VALUE ADDED TAX (VAT) 

What is VAT? 

VAT stands for Value Added Tax.  Value Added Tax (VAT) is levied on the supply of goods and services by vendors or it is a tax businesses charge when they supply their goods and services.  We have to pay VAT on most of the things that we buy.

VAT CONCEPTS 

	Zero-rated items
	Zero-rated items are goods or services which are taxed at a rate of 0%, e.g. milk, brown bread, maize, fruit, etc.

	VAT-exempted items
	These items involve services that are not subject to VAT at either the standard rate or zero rate, e.g. childcare services, educational services, etc.

	Standard rate
	In South Africa Standard-rated supplies are taxed at the rate of 14%.

	VAT-able items
	These items are goods or services that are subject to VAT.

	VAT Output 
	VAT paid on items purchased and can be claimed back from SARS. It is VAT, which your company would charge on items, which it, sells. Thus a company could wish to sell an item and added to the amount a standard rate tax would be charged. 

	VAT Input
	VAT on Sales and income and must be paid over to SARS. It is VAT that you pay on all your business expenses and for which you have a tax invoice. It also relate to VAT that is paid on other goods and services bought or rented for the business.


	VAT Control 
	Is a summary of the VAT Input and Output and shows whether the business owes SARS money or whether SARS owes the business money.


VAT CALCULATIONS 

How to add VAT (Value Added Tax) to a price (14%)


This is the calculation you need to use when you know a PRICE BEFORE TAX (THE NET PRICE) but want to find out the PRICE AFTER TAX (THE GROSS PRICE). 
 
	VAT rate of 14%.

	Net price
	Multiplied by
	1.14
	= Gross price

	Price before tax
	Multiplied by
	1.14
	= Price after tax


Calculations:

	The VAT standard rate is rate of 14%

First, get the multiplier: 
14

	Net price
	Multiplied by
	1.14
	= Gross price

	Price before tax (Net price)
	Multiplied by
	1.14
	= Price after tax (Gross price)

	E.g.: 
	
	
	

	R100
	Multiplied by
	1.14
	= R114

	R100 + Tax
	
	
	= R114 inc Tax


How to deduct VAT from a price - (14%)

People can often add VAT to a figure, but when it comes to taking it off it is a problem.   

So here it is...

Taking-off VAT (Tax) from a price

This is the calculation you need to use when you know a PRICE AFTER TAX (THE GROSS PRICE) but want to find out the PRICE BEFORE TAX (THE NET PRICE).

	VAT rate of 14%.

	Gross price (price after tax)
	Divided by
	1.14
	= Net price

	Price after tax 
	Divided by
	1.14
	= Price before tax (Net price)


Calculations:

	The VAT standard rate is rate of 14%

First, get the divisor: 
14
 100% = 0.14
0.14 + 1 = 1.14

The divisor is 1.14

So the back calculation for 14% VAT is ...

	Gross price
	Divided by
	1.14
	= Net price

	Price after tax
	Divided by
	1.14
	= Price before tax

	E.g.:
	
	
	

	R114.00
	Divided by
	1.14
	= R100

	R114.00 inc Tax
	
	
	= R100 + Tax


THREE BOOKKEEPING ACCOUNTS
For the purposes of Value Added Tax (VAT) records, three bookkeeping accounts must be kept.

1. The VAT on inputs account.
2. The VAT on output (transactions) account.
3. VAT Control (Debit and Credit) account. 


· The VAT on Inputs Account –This account will usually show a debit (the VAT SARS "owe" you money for the VAT you have paid and you are entitled to receive from them). 

· The VAT on Output (Transactions) Account –This account will usually show a credit (the VAT SARS are "entitled" to receive the VAT from you that you have collected on their behalf. The money is not yours and it is only temporarily in your possession until the due date for the payment of VAT. 

· The VAT Control (Debit and Credit) Account. This is the account to which the 2 first accounts are posted. The account balance may show a credit, when the periodic report to the VAT is for a payment to be made, or it may show a debit when the periodic report shows that that money is to be returned. 


1. The wholesaler sell the product to the retailer at R100 + 14% VAT = R114.00

2. The wholesaler collect VAT of R14.00 from the retailer and pays it over to SARS, thus taking the VAT out of the business (VAT Output)

3. The retailer claims back the VAT (R14) from SARS, thus put it back into the business (VAT Input)

4. The retailer adds a mark-up of 100% to the product and sell it to the consumer for R200 + VAT of R28.00.

5. The retailer collects the VAT (R28) from the consumer and pays it over to SARS, thus taking the VAT out of the business (VAT Output).

