YV SARS

SOUTH AFRICAN REVENUE SERVICE

INTERPRETATION NOTE NO. 19 (issue 2)
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ACT . INCOME TAX ACT, No 58 of 1962 (the Act)

SECTION : SECTIONS 1, definition of “year of assessment”, 5, 66(13A), 89quat
and paragraph 21 of the Fourth Schedule to the Act

SUBJECT : YEAR OF ASSESSMENT: ACCOUNTS ACCEPTED TO A DATE
OTHER THAN THE LAST DAY OF FEBRUARY

1. Purpose
The purpose of this Interpretation Note is to provide, guidance regarding the
application of the relevant amendments to the definition of “year of assessment” as
well as the discretionary power to grant permission to accept financial accounts for
a period which differs from the Fehguaryyearsend (referred to as the substituted
period) with reference to natural persons, and tfusts. The relevant sections are not
discussed in detail, but an ovekview ofithe changes is provided.

2. Background
Various amendments to the Act duking 2002 gave effect to the announcement in the
2002 Budget Review that all'taxpayers who elected to have a June year-end would
be brought inté@dthe standard arrangement with a February year-end with effect from
the 2003 year of,assessment.

The following amendments were made:
(i) Since 1962, when the current Act came into force, certain farmers, fishermen
and diamond diggers remained outside the provisional tax system with a
June year-end, instead of the general February year-end. Sections 1,
definition of “year of assessment” and 5 of the Act were amended to make
provision for a February year-end for all taxpayers.

(i) Section 66(13) was replaced and subsection (13)bis was deleted.
(iif) Paragraphs 18(2) to (5) of the Fourth Schedule were deleted.
(iv) Paragraph 22 of the Fourth Schedule was deleted.

(v) Section 66(13)ter was deleted and replaced by section 66(13A). Section
66(13A) provides for financial accounts to be drawn up in respect of a period



-2-

ending on dates other than the last day of February. No new principle was
introduced as a result of this amendment — the amendment was
consequential upon the replacement of section 66(13) and deletion of section
(13)bis.

Note: Paragraph (i) above was amended by the Taxation Laws Amendment Act
No. 30 of 2002, and paragraphs (ii) to (v) above by the Revenue Laws
Amendment Act No. 74 of 2002.

Section 3(1) of the Act provides that the powers conferred and duties imposed upon
the Commissioner by or under the provisions of the Act may be exercised or
performed by him/her personally or by an employee engaged in carrying out those
provisions under his/her control, direction or supervision. SARS’ employees,
therefore, perform these powers and duties in order to_cary out their daily tasks
relating to the collection of taxes. The reference to the Commissioner in this Note,
therefore, includes an employee of SARS to the extent thatdhle employee has the
delegated power to perform the functions.

This Note focuses on natural persons and. trusts.
The law and its application
Definition of “year of assessment” inisectton 1 read together with section 5

“Year of assessment” is defined as'a year or other period in respect of which any
tax or duty leviable under the Actis chargeable. The changes to the definition of
“year of assessment” can be summarised as follows:

(1) Period up todand cluding the 2002 year of assessment (prior to the
amendment)

For this period a year of assessment is -

- the period of 12 months which runs from 1 March of one year to the
last day of February of the succeeding year in respect of natural
persons and trusts (excluding farmers, fishermen and diamond diggers
who have elected not to be provisional taxpayers); or

- in respect of farmers, fishermen and diamond diggers who have
elected not to be provisional taxpayers, the period of 12 months which
runs from 1 July 2001 to 30 June 2002.

(i) Period from 1 July 2002 to 28 February 2003 (change over period)
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Amendments were introduced to the definition of “year of assessment” and
section 5. These amendments came into operation on 1 March 2002 and are
applicable in respect of any year of assessment commencing on or after
1 March 2002. The effect of the amendment is that all farmers, fishermen
and diamond diggers with a June year of assessment will change in respect
of the 2003 year of assessment to the last day of February 2003. The 2003
year of assessment for all these taxpayers will, therefore, begin on
1 July 2002 and end on 28 February 2003.

This change was compulsory and was be done programmatically by SARS.
The taxpayer may not elect to remain on the old system and does not have
to apply for a change of year-end to February to accommodate the changes.
Financial statements must, however, be drawn uper an eight month period
(from July to February), unless approval has fbeen“@btained in terms of
section 66(13A) (see paragraph 3.2).

