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Executive summary

This is the first report to Parliament by the Department of Science and Technology
(DST) regarding the direct benefits of the research and development (R&D) activities
encouraged through the Research and Development Tax Incentive Programme.
Section |ID (12) of the Income Tax Act requires the Minister of Science and
Technology to report to Parliament on the programme’s effect on economic
growth, employment and other broader government objectives. The report is to be
compiled annually; however it was not possible to submit the 2006/07 report owing
to requirements for establishing administrative systems and the slow uptake by firms
in initial stages. The 2007/08 report therefore covers the period from 2 November
2006 to 30 September 2008.

The DST compiled this report in consultation with the National Treasury, the South
African Revenue Service (SARS) and the Department of Trade and Industry, as
members of an interdepartmental committee dealing with matters pertaining to the
establishment and effective administration of the R&D Tax Incentive Programme. It is
based on submissions received from the private sector companies that have applied
for the R&D tax incentive since its inception until 30 September 2008.

The report uses the figures stated by companies in their forms, and assumes that
the deductions claimed by taxpayers were approved. After a validation process with
SARS these figures may be adjusted. The following points are highlighted:

* A total of 80 submissions were received for the period under review.

» Of the R764 million expenditure on R&D reported, R687,1 million was
operational expenditure and R76,9 million was capital expenditure.

* Most (60,7%) of the reported activities were in new product development,
followed by product improvement (2 1,3%), applied research (14,5%) and basic
research (3,4%).

* The activities reported involved | 699 R&D personnel.

* The tax revenue to be foregone owing to the R&D tax incentive deductions for
this period is estimated to be R99,6 million.

This report is largely a descriptive analysis of the activities that the programme has
engaged in to date. The structure and content of future reports may change to
reflect the growth of the programme and its impact on specific indicators.
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Preface

The South African government offers tax incentives to
encourage private sector investment in research and
development (R&D) activities in terms of section | ID of the
Income Tax Act. The incentive programme was introduced in
November 2006 and is administered by the Department of
Science and Technology (DST) in conjunction with the South
African Revenue Service (SARS).

The R&D Tax Incentive Programme is one of the measures implemented to realise
the goal, set in the National Research and Development Strategy, of increasing R&D
expenditure to 1% of GDP by 2008.

The incentive includes a tax deduction of 150% in respect of actual expenditure
incurred on eligible activities, and provides for an accelerated depreciation of assets
used for R&D over three years at the rate of 50:30:20. It is available to private sector
enterprises and individuals that are undertaking scientific and technological R&D
activities in South Africa for the purposes of generating income.

The programme has been in operation for two years, with the first forms received
in November 2007.

| am pleased to present the first report on the performance of the R&D tax
incentives in terms of section | I1D of the Income Tax Act. | am confident that this
information will prove useful in our efforts to encourage economic growth in South
Africa through research and development.

MRS G N M PANDOR, MP
MINISTER OF SCIENCE AND TECHNOLOGY
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The South African government offers tax incentives to encourage private
sector investment in research and development (R&D) activities in terms
of section | ID of the Income Tax Act, 1962 (Act No. 58 of 1962). The
incentive programme was introduced in November 2006 and is administered
by the Department of Science and Technology (DST) in conjunction with
the South African Revenue Service (SARS) to encourage innovation and
advance scientific and technological research in South Africa.

The Revenue Laws Amendment Act, 2006, introduced section | I D to offer
an incentive consisting of a deduction of 150% in respect of expenditure
on eligible scientific or technological R&D undertaken by enterprises or
individuals within South Africa; and an accelerated depreciation on assets
used for the purposes of scientific and technological R&D over three years
at the rate of 50:30:20 starting from the year of assessment in which the
asset is brought into use for the first time. Before 2 November 2006, section
| 1B provided for an R&D tax incentive in the form of a |00% deduction on
operational expenditure, and a depreciation allowance on R&D assets over
a four-year period.

In terms of the Income Tax Act, the Minister of Science and Technology
is required to submit an annual report advising Parliament of the direct
benefits of the R&D activities encouraged through the tax incentive
programme, in terms of economic growth, employment and other broader
government objectives. One of the key requirements is that the report
must be presented in an anonymous and aggregated form.

