
VAT 

Amongst all the tax types any government has created, VAT has to be one of the most ingenious. If 

we recall, tax is one of the methods governments use to raise money and across the world 

governments are continuously looking for creative methods to tax its people. VAT, which is an 

acronym for Value Added Tax, is one of those methods.  

VAT is a tax imposed on certain businesses whenever they transact with their suppliers and clients. It 

is a consumption tax that affects both the buyer and seller. From the perspective of the buyer, it is a 

tax on the purchase price and from the perspective of the seller; it is a tax only on the value added 

to a product, material or service. Now that is a standard tax definition which leaves many questions 

unanswered. It is called Value Added Tax but what value does it add and for who? Is it so that 

somewhere in the supply chain VAT increases the value of the products we buy? No, not at all, VAT 

is a very clever tax that governments implemented in order to collect more money from the people. 

Nonetheless, as a small business, it is not mandatory to register for VAT unless you make annual 

revenues of over a million rand; but you could voluntarily register if your annual revenue is above 

R50 000. The VAT rate in South Africa is at 14% and VAT is commonly paid either on a monthly or by-

monthly basis. As a small business it makes sense to register for VAT otherwise you are incurring a 

cost that you should be laying off to your customers. What does that mean? 

Well, unlike income tax, VAT is not a cost to the business. If done correctly VAT should not be paid 

out of your actual revenue or profits. The cost of VAT is always passed on to the next guy and the 

remainder is what you give to SARS. For example, if you are in the business of buying and selling 

computers, you would go to your supplier and her price for a computer would be R1. She would then 

add VAT at 14% then the price you would pay is R1.14. You then would put a mark up of 40cents to 

charge your customer R1.40. You would add VAT at 14% which comes up to R1.60 which is the 

eventual amount your client would pay.  

When you bought the computer you paid 14cents VAT but when you sold it, you received 20 cents 

VAT. Therefore the VAT you paid to your supplier you redeemed and you had 6cents left over. That 

6cents leftover is what you pay to SARS. VAT therefore is not an expense to the business; it is merely 

passed on and finally reaches the government.  
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