The change-over year will be the 2003 year af asSessment and will therefore
only consist of an eight month period. Thisperiod will be regarded as a year
of assessment. The effect will,"inter alia; be that:

e Any rebate applicable i0“the change-over year of assessment will be
proportionately reduced in terms,of section 6(4) of the Act.

e Allowances in tefms of, Ssections 12B and 12C of the Act will not be
proportionately*reduced,

e Depreciationtallowance in terms of section 11(e) of the Act must be
calculatedifer. theleight month period.

Period from\1 March 2003

With effect from 1 March 2003 all natural persons and trusts will have a year
of assessment for a period of 12 months which runs from 1 March of one

year to the last day of February of the succeeding year.

With reference to trusts it must be emphasised that the year of assessment has

always been the last day of February. However, it is realised that certain trusts

were permitted to render their accounts to dates other than the end of February.

With effect from the 2003 year of assessment these trusts will also have a year of

assessment of February. Trusts with an accounting period that differs from a

February year-end, will also have a change over period as described in (ii) above.
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Financial statements drawn up for periods that differ from the year of

assessment (substituted periods)
Introduction

Section 66(13)ter has been deleted and substituted by section 66(13A). Section
66(13A) came into operation on 1 July 2002 and applies in respect of years of

assessment commencing on or after that date.

The purpose of the section is to provide relief in circumstances where it is not
convenient for a taxpayer to render accounts in respect of his/her business income

ending on the last day of February.

Section 66(13A) provides for financial accounts to be@drawn up in respect of a
period ending on dates other than the last day of February. It is important to
distinguish between a “year of assessment” as defined, and jthe period for which
financial accounts are drawn up. As explained infparagraph 3.1 above, the “year of
assessment” of all natural persons and trustsiwillifun from 1 March of one year to
the last day of February of the succeeding,year. This will not necessarily coincide

with the financial year of a business.

In terms of section 66(13A) a taxpayerimay ‘apply to the Commissioner to draw up
the financial accounts to ag@date other than the last day of February where the
Commissioner is satisfied that the whole or some portion of the taxpayer’s income
cannot be conveniently\returned for any year of assessment. The Commissioner

may approve Suchiarequest, subject to such conditions as he/she may impose.

Taxpayers who were allowed to submit substituted accounts in terms of the deleted

section 66(13)ter and who wish to continue to do so, must re-apply.

Section 66(13A) deems the income for the substituted period to be the income for
the year of assessment ending on the last day of February. It is not required to

apportion any income to fall into the year of assessment.



Example (A)

H, a general dealer, whose year of assessment ends the last day of February,
was always permitted to render financial accounts in respect of his trading
income to 31 July. He re-applied in terms of section 66(13A) and his application
was approved. During the period 1 August 2002 to 31 July 2003 he earned
taxable income of R100 000 in respect of the business and also received a
salary of R80 000 for the year of assessment 1 March 2002 to
28 February 2003.

His taxable income for the 2003 year of assessment will be:

Trading income R100 000
Salary income R 80 000
Taxable income 180 000

3.2.2 Conditions imposed by the Commissioner

(i)

(ii)

While financial accounts for a*business ok professional may be submitted to
a date different from the year of assessment, the last day of February will be
the operative date for alllether purposes of the Act, for example, the rebates
and rates of tax will besgeverned by the statutory year of assessment.

Approval to submit financial accounts to a date other than the last day of
February is limited to income derived from a business or profession. The
Commissionenwill nat permit taxpayers to make up their returns in respect of
any othérdincome such as remuneration, interest, rentals, royalties,
dividends, ‘etc. for a period other than the statutory year of assessment
ending on the last day of February.

In the case of remuneration, the employer must comply with the provisions of
the Fourth Schedule, for instance, an employees’ tax certificate must be

issued —

. for the year of assessment ending the last day of February; and

. within 14 days after the end of the year of assessment, i.e. last day of
February.

The IT3 returns regarding remuneration not subject to PAYE, interest,
rentals, royalties, etc. must also be compiled up to the last day in February of
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the year of assessment, notwithstanding that accounts of business are made
up to some other date.

Example (B)

A trader who is also in receipt of a salary may be permitted to render
accounts in respect of his trade to, say 30 June, but his salary must be
returned to the end of February (using the same statutory year of
assessment for both sources of income).