6. The consumer cannot register for VAT and cannot claim back the VAT.

7. SARS collected VAT to the amount of R28 instead of only R14 due to value being added to the product in the form of a mark-up percentage.

Example 1:

1)  
Purchase goods on credit from R. Adams, R22 800 (ISP).

+                                       INVENTORY (A)                                     -

	Creditors                         20 000
	


-                                        CREDITORS (L)                                    +

	
	Inventory                         20 000

Input VAT                          2 800


+                                        INPUT VAT (A)                                    -

	Creditors                            2 800                               
	


22 800 x 14/114 = 2 800

2)  
Paid R. Adams R22 000 in full settlement of our account.

+                                           BANK (A)                                           -

	
	Creditors                          22 000


-                                        CREDITORS (L)                                    +

	Bank                                22 000

Discount received &             800

Output VAT
	


-                                  DISCOUNT RECEIVED (I)                          +

	
	Creditors                          701-75


-                                     OUTPUT VAT (L)                                   +

	                               
	Creditors                            98-25


800 x 14/114 = 98-25

3)  
Sold merchandise on credit to T. Tax, R22 914 (ISP).  The mark-   up is 20% on cost price.

+                                        DEBTORS (A)                                    -

	Sales                               20 100

Output VAT                       2 814                              
	


-                                             SALES (I)                                        +

	
	Debtors                            20 100


-                                  OUTPUT VAT (L)                                        +

	
	Debtors                              2 814


+                                        INVENTORY (A)                                    -

	
	Cost of Sales                   16 750


+                                COST OF SALES (E)                                    -

	Inventory                          16 750
	


22 914 x 14/114 = 2 814

22 914 – 2 814 = 20 100

20 100 x 100/120 = 16 750

4)
T. Tax paid us R22 014 in full settlement of his account.

+                                        DEBTORS (A)                                      -

	
	Bank                                22 014

Discount allowed &                 Input VAT                             900


+                                              BANK (A)                                        -

	Debtors                            22 014                              
	


+                            DISCOUNT ALLOWED (E)                              -

	Debtors                            789-47                              
	


+                                        INPUT VAT (A)                                     -

	Debtors                            110-53                              
	


900 x 14/114 = 110-53

900 – 110-53 = 789-47

5)
A debtor S. Sunny’s debt of R11 400 must be written off as irrecoverable.

+                                        DEBTORS (A)                                       -

	
	Bad debts & Input VAT    11 400


+                                        BAD DEBTS (E)                                    -

	Debtors                            10 000
	


+                                        INPUT VAT (A)                                      -

	Debtors                              1 400
	


11 400 X 14/114 = 1 400

6)
The owner takes stock for his own use, R1 140.

-                                        DRAWINGS (OE)                                 +

	Inventory & Input VAT       1 140
	


+                                        INVENTORY (A)                                    -

	
	Drawings                           1 000


+                                        INPUT VAT (A)                                     -

	
	Drawings                              140


1 140 x 14/114 = 140

7)
Issue a credit note to a debtor for damaged goods, R75.

+                                        DEBTORS (A)                                       -

	
	Debtors allowance   &

Output VAT                             75     


+                           DEBTORS ALLOWANCE (E)                           -

	Debtors                              65-79
	


-                                     OUTPUT VAT (L)                                     +

	Debtors                                9-21
	


74 x 14/114 = 9-21

8)
Receive a credit note from a creditor for damaged goods returned, R114.

-                                       CREDITORS (L)                                     +

	Inventory & Input VAT          114
	


+                                     INVENTORY (A)                                       -

	
	Creditors                               100     


+                                        INPUT VAT (A)                                      -

	
	Creditors                                 14     


114 x 14/114 = 14

NOTE

Issue a credit note:

debtor returned goods.

Received a credit note:

business returned goods
NB.

Although learners are not required to draw up journals, in this example journal entries are provided for better understanding of the ledger account. 
Example 2:


30.1.09 - The total purchases that you made amount to R 1,000 by cheque plus R 150 VAT on inputs. 
30.1.09 - The total cash sales you made amount to R 4,000 plus R600 VAT on outputs. 
15.2.09 - You paid the balance that was owing to SARS. 

