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What is the new legislative change to paragraph 2(2B) in the fourth schedule
of the Income Tax Act 58 of 1962 where SARS introduced directives?

Pensioners who receive more than one source of income are often left with a hefty tax liability at
the end of the tax year.

The South African Revenue Service (SARS) combines all the income received, which effectively
places the annuitant in a higher tax bracket resulting in a tax shortfall.

To prevent this shortfall, SARS has put a new process in place where employers, fund
administrators or insurers will receive a directive confirming the pay as you earn (PAYE) tax rate
that must be applied to the income of affected pensioners and annuitants for a specific tax year.

Did SARS communicate this change to taxpayers (pensioners and annuitants)?

Yes, on Wednesday, 19 January 2022 SARS began distributing letters to affected taxpayers.
«  The SARS letters to affected clients did not contain the PAYE fixed percentage tax rate.

*  SARS communicated the SARS fixed percentage tax rate only to fund administrators,
employers and insurers.

* Not all taxpayers receiving income from annuities will be affected. Approximately one million
taxpayers will be affected across the industry.

‘ Who calculates the fixed tax rate?

SARS calculates the fixed tax rate and provides it to us.

What options are available to the client/taxpayer?

Affected taxpayers have the option to opt out of this paragraph 2(2B) directive and must inform
the insurer, fund administrator or employer in writing.

We have created the SARS PAYE deduction percentage paragraph 2(2B) directive opt-out
instruction form Momentum.

Under section 2 of the form, the client must select either:

4.1 Option1- SARS standard PAYE tax tables: The normal tax aggregation will apply as per
previous years.

4.2 Option 2 - My preferred tax rate: \We will apply the tax rate subject to it being higher than
the normal tax aggregation rate. No verification or approval from SARS is required.

4.3 Option 3 - Apply the attached tax directive: \We will apply the tax percentage as confirmed
by SARS on the tax directive that the client supplies to us.

NO form is required when the client accepts this paragraph 2(2B) SARS fixed tax percentage rate.
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No action is required from the client.

The new tax rate applies to the 2023 tax year (March 2022 to February 2023) as per the
paragraph 2(2B) directive we received from SARS.

When the client does not send us an instruction to opt out does it mean they
accept the fixed rate?

Yes, it means the client accepts the fixed tax rate that SARS gave us.

If the fixed rate does not affect them, based on the file from SARS, they cannot opt in.

Can the client send us the opt-out form while they await the reduced rate
directive?

Yes, but the client will be taxed according to normal tax tables until the reduced rate directive
has been received.

Is a financial adviser with a Category Il mandate able to sign the opt-out
form on behalf of the client?

No, only if the financial adviser has a Special Power of Attorney to Tax Practitioner (TPPOA) can
they sign the opt-out form on behalf of the client.

A client is receiving income from both a RIO and a life annuity. The fixed tax
rate provided by SARS is, for example, 30%. Will this tax rate be applied to
all the client’s annuity incomes?

Yes, this tax rate will be applied across all the annuity incomes the client receives from Momentum.

The fixed rate of 30% will apply on all Wealth, Investo, traditional and annuity policies, only if affected.

If I have more than one annuity product with Momentum, for example Wealth
and Investo, am | required to complete more than one opt-out instruction?

No. Only one opt-out instruction is required to be completed, which will then be applied to all
affected annuity income policies.

Does this fixed percentage tax rate apply to a policy or a client?

The fixed percentage tax rate applies to the client/taxpayer, which will then be applied to all
affected client annuity income policies.
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1. Can a client select a preferred rate option on the opt-out instruction?

Yes, the client can select the preferred rate option, but the normal preferred rate process applies.

Internal process note

*  The opt-out form should be used first to select the opt out 'Yes' indicator, and then the
transaction or a new transaction must be assigned to the RIO team as per normal to action
the preferred tax rate instruction.

« |f the preferred rate is lower than the tax tables rate, Momentum will apply the highest of the
tax tables rate and the preferred rate.

12. Can a client select more than one option on the opt-out instruction?

No, the client can only select one option. The opt-out instruction form has been updated to cater
for only one selection.

Internal process note

* |f a handwritten opt-out form is received where more than one option is selected, it should
be sent back for clarity.

* |f option 1is selected and a tax rate is captured or written in the option 2 rate section, the
instruction is invalid and should be sent back for clarity.

13. Can the client opt out at any time?

The client has the option to opt out at any stage during the tax year (1 March to 28 February).

Scenario 1: On quarterly, bi-annual and yearly incomes that have not been paid out, the client
can still opt out. If the income is already paid out, the client may not opt out as the income and
tax have already been paid.

Scenario 2: On a monthly income, the client can opt out at any time within the tax year (tax
aggregation will work out the tax over the remainder of the tax year, considering the option
chosen). This is limited to the income of the remaining period.