Application to render accounts to a date other than the last day of February
may involve negative tax implications for the fiscus. The early closing off of
financial statements may lead to the manipulation of the income and/or
expenditure of a person, for example, the deferral offift@me derived during peak
seasons. Approval will only be allowed if the Commissioher is satisfied that
the purpose of such a request is not the obtaining of‘atax benefit.

Approval to render financial accounts‘up tonthe end of September will be
granted on condition that the“incomeyis taxable in the year of assessment
ending in February of the same year. Approval to render financial accounts
ending after September<efia yeapwill'be granted allowing the income to be
taxed in the year of assessment ending on the last day of February following
the closing date of the finangial’accounts.

" | ——

29 February 2004 | 30 September 2004 | | 28 February 2005

In other words, by choosing an accounting date that falls within the period
from March to September, the income accruing after the last day of February
up to the date the accounting records are drawn up, will be taxed at the rates
of tax and rebates that are applicable to the year ending February.

Example (C)

B was permitted to render financial accounts for the 2004 year of
assessment in respect of his farming income to 30 September 2004. The
income from farming will be taxable at the rate of tax applicable to the

year of assessment ending on the last day of February 2004. Rebates will
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also be those applicable to the 2004 year of assessment. Other income
such as remuneration, interest, etc. should be returned for the 12 months
ending the last day of February 2004.

Example (D)

C was permitted to render financial accounts for the 2005 year of
assessment in respect of his trading income for the period
1 January 2004 to 31 December 2004. The income from trading will be
taxable for the year of assessment ending on the last day of February
2005. The rate of tax chargeable and rebates will be those applicable to
the 2005 year of assessment. Other income for the period 1 March 2004
to 28 February 2005 must be reflected in the
the 2005 year of assessment. Provisional tax

nual return of income for

nts will be in line with
the February year of assessment (see parag

Where a beneficiary of a trust has acquiredyagvested right to any income
distributed by a trust, the incomengwill\be taxable in the hands of the
beneficiary in the same year of assessment as that of the trust.

Example (E)

The Super Trustfis per ted to render financial accounts in respect of its
trading inc to e of each year. Its profits from trading during the
peri July*2003 to 30 June 2004 were R100 000. An amount of

ributed to beneficiary D.

t will be taxable on R20 000 for the year of assessment ending
on the last day of February 2004, while D will be taxable on R80 000 for
the year of assessment ending on the last day of February 2004.

Requests received from taxpayers will be considered individually, taking the
specific circumstances of the taxpayer into account. In the case of a
partnership, it must be established that all the partners are in agreement with
the request to submit accounts to a date other than the last day of February.

Application for a substituted period must be in writing and reasons detailing
the special circumstances to be taken into account must be furnished.
Taxpayers must provide sufficient information and documentation in order for
the Commissioner to make an informed decision.
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3.2.5

Public Benefit Organisations (PBOs)

The receipts and accruals of any PBO approved by the Commissioner are exempt
from tax. All PBOs are obliged to render annual income tax returns, notwithstanding
that they are exempt from income tax. A PBO which is a trust may apply for
permission to draw up financial accounts for periods ending on dates other than the
last of day of February.

Income earned on the investment of funds by a PBO (which is a trust) must be
returned to the date approved for submitting the financial accounts of the PBO as
such income is inherently part of its funds to be utilised in the ordinary course of its
activities.

Share-purchase schemes

Trusts created by employers as vehicles for share-pdrchase schemes designed to
benefit employees normally have the same yearend as the company. Permission
may be granted to the trust to submigfinameial accounts in accordance with the year
end of the company. In most of these“types ofitrusts, the main source of taxable
income will consists of passivélincomesuchas interest.

All income received by or aécried™te, the share-purchase trust may be returned to
the date approved for submitting financial accounts of the share-purchase trust.

General

() A taxpayer mith “more than one source of “business” income may apply to
have different accounting dates for each source of income. A separate
application must be submitted in respect of each business.

