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VAT APPORTIONMENT:
“THE 95%”
written by JP Nortje
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)XUWKHUPRUHWKHTXHVWLRQIUHTXHQWO\DVNHGLV,I,LQYHVWPRQH\LQDFDOODFFRXQWDQGLWLV
freely available to transact with, does this constitute “interest earned on funds for day-to
day operations”. Maxprof is in the process of obtaining a ruling from SARS to get clarity on
the matter, but from other rulings applied for, it is apparent that SARS tends to view this as
excludable.
What if a municipality does not obtain the required 95% to two decimal points? Apportionment
will have to be applied to mixed departments (departments which renders a service to both
wholly taxable and wholly exempt departments), system coding or VAT parameters will have to
EHFKDQJHGWRIRUHJWKHIROORZLQJ
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•
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Municipal Manager;
Human Resources;
Finance;
IT;
Mayor.

It is crucial that adjustments are made after year end if the ratio is below 95% as SARS may
impose severe penalties and interest if they were to discover this as part of a routine audit.
We would like to receive your comments on the above mentioned isuues. What constitutes
interest earned on day-to-day operations? Please email me at jp.nortje@maxprof.co.za
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Municipalities will be surprised, as this is however not the
case and many calculated apportionment ratios may fall
below the 95% threshold.
The only approved ratio is the Turn-over Based method of
apportionment effective from 1 April 2007.
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a x 100
(a + b+ c) 1
the apportionment percentage
the value of all taxable supplies (including
deemed supplies)
the value of exempt supplies
the sum of any other amounts not
included in a or b in the formula,
which were received or accrued during
the period (whether in respect of a supply
or not)

7KHUHDUHDIHZIDFWRUVWKDWFDQLQÀXHQFHWKHDSSRUWLRQPHQW
ratio in a very negative way that can cause the ratio to dip
below the 95% required line, in order to claim 100% on

mixed overhead departments, as per the de minimus rule.
• Interest on investments and surplus bank accounts
There are numerous municipalities that receive interest
on investments as they are required to invest surplus
funds or unspent grants. The interest received is exempt
as per section 12 and should be included in b in the
formula.
• Fines
Although it does not fall under exempt supplies, it is
regarded as “out of scope” and should be included in c of
the formula.
SARS issued a Binding General ruling on 27 March 2015,
ZKLFKVSHFL¿FDOO\VWDWHVWKHIROORZLQJ

“

“b” = The value of all exempt supplies made during the
period, excluding interest earned on funds for
day-to-day operations held in for example a current
account at a bank in the formula “c”, will typically
include but is not limited to items such as statutory
¿QHVSHQDOWLHVGLYLGHQGVHWF

+RZHYHUWUDI¿F¿QHVDUHRQO\LQFOXGHGLQ³F´WRWKH
extent that payment has actually been received by the
municipality.

“

It is often found that a municipality neglects to perform their
VAT apportionment calculation 6 months after year end and
it is presumed in practice that 100% Input VAT is claimable.
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