This is the first report to Parliament since the inception of the programme.
It introduces the programme and sets the scene for the forthcoming annual
reports. The report is structured as follows:

* Section | provides an introduction to the report.

» Section 2 presents the policy context for the programme and some
background leading to its introduction.

* Section 3 highlights the progress made to date in its implementation.

* Section 4 discusses the process of reporting the impact of the R&D tax
incentive and also gives a summary of firms that have submitted claims
during the period under review.

» Section 5 presents the trends in the R&D expenditure in South Africa.
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* Section 6 provides concluding remarks and notes that the structure of
the report is expected to change to reflect the growth of the programme
and its impact on specific indicators.

2.1 In 2002, the Cabinet accepted the National Research and Development
Strategy as the basis for further development of the National System of
Innovation in line with the 1996 White Paper on Science and Technology.
Among other things, the strategy committed government to increasing
South Africa’s R&D intensity to 1% of GDP by 2008. If this target is to
be achieved, both government and the private sector will have to invest
significantly in R&D.

2.2 The R&D Tax Incentive Programme was conceptualised as one of the
interventions to realise the goals set in the National Research and
Development Strategy, specificallyto enhance private sector competitiveness.
It is also relevant in the context of the National Industrial Policy Framework
and the DST's Ten-Year Innovation Plan for South Africa.

2.3 A growing number of countries, in particular developed economies, use
R&D tax incentives as a way to promote investment in science, technology
and innovation. Increased investment in R&D activities is generally seen
as a means of sustaining productivity and long-term economic growth.
Approximately 20 of the Organisation for Economic Cooperation and
Development (OECD) member countries offer some form of R&D tax
incentive'. There are variations in the way these incentives are structured.
For instance, countries like Spain, Mexico and Portugal are reported to
provide the largest incentive benefits regardless of the size of the firm,
while Canada and the Netherlands favour small firms over large firms.

24 In South Africa, the R&D Tax Incentive Programme is implemented as one
of the supply-side measures to boost the economy's capacity to grow. It
encourages private sector companies to acquire capital assets, labour and
technology for R&D in the manner they consider most productive, and then
to claim the tax incentive. The incentive is based on volume rather than
increment, in that it permits the firm to deduct the allowance in relation
to the volume of R&D expenditure that it incurred in a particular year. The
idea is that the R&D activities being promoted will add to the economy’s

" OECD Science, Technology and Industry Scoreboard 2007
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2.5

2.6

productive capacity, innovation capability and human capital, all of which are
critical to improving national competitiveness and increasing industrial output.

R&D incentives are meant to remedy private sector underinvestment in
R&D and innovation activities. One of the reasons that private firms are
reluctant to invest in R&D is the perception that there is a poor returmn on
investments, especially when the risks are high and the benefits to the public
clearly exceed the benefits that accrue to the individual firms that undertake
these activities?. It is therefore appropriate for the government to provide
encouragement for private sector investment in areas that achieve public
good. A feasibility assessment conducted in 2005 motivated for the R&D
tax incentives, indicating that the South African economy would benefit
from them because the revenue foregone in providing the incentives was
likely to be offset by the greater tax revenues collected in the future from
companies that increased their profits by applying the results of the R&D
undertaken, and through additional value added tax. Other benefits would
include the following:
(@) Potentially new and improved products and applications resulting from
new R&D activities.
(b) Improved efficiencies could be adopted, imitated or improved by
firms other than the ones undertaking the R&D activities.
(c) Young people would be more likely to choose careers in science,
engineering and technology because of increased employment
opportunities.

In 1990 South Africa’s R&D intensity levels were at |, 1% due to technology

missions in defence and oil security. These missions were no longer

priorities when the new government took over and the economy opened

up to global competition. R&D spending dropped dramatically, falling below

0,7% of GDP in 1994. The government's adoption of the policy context

of a modern National System of Innovation has managed to turn around

the situation, focusing the implementation of key programmes around the

following three objectives:

(@) First, innovation to achieve mastery of technological change in the
economy and society.