For example, if the remaining income for the tax year is R5 000 and the tax recoverable is

R6 000, the tax rate will convert to zero percent. No manual adjustment should be processed.
In such a scenario, the client will have to wait for a refund from SARS as per their normal
assessment process.
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| would like to verify this fixed tax rate.

The client or their tax practitioner can contact SARS to verify what was considered when
calculating the fixed tax rate. Any disputes around the SARS issued tax rate must be taken up
with SARS directly.

What is the impact for a foreigner receiving an annuity Income, where double
taxation agreements apply between South Africa and the foreign country?

The same rules apply in respect of the opt-out instruction.

If the foreigner requests a reduced rate directive, the reduced rate directive should be provided
as supporting documentation to the opt-out form.

To which tax year does the SARS fixed percentage tax rate apply and how
frequently will SARS update the tax rate?

The current SARS fixed percentage tax rate applies to the current tax year, being 1 March 2022
to February 2023.

SARS will provide the fixed percentage tax rates annually, which will then apply to the applicable
tax year.

When a client opts out, can the client provide an approved SARS tax
directive relating to a commission earner?

No, in this case the tax directive applies to commission that the client earns and not the annuity income.

Internal process note

Should the client require us to apply the commission directive percentage, they will have to
follow the preferred tax rate process.

What must be completed on the opt-out instruction form?

1. Contract number: Only one investment/policy number is required.

2. Notes are available to help clients understand the requirements to complete the instruction,
together with email communication and/or SMS.

Annuitant details.

4. Communication details.
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5. Annuitant instruction: Only one option can be selected.
6. Annuitant instruction from date: It can only be applied to future income and not backdated.
7. Annuitant declaration and signature.
8. The opt-out instruction must be emailed to the respective business support teams.
19. On which platforms can the opt-out instruction form be found?

1. VIA, under Investo, traditional, Wealth and annuities.
2. CCFk

3. momentum.co.za

20. ‘ Where will advisers/consultants be able to view affected clients?

On VIA, under the PowerBIl platform.

A financial adviser will only be able to see their affected clients and not the clients of other
financial advisers.

21 A financial adviser requests an explanation of the various rates applied on
. the Power Bl report.

Explanatory notes are available on Power Bl under Tax Report, Explanatory Notes.

i c @ apppowerbi.com/groups/me/apps/caf2ebes-5fb8-41d9-al 7a- 237 fec 1 7bla1 /reports/4d04ae 3c-4050-4b4a-99bb-bi32006afb69/ RaporiSection 3ccdeS2 d 1 de85e8d9441 ctid = 266b8d 18
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What errors have been encountered when receiving the opt-out instruction forms?

22.1 Option 1- SARS standard PAYE tax tables: The normal tax aggregation will apply as per 24.1
Not all client details included, such as income tax number and identity number.

22.2No 'From Date' has been included.
22.3 More than one option has been selected. Only one option can be selected now.
22.4 Opt-out instruction form not sent to correct email address.

22.5 Instruction not being captured under the correct source document type - TAXOPTOUT on
Activity Viewer.

Can a client who is affected by the fixed percentage tax rate opt back in after
having opted out?

Yes, the client can.

Internal process note

*  The client would need to provide a new written instruction to Momentum requesting that
the fixed percentage tax rate be re-applied to all affected annuity income policies.

* The original SARS fixed rate should then be captured as the preferred tax rate.

How do you know if a Wealth contract was not affected by paragraph 2(2B)?

*  The opt-out option is greyed out on the Gemstone option, and

*  Thereis no record found on the green screen option.
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25 Aggregation tax rate is 0.00% and the client opted out, but the higher SARS
. fixed rate was already applied.

«  Tax aggregation rate was originally 0%.

* A SARS fixed percentage tax rate was received from SARS - 17%.

«  The client opted out after the income was already paid and tax was deducted.
*  Theclient was taxed at 7% based on the SARS fixed rate.

SARS provided a fixed percentage tax rate in February 2022 and March 2022. This is due to the
adjustments that were made to rebates for individuals for the new tax year based on the Budget
Speech. Clients would only have received two communications if the rate received in the first
SARS communication differed from the rate in the second SARS communication..

Internal process note

« If the client chose to opt out of the SARS fixed rate and the applied tax rate for future tax
periods (for example, April 2022) is 0%, a refund can be processed.

* Inthe case where the client wants to opt out a reversal or TOR (tax on RIO adjustment) will
have to be done and the client refunded.

26 The aggregation rate is 10% and the client opted out, but the higher SARS
. fixed rate was already applied.

«  Tax aggregation rate was originally 10%.

* A SARS fixed percentage tax rate of 17% was received from SARS.

«  The client opted out after the income was already paid and tax was deducted.
*  The client was taxed at 17% based on the SARS fixed rate.

