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tax increased to more than 22 million 

at the end of the 2019 tax year, this  

is misleading as most of the regis-

tered taxpayers do not pay any tax.  

The high number of taxpayers on 

the books is purely the result of a 

change in tax policy that require 

employers to register all employees 

with SARS, even if their salaries  

are lower than the threshold that 

will oblige them to pay tax. 

At the time the report was writ-

ten, SARS expected only 6.6 million 

taxpayers to submit returns, and by 

August last year some 4.9 million 

taxpayers had done so.  Although 

only 75% of returns had been as-

ONE OF the first paragraphs in  

the annual tax report published by 

National Treasury and SARS gives 

one of the main reasons why public 

infrastructure is deteriorating and 

living standards for a large section  

of the population are falling. 

The figures supplied by the  

authorities show the stark truth: A 

handful of taxpayers cannot afford 

to fund the hospitals, schools, roads, 

libraries, water networks, postal  

services, police protection, and a 

range of social grants for a popu-

lation of 56 million (and increasing). 

Although the number of indivi-

duals registered for personal income 
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collections from personal income 

tax and company tax. 

 

Tax buoyancy down 
The report also states that tax buoy-

ancy in South Africa—a measure of 

the sensitivity of tax revenues to 

changes in economic growth—has 

deteriorated during the last two 

years as companies saw profits 

plunge, employees had to accept 

lower increases in salaries, and SARS 

started to run out of options to  

increase tax rates and introduce  

new taxes. 

SARS adds that growth in total 

tax revenue did not keep up with 

economic growth over the last two 

tax years, signifying lower com-

pliance levels in a constrained eco-

nomic environment. 

Overall tax collections are also 

slowing, according to the figures. 

While total tax revenue collected by 

SARS increased from R986.3 billion 

in 2015 to R1 287.7 billion in 2019,  

tax revenue has increased by only 

6.9% per annum during the last  

five years compared to growth of 

10.5% in the preceding five years. 
 

Worrisome 
That tax revenue is growing slower 

than in the past is worrisome for 

state finances—especially if one  

considers the increase in the VAT 

rate to 15%, the increase in the mar-

ginal tax rate to 45%, and the intro-

duction of several new taxes, such  

as the sugar tax and environmental  

levies on tyres, plastic bags, and CO2 

emissions. 

Personal income tax remains the 

largest source of government reve-

nue with the reliance on this type  

of tax increasing to just more than 

38% of total revenue compared to 

less than 36% the previous year. 
 

Swings and roundabouts for VAT 
VAT contributed somewhat less last 

year (25.2% compared to 26.5% in 

2017/18), but the report notes that 

SARS had to catch up on a backlog 

of VAT refunds that impacted on  

the figures. 

Total VAT collections increased 

by more than 13% compared to the 

have exhausted their options when 

it comes to raising more tax from 

individuals’ salaries.  The tax report, 

signed off by SARS Commissioner 

Edward KiesweAer and Treasury 

Director-General Dondo Mogajane, 

says that tax revenues are con-

strained. 

This became clear during the  

last tax year, when low economic 

growth reduced tax revenues while 

government spending continued to 

increase.  The report also states that 

“whilst revenues generated from the 

tax system move in tandem with  

the economy, on average, the growth  

in tax revenues has (usually) been 

higher than economic growth”. 

However, the recession last year 

led to lower growth in revenue  

collections, which culminated in a 

downward revision of revenue tar-

gets.  Yet even the lower targets 

could not be reached. 

The report adds that 2018/19  

tax revenue collection amounted  

to R1 287.7 billion, some R14.5 billion 

lower than the revised target of 

slightly more than R1 302 billion.  

Nearly 90% of the shortfall is aAri-

butable to lower than expected  

sessed at the date the report was 

published, available data shows that 

97% of total personal income tax 

paid was collected from fewer than 

three million individuals in the past 

tax year. 
 

Uneasy burden 
That is three million people who  

the rest of the citizens in SA are  

leaning on to support them with 

infrastructure and, in millions of 

cases, help with food, free educa- 

tion, and healthcare.  Just more than 

two million people, earning between 

R200 000 and R750 000 per annum, 

paid 44% of all the personal income 

tax collected in SA in 2018/2019. 

Individual taxpayers have seen 

their tax liability increasing surrepti-

tiously during the last few years, 

with only small changes to tax ta-

bles.  This has resulted in bracket 

creep, an increase in the top margi-

nal rate from 40% to 45%, and chan-

ges to the tax treatment of medical 

expenses, pension deductions, fringe 

benefits, and travel expenses. 