(b) Second, human capital development and transformation to increase
investment in South Africa’s science base.

(c) Third, institutional alignment to create an effective government science
and technology system.

2 Clark, J. and Amold, E. (2005:4) The Evaluation of Fiscal R&D Incentives
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Planning ahead, DST developed a Ten-Year Innovation Plan for South Africa,
which presents a set of the principal challenges that need to be addressed
to make the country’s economy a knowledge-based one. The current target
of raising expenditure on R&D to 1% of GDP should be seen in this context.

Implementation of the R&D Tax Incentive Programme

DST worked in partnership with the National Treasury, SARS and the
Department of Trade and Industry (DTI) in introducing the R&D Tax
Incentive Programme. Consideration was given to ensuring simplicity in the
design of the programme, the management of risks, and the lowest possible
costs in delivering the programme. It was also important for government
to create certainty regarding the long-term availability of the incentive as a
policy instrument to allow effective R&D planning by the private sector.

There are specific roles in the administration of the programme. DST s
responsible for the overall implementation of the programme, for ensuring
public awareness of the programme, for processing the information
submitted, and for monitoring, reporting and policy review. The National
Treasury is responsible for the broad tax policy, and SARS is responsible
for allowing the deductions as part of its primary function of administering
the Income Tax Act. DTl administers a number of related enterprise and
industry development programmes. SARS, DTl and DST work together in
carrying out their respective functions.

DST has developed a good working relationship with the relevant industry
and research institutions, and is using this to promote the programme and
increase public awareness. Promotional activities are being implemented
to increase awareness of the programme, placing particular emphasis on
individuals and small and medium enterprises.

Management information systems have been developed, with a public
interface that would allow the online submission of forms and provide
downloadable information on the programme and interpretation notes to
the Income Tax Act.

DST has implemented measures to ensure the confidential handling of the
information submitted for the purposes of R&D tax incentives. Officials
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4.5

working on the programme are required to sign an oath of secrecy, and
security measures have been built into the online system for submitting and
storing forms.

A validation of the R&D activities at company level will be conducted every
year on the basis of a random sample of companies claiming the incentive.
The monitoring and validation will not take the form of a forensic audit, but
will ensure compliance with the qualifying criteria set out in section | 1D of
the Act.

Reporting on the R&D tax incentive

The Income Tax Act requires DST to report on the aggregate expenditure
on R&D activities and the direct benefits of such activities in terms
of economic growth, employment and other government objectives.
This allows government to assess the impact of the R&D Tax Incentive
Programme on the economy and society.

The programme has been in operation for two years now, with the first
forms received in November 2007. At this stage of the programme, DST
is able to report on the activities and outputs to date, essentially providing
a descriptive analysis of participating firms and the activities that the
programme is attracting in terms of the number of claims received, aggregate
expenditure on R&D, and personnel involved, as well as a breakdown of
these items by scientific field and nature of R&D activities. The impact of the
R&D tax incentives can only be assessed in the future, as there are practical
limitations at this stage, such as the limited data available and problems with
categorisation. Accordingly, the structure of future reports is expected to
change to reflect increased uptake as the public become more aware of the
programme, as well as to indicate its impact once the first batch of eligible
companies can provide a more detailed account of outcomes.

The programme is expected to gain momentum in its third year. Constant
monitoring is therefore necessary to be able to report precisely on
its impact. The information below, once analysed, will provide a good
indication of possible improvements that can be effected during the course
of implementation.

Between the programme's inception in November 2006 and 30 September
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2008, DST received 80 forms, for a total of R764 million in operational and

capital expenditure on R&D.

Table I: Summary of impact of R&D tax incentives
(Nov. 2006 to Sept. 2008)

Item Reported figure
Number of forms received 80
R&D operational expenditure R687,Im
R&D capital expenditure R76,9m
Total R&D expenditure R764,0m
Tax revenue foregone (estimate) R99,6m
Total R&D personnel involved | 699

4.6 Up to 56% of the R&D expenditure is reported to be in the field of chemical
sciences, followed by industrial sciences with 23%. The remainder of the
fields presented in the following diagram reported R&D expenditure of

below 10%.