The bookkeeping records will look as follows:
	1.
	Debit
	Credit

	Purchases / Inventory 
	1,000
	

	VAT on Input 
	   150
	

	        Bank
	
	1,500

	(30.1.09) Purchases recorded for January
	
	

	2.
	
	

	Bank
	4,600
	

	           Sales
	
	4,000

	           VAT on Output 
	
	   600

	(30.1.09) Sales recorded for January
	
	

	3.
	
	

	VAT on Output 
	    600
	

	         VAT on inputs
	
	150

	VAT Control Account
	
	   450

	(30.1.09) Transfer of surplus to Control Account
	
	

	4. 
	
	

	VAT Control Account
	450
	

	            Bank
	
	450

	(15.2.09) Payment of VAT reported for January
	
	

	Dr                                    VAT Input Account                                    Cr

	Aug. 31
	Bank
	150
	Aug. 31
	VAT Control
	150

	
	
	
	
	
	

	Dr                                    VAT Output Account                                 Cr


	Aug. 31
	VAT Control
	600
	Aug. 31
	Bank 

	600

	
	
	
	
	
	

	Dr                                   VAT Control Account                                 Cr


	Aug. 31
	VAT input 

	150
	Aug. 31
	VAT Output 

	600

	
	Bank

	450
	
	
	



	VALUE ADDED TAX:  CALCULATIONS

	Notes, Assessment Tasks and solutions


	Learning Outcome 1: Financial Accounting 

Perform elementary VAT calculations: Calculation.  


Value Added Tax is a tax on the supply of goods and services which is eventually borne by the final consumer, but which is collected at each stage of the production and distribution chain.  Currently the Standard rate of VAT in South Africa is 14% and this is the rate to be used when answering all questions. 

QUESTION 1

On 17 March, Tilly sells goods to the four customers shown in the table. The value of the goods is also shown. VAT has not yet been included in the invoice price of the goods.

Calculate the value of VAT in each case and the total value of the invoice to be sent to each customer.

	CUSTOMER 
	VALUE OF GOODS SOLD
	VAT 
	INVOICE TOTAL

	Nina 
	R   54.67
	
	

	Khentsane  
	R  132.91
	
	

	Phuti 
	R    17.54
	
	

	Bongi 
	R2 381.92
	
	


QUESTION 2

On 4 September, Harry receives invoices for goods that he purchased. The invoices show the total price of the goods including VAT.

Calculate the value of goods that Harry received and the amount of VAT added to this to produce the invoice total.

	SELLER 
	INVOICE TOTAL 
	VALUE OF GOODS PURCHASED 
	VAT

	Cindi 
	R  325.76
	
	

	Xolani 
	R    54.22
	
	

	Tenyeko 
	R4 571.09
	
	

	Azwindini 
	R     72.77
	
	


NB. The most difficult calculation involving VAT is encountered when cash discount is involved.

QUESTION 3

Fill in the gaps.

Two types of discount are used in the business world:

a.  __________ is a reduction in price when goods are supplied to other businesses (usually in the same line of business). This reduced price is not available to the general public.

This type of discount is generally shown on the invoice (source document), but is not included in the double-entry records.

b. __________ is an allowance that can be deducted from the total amount charged for goods if the debt is settled within a time specified by the supplier.

This type of discount is only recorded when advantage is taken of the reduction.

QUESTION 4

Bernard sells goods valued at R2 760 to Aileen. Aileen is allowed a 25% trade discount.

Calculate:

a) The amount that Bernard will show on his sales invoice for the goods sold and the amount that he will enter in his sales journal  
b) The amount that Aileen will enter in her purchases journal 
Notes: 

CASH DISCOUNT 

One of the trickiest calculations that you will come across during your accounting studies involves the calculation of VAT on goods that are subject to both trade and cash discount. Learn it and practice it several times.

VAT is always calculated after deducting cash discount. If the customer does not pay before the date stipulated on the purchase invoice, they lose the benefit of the cash discount.

Example

Corinne sells goods on 3 March valued at R1, 276.84 to Dolly. The terms are a trade discount of 25% and a cash discount of 5% if Dolly settles her account within 30 days.

Calculate the total value of the sales invoice sent to Dolly.