 

Out of options 
It seems that SARS and Treasury 
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KEY UPCOMING TAX SUBMISSION DATES 
 

Personal income tax returns, 2019 tax year 
31 Jan 2020 Personal income tax returns (e-filing, provisional taxpayers) 
 [deadline passed] 
 

Provisional tax returns 
29 Feb 2020 Second period, 2020 tax year 
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by Steven Jones—Editor 
 

February is a noteworthy month for a number 
of reasons.  Firstly, it is shorter than the other 
months—28 days (29 in the case of a leap year, 
which 2020 is), compared to the normal 30/31 
days.  Secondly, it is the month in which the 
Finance Minister normally presents the Budget 
for the following year.  Finally, it is the end of 
the tax year for personal taxpayers, with all the 
implications that this brings. 

Let’s start with it being a short month.  For 
employees, it provides a bit of respite from the 
December splurge and the January squeeze, in 
that once you’ve received your February salary, 
there’s only 28 days (sorry, 29 this year) before 
March’s payday comes around.  For businesses, 
the condensed month is a bit of a pain on the 
tax front, as there are fewer days in which to 
meet the same compliance requirements (in 
fact, it’s even more stressful if you happen to 
have a February year-end). 

It’s also the time when stress levels in payroll 
departments are off the charts, as they finalise 
the year-end payrolls.  Since the February tax 
figures are the ones that will end up on your 
IRP5 certificate, payroll has to make sure that 
the mount of tax deducted during the year is 
correct.  PAYE mistakes are often difficult and 
costly for employers to fix. 

Then there’s the Budget.  We normally carry 
commentary on the Budget in our March issue, 
together with the various tax proposals which 
(most importantly) include how much SARS will 
be raking out of your pocket from March.  Given 
the parlous state of SA’s finances at the mo-
ment, expect overall taxes to rise.  At best, 
they’ll stay the same (which means an increase 
in real terms).  They’re certainly not going to 
come down. 

Spare a thought for Tito Mboweni as he tries to 
keep SA Inc’s financial balls in the air (but not 
too much—as a Cabinet minister, his salary 
package is not what one would call ‘paltry’).  He 
has a fine balancing act trying to make sure 
that the bills are paid and the tax comes in 
without squeezing the last drop out of a tax 
base that is not only small in number, but also 
carrying the lion’s share of SA’s personal tax 
burden. 

Which brings us to the fact that 29 February is 
the end of the tax year for personal taxpayers.  
For provisional taxpayers, it is yet another 
expensive month as you prepare to make your 
second provisional payment.  The penalties for 
underestimating your tax liability, late pay-
ments, and failing to submit your return on 
time, are severe.  Set aside some time and do it 
properly, and for goodness sake don’t leave it 
until the last day.  If you do, good luck trying to 
find a tax practitioner who is available and 
willing to sit up until midnight trying to ram your 
return through on e-filing. 

That said, the blow can be cushioned somewhat 
if you take advantage of some of the few re-
maining tax breaks available, which are set out 
in our article starting on Page 6.  Act now! 

that the reduction of company tax 

compared to GDP has been steadily 

decreasing to only 4.4%. 

SARS also mentions that only 

24% of companies that submiAed 

tax returns were profitable in the 

period for which they submiAed tax 

returns during the 2019 fiscal year. 

It identified sluggish economic 

growth, structural challenges in 

some sectors of the economy, low 

confidence levels and political uncer-

tainty as factors that impacted on 

company profits and tax contribu-

tions. 

 

Huge problem 
The overall impression of the 271-

page tax statistics report is that  

government is facing a huge reve-

nue and funding problem in the 

coming year.  It looks like all possi-

ble taxes have been implemented, 

and every source has been taxed to 

the maximum.  In addition, govern-

ment will find it difficult to raise a lot 

more debt. CuAing spending, reduc-

ing wastage and leaving state-owned 

companies to fend for themselves 

were never going to be likely in a 

budget that was be tabled a few 

weeks before a general election. 

A narrow tax base, generous  

social spending and bad gover- 

nance—compounded by economic 

problems—has eventually caught 

up with SA. 

previous year to nearly R554 billion, 

with the report saying that the in-

crease is solely due to the increase  

in the VAT rate to 15% from April 

2018.  However, despite the positive 

effect of the higher VAT rate, collec-

tions were below expectations, ac-

cording to SARS. 

VAT refunds increased by nearly 

20% as a result of reducing the  

backlog of VAT claims.  A further  

big contributor to claims for VAT 

refunds are manufacturers and  

mining concerns that export a high 

proportion or all of their production.  

These companies are able to claim 

VAT on input costs, but interna-

tional buyers are not liable to pay 

VAT, which results in large net 

claims against SARS. 

 

Company contributions down 
An even bigger headache for SARS 

and Treasury will be the decrease in 

contributions to tax by companies.  

While tax on companies’ profit re-

mains the third-largest contributor 

to state coffers aLer personal in-

come tax and VAT, its contribution 

decreased to just 16.6% in the year  

to February 2019, compared to near-

ly 27% of the total tax collected 10 

years ago. 