Figure I: Percentage breakdown of R&D expenditure

0.4%

2.0%

Physical Science
Metallurgical Science

Mathematical Science

0O 0O m @

Materials Science

Industrial Science
56,0 %

Geological Science

B Geographical Information System

Note: Computer Science is included under Mathematical Science.

14%

O Food Science

M Environmental Science
B Chemical Science

B Biological Science

O Animal Science

B Agricultural Science

4.7 R&D operational expenditure comprises the expenditure incurred directly
on undertaking R&D, such as materials, overheads and the salaries of
staff directly involved in R&D activities, as well as costs associated with
contracted R&D and costs for equipment leased for use in the R&D process.
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4.9

Outsourced R&D amounts to R16,4 million (2,4% of R&D operational
expenditure).

R&D capital expenditure amounting to R76,8 million was reported for the
period under review. Most of the capital expenditure was reported for
the chemical, industrial and physical scientific fields. Capital expenditure, as
opposed to allowable operating expenditure, comprises the expenditure
incurred to acquire tangible assets such as buildings, machinery, plant,
implements, utensils and articles used for scientific and technological R&D.
These do not qualify for the 1509 deduction, but are eligible for accelerated
depreciation over a three-year period at the rate of 50:30:20 from the year
the assets are brought into use.

In terms of the nature of R&D work reported by companies applying for the
incentive, up to 60,7% of activities are in new product development, which
involves the use of existing knowledge to create new products, materials,
processes and services. This is followed by product improvement (21,3%),
applied research (14,5%) and then basic research (3,4%).

Figure 2: Nature of R&D activities claimed

4.10

5% _—

I~ LY

New product development
Product improvement

Applied research

OO0 ® O

21%
Basic research

61%

The R&D activities reported in the 80 forms received involve | 699 R&D
personnel, | 166 of them categorised as scientists, engineers, technologists
and technicians. The remainder comprises | 2| managers and 412 people in
the “Other” category, made up of skilled and unskilled craftsmen, artisans,
research assistants and process controllers.
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Figure 3: Categories of R&D personnel involved
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The R&D tax incentive forms also require firms to indicate the expenditure
incurred because of the encouragement provided by the incentive
programme. Of the R687 million, up to R39,6 million was reported to have
been additional R&D expenditure incurred owing to the availability of the
incentive. Comparing this amount to the tax revenue foregone can give an
indication of the programme’s cost-benefit, albeit at a very basic level. It is
estimated that R99,6 million in tax revenue would be foregone if all claims
received qualified for the deduction in terms of the R&D tax incentive’.
The figure given for tax revenue foregone due to the R&D tax incentive
is a rough estimate, because at this point SARS has not yet established an
account of the actual amounts of tax deductions allowed. The companies
that have submitted claims have reported total revenue of R21,8 billion for
the year in which the reported R&D expenditure was made.

The environmental sciences sector has reported to have outsourced up to
100% of their R&D expenditure to service providers within South Africa,
followed by Food Science (32,3%), Geographical Information Science
(13,9%), Agricultural Science (8,7%), Biological Science (8,2%) and Physical
Science (7,2%). All the R&D expenditure for Animal, Chemical and Materials
Science was done in-house.

As the number of companies applying for the R&D tax incentive grows,
it will be possible to disaggregate using other criteria (e.g. provincial
location, the size of the enterprise, and foreign or local ownership) without
compromising anonymity. As the term of the programme continues, it will

° At this stage there is no account of what allowances have been deducted as yet, and therefore a proper
estimate of tax revenue foregone due to the R&D Tax Incentive Programme will be given in the next
report.
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5.1

also be possible to report on impact areas such as technology investment,
new and retained R&D personnel, increased turnover and exports. It will
also be necessary to continue studying the practices in other countries.

In general, the uptake and utilisation of the R&D tax incentive is gaining
momentum. Incentives of this nature tend to grow in popularity over time,
as the general public becomes more aware of them and as the private
sector sees how they have benefited firms that have taken advantage of
them.