Example (F)
A taxpayer applies to submit his substituted accounts as follows:
Partnership income (business) End of March
Farming income End of June

(i) A capital gain or capital loss on the disposal of an asset is determined on the
date that the asset is disposed of. Such a gain or loss must be accounted for
in the year of assessment in which it was realised. Section 66(13B) provides
that the word ‘income’ in section 66(13A) includes any aggregate capital gain
or aggregate capital loss. If a farmer, for example, has a year-end of
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30 June 2005, any capital gain/loss realised during the period 1 July to
30 June 2005 in respect of the farming activities must be accounted for in the
farming accounts ending on 30 June 2005. A capital gain/loss that is not
related to the farming business (such as a profit on a holiday home) will form
part of the other income and must be returned to February.

Foreign income

e Foreign interest - where a taxpayer receives an annual certificate from
a foreign financial institution which reflects interest earned during the
tax year of the foreign country, an equitable apportionment of the
income and tax over the tax year would be acceptable. The
appropriate portions can then be allocated, to the relevant South
African year of assessment, taking intofaccount the provisions of
section 24J of the Act.

e Remuneration normally accruesg@n'agnonthly basis and may be easily
accounted for in a year of assessment.

e Dividends accrued on.the date of declaration and should not pose any
problems.

e Residents (naturalgpersons and trusts) conducting a business
offshore _may “apply. for permission to draw up financial accounts
aecording to,the offshore year end.

Example(G):

X is a parther in a partnership conducting business in Lesotho. X is the only
partner resident in South Africa. The partnership draws up its financial
accounts to the end of June. X will be permitted to render financial accounts

in respect of the partnership accounts to the end of June.

The discretionary powers of the Commissioner contained in section 66(13A)
are not subject to objection and appeal (see section 3(4) of the Act).

If the circumstances of the taxpayer change, a new application must be
submitted.
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Provisional tax

Taxpayers who carried on farming, fishing or diamond digging operations on or
before 30 June 1965 —

e either elected not to pay provisional tax and had a June year of assessment;
or

e had a year of assessment ending on the last day of February and paid
provisional tax only once a year.

With effect from the 2003 year of assessment all taxpayers will have a —

e year of assessment ending on the last day of February; and

e liability to make provisional tax payments in terms of paragraph 21 of the
Fourth Schedule. [Paragraph 22 of the Fourth Schedule was repealed with
effect from years of assessment commencing onier after &, July 2002]

Paragraphs 18(2) to (5) of the Fourth Schedulefwere deleted with effect from the
commencement of years of assessment endihg‘of or after 1 January 2003. Any
election not to be a provisional taxpayer, whichtwas still in force for the 2002 year of
assessment, is no longer applicable fromythe 2003 year of assessment.

The effect of the amendmentsyis thatiall taxpayers who fall into the definition of
“provisional taxpayer” as defined paragraph (1) of the Fourth Schedule are liable
for provisional tax payments (payable twice a year and a third payment where
applicable) as follows:;

o 1% paymenty,— 310August

o 2" paymenig~ ERd of the year of assessment (February)

e 3“payment — 30 September (if applicable — 7 months after the year of
assessment).

Provisional tax and substituted periods

If approval has been granted to a taxpayer to submit financial accounts to a date
other than the last day of February, the taxpayer may apply to make provisional tax
payments in line with the closing date of such accounts, as approved by the
Commissioner (paragraph 21(2) of the Fourth Schedule).

Paragraph 21(2) refers to accounts drawn to a date falling after the end of the year
of assessment. Where accounts are drawn up in respect of dates ending after
September but before the last day of February following the closing date of the
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financial accounts paragraph 21(2) will not be applicable. Provisional tax payments
will, therefore, be payable as indicated in paragraph 3.3.

Taxpayers must apply in writing detailing the special circumstances to be taken into
account. Partners in a partnership must apply individually, as the circumstances of
each partner must be taken into account. The Commissioner may, having regard to
the circumstances of the case, approve provisional tax payments to fall in line with
the dates as approved for the substituted periods. This discretion is subject to
objection and appeal (see section 3(4) of the Act).

If approval has been granted in terms of section 66(13A) to submit substituted
accounts, approval to pay provisional tax according to the dates as approved for the
substituted accounts will not automatically be approved. This approval will be
conditional on the income from the business or trading activities for which the
substituted period is allowed being the main sourcef{of incOme giving rise to a
provisional tax liability. In other words, in exercising, theydiscretion in paragraph
21(2) of the Fourth Schedule, the Commissioner will approve payments for
provisional tax in accordance with the main soukce ‘ofimcome.