SARS provided a fixed percentage tax rate in February 2022 and March 2022. This is due to the
adjustments that were made to rebates for individuals for the new tax year based on the Budget
Speech. Clients would only have received two communications if the rate received in the first
SARS communication differed from the rate in the second SARS communication.

Internal process note

« |f the client chose to opt out of the SARS fixed rate and the applied tax rate for future tax
periods (for example, April 2022) is 10%, the tax aggregation process will correct the tax
over the remaining months, until the end of February 2023, to ensure that the correct tax is
deducted for the full tax year.

*  No further actions will be required in this case.
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Momentum sent me a letter confirming the SARS fixed rate of 30%. |
accepted this rate by not submitting the opt-out form. | see that on my
March income | was taxed at 33%. Why am | not being taxed at the SARS
fixed percentage tax rate?

Due to the timing of the SARS information released to the fund administrators, they allowed
for a delayed implementation. In most instances, depending on the income date of the annuity,
Momentum only started to apply the SARS fixed PAYE rate from April 2022.

*  This means that the client would have been taxed based on the normal tax aggregation table
rates as per the normal process for March 2022.

*  Any over- or under-deduction caused by the delayed implementation would be corrected
during the rest of the tax year.

Example: The March income payment with tax deducted at 4.6% with no opt out
requested, and the April tax deduction is greater than the SARS fixed tax rate.

If the client has opted out, the instruction can then be processed with a capture date of the
same date as the current system date. For example, if the client selected a date of T August
2022, the current date that should be captured is 25 April 2022 if the instruction was received
on 25 April 2022.

The main factor that must be considered is whether the client opts out or not. If the client
chooses to opt out, the transactions can be processed sooner at the requested rate. (It cannot
be backdated. For example, if an instruction is received on 25 April 2022, a date earlier than 25
April 2022 cannot be used as transactions should not be backdated.) This limits any corrections
at a later stage.

This is, however, being investigated to determine if a future opt out can be applied or not.

Example: The March income payment with tax deducted at 4.6% with no opt out
requested, and the April tax deduction is greater than the SARS fixed tax rate.

«  Taxrate originally is 4.6%.

*  March 2022 income is taxed at 4.6% and paid.

«  SARS fixed percentage tax rate = 17%.

«  Client has not opted out.

*  New tax aggregation rate from April 2022 income = 21%.

The tax aggregation process ensures that the tax is correctly calculated for the full tax year
and ensures that the tax deducted over the remainder of the period is correct. The overall tax
percentage deducted for the full tax year will be equal the SARS fixed percentage tax rate of 17%.
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Example: The March income payment with no tax deducted and no opt out
requested, and the April tax deduction is greater than the SARS fixed tax rate.

*  March 2022 tax rate = 0%.
*  SARS fixed percentage tax rate = 35.99%.
«  April 2022 tax rate = 35.99%.

Income from April until the end of the tax year will calculate the tax on 11 months for the annual
income based on the SARS fixed rate. This rate will increase to recoup the tax which should have
been deducted in March and spread over the remaining 11 months.

In the case where the client wants to opt out, a reversal or TOR (tax on RIO adjustment) will
be done and the client refunded as per the normal tax rate tables for 2023TY and is 0% in this
scenario.

How do | access the affected clients on the Power BI?

33.1 VIA application:
* Loginto VIA.
»  Consultant:
= After logged in:
*  Click on Impersonation.
*  Enter respective details for an FA being Broker Code and House Code.
*  Thenclick on Search.
*  Thenclick on Impersonate.
*  On the Insights Block, click on View Reports.
*  Then select Tax Report.
«  All affected clients will then be seen for the impacted adviser.
* Financial adviser:
«  After logged in.
= Onthe Insights Block, click on View Reports.
*  Then select Tax Report.

«  All affected clients will then be seen for the impacted adviser.

33.2 Power Bl application:
*  FAlog into Power Bl using the link app.powerbi.com
*  Enter credentials to log in
*  For MFP:

*  Search for MFP PC Reports - select.

*  Then select Tax Rate report.
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32. ‘ What is the impact on new business?

Scenario A - Client exists but new business

1. SARS fixed rate for client and client opted out and client has current annuity income. The
system will aggregate the combined income. Aggregation is based on the current tax tables.
A preferred rate can be requested by the client but should be higher than the tax tables rate.

2. SARS fixed rate for client and client has not opted out, the SARS fixed rate will be applied if
lower/higher than the tax tables rate. Should the client wish to apply a preferred rate higher
than the SARS rate, the client would need to opt out.

3. Where a client has opted out and has provided a RSTO1 directive then the RSTO1 tax rate will
be used.

Scenario B - client does not exist, new business

1. Normal tax tables rates should be applied as we have not received a SARS fixed rate
directive. Should the client request a preferred rate, this can be captured as long as the
preferred rate is higher than the tax tables rate.
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