The 2006/07 National Survey on Research and Experimental Development
(the R&D Survey), which is conducted annually in South Africa to track
progress in this area, indicates that the gross domestic expenditure on
research and development (GERD) for 2006/07 was 0,95% of GDP. This
ratio has increased steadily since 1997, from 0,69%. The trends in a number
of other high-level indicators are presented in the table below.

Table 2: Trends in high-level indicators for R&D intensity in South Africa

Indicator Value

2001/02 | 2003/04 | 2004/05 | 2005/06 | 2006/07
GERD (R millions) 7488, | 100826 | 12010 | 141492 | 165206
GERD as a percentage of GDP 0,76 08l 0,87 0,92 0,95
Total R&D personnel (FTE)a HIS[E5 25185 | 29692 | 28798 | 30986
Total researchers (FTE)b 14182 14129 17910| 17303 18572

Total researchers/1,000 total 3,1 [P [,6 [,5 [,5
employment (FTE)c

percentage of total researchers

Total R&D personnel/1,000 total 4,6 2,2 2,6 24 2,5
employment (FTE)

Civil GERD as a percentage of 0,71 0,72 0,8 0,86 0,89
GDP

Total researchers (headcount) 26913 30703 | 36979 | 39264 | 39591
Women researchers as a 36 38 38,3 39,2 39,7

a FTE = full-time equivalent

b Following OECD practice, doctoral students are included as researchers
¢ Following OECD practice, total employment is provided by the International Labour Organisation on the basis of
Statistics South Africa Labour Force Surveys. It is no longer restricted to the formal non-agricultural sectors.

(Source: R&D Surveys)
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5.2 GERD is the total contribution of government and its agencies, private
sector businesses, foreign partners, higher education institutions and other
local sources. These role players channel the funding necessary to carry out
R&D activities, and/or perform R&D activities themselves.

53 The R&D survey of 2006/07 indicates that the private sector was responsible
for R9,2 billion in R&D expenditure, or 55,9% of total R&D expenditure
in South Africa, followed by government at 22,8%. The private sector
funds most of the R&D it performs. R&D spending by the private sector is
concentrated on larger firms and in certain regions. The 20 biggest R&D
performers contribute about 45% of total private sector R&D spending, and
about 56% of this R&D is performed in Gauteng, followed by the Westemn
Cape (17,8%) and KwaZulu-Natal (10,4%).

Figure 4: Major flows of R&D funding in R millions

- Other* Government** Business
Source B o r R9593 ' RE4T9 '
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* Other includes contribution from Higher Education, Not for-profit Organisations and individual donations

RI 806

** Government icludes Science Councils

(Source: R&D Survey 2006/07)

54 South Africa’'s GERD/GDP percentage for 2006/07 is lower than the average
of 2,26% for Organisation for Economic Cooperation and Development
(OECD) countries. Few OECD countries have an R&D intensity of less
than 1%. Leading countries such as Finland, Japan and Korea have an R&D
intensity in excess of 3%.

Page 10 Annual Report to Parliament



Figure 5: International comparisons of GERD/GDP
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(Source: R&D Survey 2006/07)

South Africa spends proportionately more on R&D than some other middle
and lower-middle income countries, for example Argentina (0,49%), Chile
(0,67%) and Brazil (0,82%), but less than China (1,42%) and the Russian
Federation (1,08%).

It should be noted that the uptake of the R&D tax incentives does not
represent all private sector R&D and innovation activity in South Africa,
and is therefore lower than the gross business expenditure on research and
development measured in the national R&D surveys. The following should
be noted:

(@) Not all R&D expenditure reported in the national R&D surveys
is eligible for the R&D tax incentive, as research is required to be
scientific and technological (social sciences and the humanities are
excluded), and only taxpaying businesses qualify.

(c) Ofall the firms that are aware of the programme, only taxpayers that
file for the income tax return and wish to claim for the incentive will
be reported. It is therefore important that as many firms as possible
are made aware of the programme in order to increase utilisation.

(d) There are timing issues. The administrative system does not necessarily
require firms to report their R&D activities as they happen. There
can be long periods between the performance of R&D activities
by companies and the submission of their tax returns and R&D tax

Annual Report to Parliament Page |1



incentive forms, which usually happens at the end of their financial
year.