Example (H)
A taxpayer receives the n m:
e Business income insource” of income) with a February year of
assessment.
e Farming inc val has been granted to submit substituted
acco ith a e year-end.
In this ¢ yer will not receive approval to make provisional tax

payments ates other than 31 August and the last day of February.

Where different accounting dates have been approved in respect of income
received from different sources, provisional tax payment dates will be approved
having regard to the main source of income giving rise to a provisional tax liability.

In most instances, the first day of the accounting year will be regarded as the date
from which the period for the first payment will be reckoned. In the year of
conversion, the first provisional tax payment will be six months from the
commencement of the year of assessment in question.
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Example (1) (change from a February year-end to July year-end)

If approval is granted to a taxpayer, who submitted financial accounts up to
28 February 2003, to submit financial accounts, with effect from the 2004
year of assessment, to 31 July, the provisional tax payments for the year of
assessment ending on the last day of February 2004 may be approved as
follows:

In respect of the 2004 year of assessment:

1% payment - six months after the date of the commencement of the
2004 year of assessment, i.e. 31 August 2003

2" payment - 31 July 2004
3'Y payment - 31 January 2005
In respect of the 2005 and subsequent years of a t:
1% payment - six months after 31 .ef31 January
2" payment - 31 July
L 2

3" payment - 31 Janua

All other income suc ion, interest, rent, etc. must still be

accounted for durin months ending the last day of February and

taken into account {in calc@lating provisional tax payable for January and

July.

Example'(d)

G, who alvxm/s submitted his accounts on the last day of February, has now
requested to submit his financial accounts on 30 September, with effect from
the 2004 year of assessment. He also requested to pay provisional tax in line
with the accounting date. For the 2003 year of assessment G would have
submitted accounts for the period 1 March 2002 to 28 February 2003. If
approval is granted for the 2004 year of assessment he will submit financial
accounts for the period 1 March 2003 to 30 September 2004, i.e. an
extended period of 19 months.

Provisional tax for the 2004 year of assessment will be payable as follows:

e 1%payment - 31 August 2003
e 2"%payment - 30 September 2004
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e 3“%payment - 31 March 2005

In respect of the 2005 and subsequent years of assessment, provisional tax
payments will be payable on the following dates:

e 1% payment - 31 March
e 2"%payment - 30 September

e 3“%payment - 31 March

Example (K) (December year-end)

H, who always submitted his accounts on the last day of February, has now
requested to submit his financial accounts on 31 December, with effect from
the 2004 year of assessment. He also requested t y provisional tax in line
with the accounting date.

For the 2003 year of assessment H woul ed accounts for the
period 1 March 2002 to 28 February 200 th@ 2004 year of assessment
he will submit financial accounts eriod 1 March 2003 to
31 December 2003, i.e. a shoﬁ months.

Provisional tax for theg20 d sequent years of assessment will be

payable as follows (see nd paragraph of paragraph 3.4):
e 1% paymer ugust

. 2 8 February
. "d bayment - 30 September

Interest on underpayments and overpayments of provisional tax

Whenever a substituted period has been approved for provisional tax payments,
the “effective date” (as defined in section 89quat(1) of the Act) in relation to a year
of assessment will be six months after the last day of the second provisional tax
payment relating to the substituted period approved by the Commissioner.

Trading stock and livestock
Trading stock

The provisions of section 22 of the Act regarding trading stock held and not
disposed of apply at the beginning and end of years of assessment.

The same applies where accounts are accepted on a date agreed to by the
Commissioner [section 22(6)]. The reference in section 22 to the beginning or end
of the year of assessment will mean, where accounts are accepted in terms of
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section 66(13A), a reference to the beginning or end of the period covered by the
accounts.

Livestock
Paragraph 1 of the First Schedule to the Act contains a similar provision.
Value-Added Tax (VAT)

A vendor whose enterprise consists solely of agricultural, pastoral or other farming
activities and the value of whose taxable supplies from such farming activities does
not exceed (and is not likely to exceed) R1m per annum, may apply in writing to
submit six-monthly returns — so-called Category D returns (section 27(4) of the
Value-Added Tax Act, No. 89 of 1991). These tax periods end on the last day of
February and August, unless the vendor makes writteh, application for his tax
periods to end on such other days as the Commissionegimay approve.

Farmers who previously had June year-ends who hawe now,.changed to a February

year-end may apply to submit VAT returns in line with'th@ir new tax year-end.
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