.  

It is also proposed that, using third party information, and targeted lifestyle audits, SARS will take a much 
tougher approach towards cash-based businesses who avoid VAT. 
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Excise Duties 

Excise duty has increased on the following products with effect from 17 February 2010 by the following 
percentages: 

Cigarettes:  16.1% from R7,70 to R8,94 per 20 cigarettes 
Cigarette tobacco:  6.3% from R9,15 to R9,73 per 50g cigarette tobacco 
Cigars:  6.2% from R44,88 to R47,66 per 23g of cigars 
Pipe tobacco:  8.0% from R2,50 to R2,70 per 25g pipe tobacco 
Unfortified wine:  8.1% from R1,98 to R2,14 per litre 
Sparkling wine:  8.3%from R6,16 to R6,67 per litre 
Fortified wine:  8.3% from R3,72 to R4,03 per litre 
Spirits:  8.9% from R77,67 to R84,57 per litre absolute alcohol 
Malt beer:  8.2% from R48,41 to R50,20 per litre absolute alcohol 
Ciders & alcoholic fruit beverages:  8.2% from R2,33 per litre to R2,52 per litre 

 
Fuel Levy and Road Accident Fund (‘RAF’) 

It is proposed that the general fuel levy on petrol and diesel be increased by 10 c/l. 

It is proposed to increase the RAF levy on petrol and diesel by 8 c/l from 64 c/l to 72 c/l.  

An additional 7,5 c/l increase on both petrol and diesel is proposed to help fund the new multi-product 
petroleum pipeline between Durban and Gauteng. 

These increases will come into effect on 7 April 2010. 

Motor Vehicle Ad Valorem Excise Duties 

It is recommended that the original tax proposal in the 2009 budget of ad valorem CO2 emissions tax on new 
passenger motor vehicles be converted into a flat rate CO2 emissions tax. The proposed CO2 vehicle 
emissions tax will be implemented as a specific tax, instead of the previously proposed ad valorem tax. New 
passenger cars will be taxed based on their certified CO2 emissions at R75 per g/km for each g/km above 
120 g/km. This emissions tax will be in addition to the current ad valorem luxury tax on new vehicles. The 

emissions tax will be extended to commercial vehicles once agreed CO2 standards for these vehicles are set. 

This will come into effect on 1 September 2010. 
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RATES 

INDIVIDUALS 
RATES, REBATES AND TAX THRESHOLD 

2010/11 

Persons (including deceased estates) other than companies and trusts, but including special 
trusts and trusts established for the benefit of minor children 

Taxable income (R) Rates of tax 

0 – 140 000 18% of each R1 

140 001 – 221 000 R25 200 + 25% of the amount above R140 000 

221 001 – 305 000 R45 450 + 30% of the amount above R221 000 

305 001 – 431 000 R70 650 + 35% of the amount above R305 000 

431 001 – 552 000 R114 750 + 38% of the amount above R431 000 

552 001 and above R160 730 + 40% of the amount above R552 000 

Rebates (applicable to individuals only) 

Primary R10 260 

Secondary R5 675 

Tax threshold  

Below age 65 R57 000 

Age 65 and older R88 528 

TRUSTS (OTHER THAN SPECIAL TRUSTS) 

Flat rate 40% 

TURNOVER TAX FOR MICRO BUSINESSES 

Turnover (R) Rates of tax 

0 – R100 000 0% 

R100 001 – R300 000 1% of each R1 above R100 000 

R300 001 – R500 000 R2 000 + 3% of the amount above R300 000 

R500 001 – R750 000 R8 000 + 5% of the amount above R500 000 

R750 001 and above R20 500 + 7% of the amount above R750 000 
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INCOME TAX: SMALL BUSINESS CORPORATIONS 

Taxable Income (R) Rates of tax 

0 – R57 000 0% 

R57 001 – R300 000 10% of taxable income above R57 000 

R300 001 and above R24 300 + 28% of taxable income above R300 000 

COMPANY RATES 

 2010/2011 
% 

2009/2010 
% 

Normal company income tax rate (excluding 
taxable income from mining operations and 
long-term insurance 

28 28 

Branch income tax 33 33 

Tax on ‘employment companies’ 33 33 

Secondary tax on companies 10 10 

CAPITAL GAINS TAX RATES 

Taxpayer Inclusion 
rate % 

Statutory 
rate % 

Effective 
tax rate % 

Individuals 25 0 – 40 0 – 10 

Retirement funds N/a N/a N/a 

Life assurers    

•Individual policyholder fund 25 30 7.50 

•Company policyholder fund 50 28 14 

•Corporate policyholder fund 50 28 14 

•Untaxed policyholder fund 0 N/a 0 

Companies (standard) 50 28 14 

Branches of foreign companies 50 33 16.5 

Trusts (normal) 50 40 20 

Trusts (special) 25 0 – 40 0 – 10 
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OTHER RATES 

 2010/2011 
% 

2009/2010 
% 

Value-added tax 14 14 

Donations tax 20 20 

Estate duty 20 20 

Skills development levy 1 1 

 

 

 

 

 

 

 

 

 

 

 

The information contained in this summary is based on our interpretation of the existing legislation and 
Budget proposals. These proposals are subject to amendment during the forthcoming debate in the National 
Assembly before they become law. Whilst we have taken every care in preparing the summary, we cannot 
accept responsibility for any inaccuracies that may arise.  

We suggest that you use this summary as a guide, but that you consult us before taking any decisions based 
in the information contained herein. 