(e) There are other government funding programmes to promote
research and innovation, such as the Sector Programme for Industrial
Innovation, the Technology and Human Resources for Industry
Programme and the Innovation Fund. An assessment of the impact
of the R&D Tax Incentive Programme should acknowledge the
interdependency of these initiatives and their contributions to R&D
activity and the economy.

6.1 In summary, the R&D Tax Incentive Programme has been successfully
introduced and the first batch of forms has been processed. During the
early stages of the programme the emphasis has been on ensuring that the
administrative systems operate effectively, and that there is broad awareness
of the programme. DST seeks to communicate clearly what taxpayers are
required to do to access the programme. So far, an administrative unit has
been set up and a webpage developed to enable the electronic submission
of forms. DST has built a good working relationship with the relevant
industry and research institutions, and is carrying out promotional activities
to increase public awareness and utilisation of the programme.

6.2 The structure of this report will change in the future to reflect the growth
of the programme, and will serve as an official release of the data on R&D
tax incentives at the time at which it is made. Among other things, this
first report indicates the progress made in implementing the programme,
as well as its impact to 30 September 2008. The basic structure used for
this report will be used in future reports, taking into account the need to
provide the level of detail required in terms of section | ID of the Income
Tax Act. At this stage, it is still too soon to provide a detailed analysis of the
programme’s impact using each of the specified indicators.

6.3 For programmes of this nature, it is important to ensure that implementation

is accompanied by constant monitoring so that the build-up of activity and
the continuing appropriateness of the programme can be assessed.
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Annexure A: Information Brochure on R&D Tax Incentives

RAD Tax Incentives in
South Africa

Tt South African gowpimment oflers
gererous Researchand Development [RAD;

Scienca and Techniogy S Fosniives (o S20uTIOn PV 9ecks

REPUBLIC OF SOUTH AFRICA - e astvch o Caveloomint
actwities. The RAD Tax incentves ane
aciministend with an chiective 10 promote
the RAD investment in South Alrica and
comphernants the g nmant sxpanddur
on RAD activities

South Adrica has 5#f an imenm taget 0
achieve of 1% of gro perdiure on

Tha incoms Tax Act smendmaents satending
e increase in the alowance ook eflect
on 2 Movembar 2000. For hgble actoilies
& deduction af the rate of 150% of
respact
of scientifc or technological
devalopment. These amandments
on acopleraied deprecaton ol asset
fer purposes of sosntific and technologecal
RAD. Ekgible capitsl sxpenditure on FAD
assets s deductible over o period ol thies
years at the rabe of S0.3020 starting from
tha year of assessment in which 1he aasal
s brought inbo wse. Mone information can
be found in the Income Ta Act (1962) as
amended undér Section 11D which desls
with “deductions in respect of scientiic oo
lechnaiogical resbarch and devalopment™

Governmant opted for  simplcity i
the design ol the RAD Tax Incentives
programme fo easure that South Alican
tanpayers and enberpeises of a1 swes
and in ol secion of the economy B
Tax Incentives mcournged to- conduct RAD  locally

for Research and chrclogicnly pracucts,

Development
in South Africa
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Legislative Basis
* Income Tax Act 1862 (Act 58 as amended)

» South African Council for Matuml Sclentific
Probpsaions Act 2004 Act No. 18 of 2004

Eligibility Criteria/Activities

The Organisation for Economic Co-operation snd
Development (OECD) provides & usedul and practical
dedinition of research and developmint. As & guid th
following defnition can be used 10 assess acthitiey

Fesaath B expedmentsl o theomtical work
undertaken primarily b acquire new knowledge of the
undertying foundalions of phenomena and observabla
facks. The aim of @ ressarch acvity is to disoover novel,
practichl and non-obwvicus information of o scientific or
tTechnoiogical natune

Davelopment 18 the appication of msearch firdings
o other sciertific knowledge for the creation of rw
o significantly improved products, processes of
services. Development activities ore emid o devising.
davedoping Or credting on irvrntion, design or Compuler
peogrimme of & sclentfc and tRchnoiogecal naturg,
rig 1o the prov