Answer 

	Price of goods 


	R1, 276.84
	

	Less trade discount 
	       319.21
	

	Selling price to Dolly 


	       957.63 
	R 957.63

	Less cash discount 
	     47.88

	
	
	   909.75



	VAT 


	       159.21 
	    159.21

	Total value of invoice 

	R 1,116.84
	


The total value shown on the copy sales invoice (source document) is entered in the seller’s (Corinne’s) sales journal.

The invoice will be received by the purchaser (Dolly) as a purchases invoice (source document) and will be entered in his purchases journal.

All the subsidiary books must record any VAT included in the source documents.

QUESTION 5

 On 3 October Maleka sells goods to Pierre with a catalogue value of R7, 500. The goods are subject to a trade discount of 33⅓% and if Pierre settles the outstanding amount before the end of the month he may deduct a 2½% cash discount (invoice no. 1234).  On 4 October Maleka sells goods to Mapule with a catalogue price of R376. He allows Mapule 25% trade discount and 3% cash discount for settlement within 30 days (invoice no. 1,235).  Also, on 4 October Maleka sells goods to Bongani with a catalogue price of R518. Bongani’s order is subject to 50% trade discount and a cash discount of 1% if the debt is settled by the end of the month (invoice no. 1,236).

Calculate:

a the total of the sales invoice sent to Pierre

b the total of the sales invoice sent to Mapule 

c the total of the sales invoice sent to Bongani

d Prepare the entries in Maleka sales journal.

	  Maleka: sales Journal 

	Date
	Particulars
	Invoice no.
	Sales
	Vat
	Invoice total

	3 October
	Pierre
	1 234
	R
	R
	R

	4 October
	Mapule 
	1 235
	
	
	

	4October
	Bongani 
	1 236
	
	
	


SOLUTIONS 

QUESTION 1

Calculate the value of VAT in each case and the total value of the invoice to be sent to each customer.

	CUSTOMER 
	VALUE OF GOODS SOLD
	VAT 
	INVOICE TOTAL

	Nina 
	R     54.67
	R    7.65
	R   62.32

	Khentsane  
	R   132.91
	R  18.61
	R  151.52

	Phuti 
	R     17.54
	R    2.46
	R     20.00

	Bongi 
	R2 381.92
	R333.47
	R2 715.39


QUESTION 2

Calculate the value of goods that Harry received and the amount of VAT added to this to produce the invoice total.

	SELLER 
	INVOICE TOTAL 
	VALUE OF GOODS PURCHASED 
	VAT

	Cindi 
	R   325.76
	R 280.15
	R 45.61

	Xolani 
	R     54.22
	R   46.63
	R   7.59

	Tenyeko 
	R4 571.09
	R3931.14
	R639.95

	Azwindini 
	R     72.77
	R    62.58
	R  10.19


QUESTION 3

 Fill in the gaps.

A. Trade discount

B. Cash discount 

QUESTION 4

Bernard sells goods valued at R2 760 to Aileen. Aileen is allowed a 25% trade discount.

a)   R2 060
b)  R R2060

QUESTION 5

(a)                                                  (b)                                                (c)

	A. Pierre
	B. Mapule
	C. Bongani

	                                   R7 500.00
	                                   R376.00
	                                 R 581.00

	Less Trade discount          2 497.50
	Less Trade discount            94.00
	Less Trade discount          259.50

	                                     5 002.50
	                                      282.00
	                                     259.50

	Less discount                 125.06          
	Less Cash discount           8.46          
	Less Cash discount          2.59    

	                                          4877.44
	                                           273.54
	                                           256.41

	Add VAT                       882.84      
	Add VAT                        38.30      
	Add VAT                        35.90      

	Total value of invoice   5560.28
	Total value of invoice    311.64
	Total value of invoice   292.31


d Prepare the entries in Maleka sales journal for 3 and 4 October.

	Maleka: sales Journal 

	Date
	Particulars
	Invoice no.
	Sales
	VAT
	Inv. Total

	3 October
	Pierre
	1 234
	R 4677.44
	R 682.84
	R 5560.28

	4 October
	Mapule 
	1 235
	      273.54
	     38.30
	      311.64

	4October
	Bongani 
	1 236
	      256.41
	     35.90
	       292.31
























































Pay to SARS R28








Claim R14 Back





Pay to SARS R14





WHOLESALER





Sales =


VAT Output 


Selling price = 





CONSUMER





      Purchases = 


                VAT =


Purchase price =





SARS 





    


RETAILER





Purchases =


VAT Input  =


Purchases price =





Sales =


VAT Output = 


Selling price = 

