It is important 10 note that the w=age of the terms e of the main
should be confined 10 tha delntions of scaentific o Tax Incertives are tha
technological resaarch and development contained in
the income Tax Act + The expancitus mis! be actually incuired = the

o' of xssessment,
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According 1o 1he Incoma Tax Act, e work can ba of inf o e ®,
scientific AAD or technological RAD. When the RAD

activity meets the requirements of the Income Tax Act,

wio 5y it is ebgila. For scienbific RAD 1o be ekgibke, &

must bes underiaken for it acdvantement of scientic

Knoniedke in scientific fisids of practice. Scientifc RAD

I8 nermally caried out in a lsboratony setting and seska p tan ol st

b chstover new scrific knowiadge. The buidng o 3 oy and WagEs,
which the scentific miearch activity is undentaken i o =y RAD
wipected 10 be equipped for that purpose. Whether |
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To quality for the depreciation ol RAD
ity Soma of th critend o

* A deduction is allowed in respact of a
bullcing, machinary, plant, implement
ubensd and any fem ol capital nature
i used for Bha purposes of
scientific or tachnological RED in the
year in which it s beougit inbo usa;

» [ tha bulding was usad parthy ot
#ligible acthvites in the same year of
mspssment

« Thi paaet must be used regularty for
scipntifc and technological RAL,

- That paart st b specificaly
equipped for such use and the
allowable deduction for that year will
Ibe apportioned accordingly

Al other mssets must be previously
unused and should be used solely for
RAD netiveid

What kinds of activities are not
eligible?

Insligble sxpendiurn on the following
aciiies for which no deduction wal be
fbcraned

» Exploration o prospeaaing,

« Driling for o producing mrals,
petrolerm of natunl gas;

« Management o mlemal asriss

* Development of trade marks;

» Socal science and humanties
rEshbICh,

» Markstng reseanch of salkes
piometion;

* Rouline data colechon,

o Ouality control of routing testing
of matenals, Gavices, procucts of

Process for claiming R&D
Incentives
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2. Complete the relevant entries n the Income Tax
Rotun Forms as prescribed by Scuth Alrcan
Reverue Senices (SARS). This is submitted in a e
Dyl

normal process of income tax retums. Somnos and Technokogy
REPUBLIC OF SOUTH AFRICA

3 DST is msponaible for promoting the RSD Tax
Incentives programme and provides general adhvice
to both government and privale compariss on
strategic and operational issues of the programme.
It is required to assess and validate the claims
ogainsl sclentific and technological RAD and
acvise SARS on the eligiblity of activities included
in th claim. In this regaed DST may vt taxpayens
10 assess the validity of their claims. DST also has
a maponsddity to meport annually to Parfamen
regarding the parformance and impact of the RAD
R incantive programme.

SARS is the government agency that administers

e Income Tax Act SARS admiristers the RAD
Tax Incertives through the taxation system
Taxpayers claiming the RAD Tax Incenttves do so
by compikating the nelmvant entries on thair incoms
il .
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A further responsibiity on the functicning of the
RAD Tax Incentives irvolvas the National Treasury,
with manect 1o the tax policy.
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. There are sirnct confidentiality  roquirements
applicablo 10 handing ol matters in connection with
Informafion provided by taxpayers for purposes
of RAD Tax Incentives. ARl oMicials involved in the
administration of the programme ane nequined 1o

For more information
Tal: 012 843
Contact parson: Dimakatso Mokong
E-mail: Dimakatso mokone@dsl gov.za
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Annexure B: Scientific and Technological R&D Tax Incentive Form

Scientific and Technological Research

and Development Tax Incentive Form
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b} Allowabls topitel espenditere
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Contact information

Department of Science and Technology

Private Bag X894

Pretoria

000

Tel.: 012 843 6300
Website: http//www.dst.gov.za

(For information on the R&D Tax Incentive Programme
go to www.dst.gov.za/r-d)

Dr Phil Mjwara

Director-General

Ms Marjorie Pyoos
Deputy Director-General: Socio-Economic Partnerships

Mr Godfrey Mashamba

Chief Director: Science and Technology Investment

Ms Dimakatso Mokone
Director: Private Sector Research and Development Activities