The high level in the 2009 tax 

year is probably an unfair compa-

rison as companies worldwide per-

formed very well just before the  

financial meltdown at the end of 

2009.  However, SARS points out 
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Adriaan Kruger is from Moneyweb. 

day.  Late submissions, late pay-

ments, and missed deadlines will 

aAract harsh penalties and interest. 

Provisional tax is a payment 

mechanism which is intended to 

assist businesses and individuals  

to meet their normal tax liabilities.   

THE DEADLINE for the second  

provisional tax return is Friday 28 

February 2020, and taxpayers are 

reminded that not only do they  

have to submit their return by  

this deadline, they also have to  

make the payment on the same  

The submission deadline for the 2nd return is at the end of this month 

Avoid provisional tax  
penalties 
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amount if they think that their ear-

nings will be consistent for the rest 

of the year.  The second provisional 

tax payment in February is the  

most important one, since taxpayers 

will be subjected to harsh under-

estimation penalties if they get it 

wrong. 

 

What you need 
Provisional taxpayers who have to 

file their return by the end of this 

month should have their suppor-

ting documents ready, in case SARS 

requests them.  These documents 

include: 

• The income statement of the busi-

ness for the full tax year (inclu-

ding estimates for Feb 2020); 

• Payslips for the period; 

• A schedule of your rental income 

and expenses for the period; 

• Statements from financial insti-

tutions where you hold invest-

ments that reflect the interest or 

capital gains earned on the invest-

ments; and 

• Invoices for the expenses claimed. 

 

Submit a nil return if applicable 
Even if you owe no tax but are a  

provisional taxpayer, you should  

still submit a provisional (nil) return 

to ensure an unbroken filing history 

with SARS.  

you will be a provisional taxpayer. 

If your additional income con-

sists only of rental and/or interest 

income which exceeds R30 000 per 

year, you will be a provisional tax-

payer.  

 

The period and payments 
The first period for 2020 includes the 

six months from the start of the new 

tax year (March 2019), while the  

second period runs to the end of  

the tax year (February 2020). 

If you make your payment aLer 

the submission deadline, SARS will 

automatically levy a penalty of 10% 

of your tax due.  SARS also charges 

interest at 10.25% per annum. 

If you fail to submit a return, 

SARS may estimate your tax liabi-

lity based on prior returns.  SARS 

may also ask you to justify your  

estimate, and can increase it if they 

are not satisfied with the taxpayer’s 

calculation.  It is important to keep 

any supporting calculations. 

 

What to remember 
Many taxpayers only enter the turn-

over (the estimated gross income for 

the current tax year) and estimated 

taxable income (turnover minus esti-

mated expenses for the current tax 

year) for the six months. 

Taxpayers must estimate their 

earnings for the full 12 months—and 

since they know what they have 

earned in the first six months, it  

is possible to simply double the 

Provisional tax payments are based 

on the estimated taxable income  

for the year.  The first payment for 

the current tax year was due at  

the end of August 2019, and the  

second is due at the end of February 

2020, with a possible third top-up 

payment in September 2020.  

 

Who is a provisional taxpayer? 
Provisional taxpayers receive in-

come, other than a salary or remu-

neration from an employer.  They 

run their own businesses, such as 

freelancers, sole proprietors, and 

independent contractors. 

Taxpayers who are employed,  

but receive rental income or interest 

income from investments, may be 

obliged to register as a provisional 

taxpayer if certain conditions are 

met. 

 

The system and how it works  
If you are self-employed and earn 

taxable income above the annual 

threshold of R79 000 for the current 

tax year, you must be registered as a 

provisional taxpayer. 

If you are employed and also 

earn additional freelance income 
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Marc Sevitz, CA(SA), is a registered tax  
practitioner and co-founder of TaxTim. 

Africa. 

In fact, despite SA’s many prob-

lems, almost two-thirds of expats 

working here maintain that life in 

South Africa is beAer than in their 

home countries, according to an 

HSBC study cited in a July 2019  

ALL THE noise about the withdra-

wal of part of the tax exemption  

on South Africans seconded to fo-

reign operations has completely 

overshadowed the fact that there  

is a significant number of foreign 

nationals who are working in South 

Implications for the expatriate, as well as their employer  

By: STEVEN JONES 

INCOME TAX 

article published in Business Insider. 

It’s also interesting to note that 

the HSBC survey indicates that a 

third of these expats are over the  

age of 55, 14% earn annual salaries 

between R840 000 and R1.4 million, 

and 20% earn in excess of R1.4 mil-

lion.  These numbers clearly indicate 

that when it comes to filling skilled 

vacancies, South African companies 

are still looking offshore to source 

some of these skills. 

A significant number of these 

expatriates end up making South 

Africa their permanent home, and 

once they are permanently seAled, 

Employing foreign expats in 
South Africa 

Moment of truth 

“A tax loophole is something  

that benefits the other guy.  If it  

benefits you, it is tax reform.” 
 

Russel B Long, (1918-2003) 

United States senator from 1948 to 1987. 
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Employers found guilty of em-

ploying illegal foreigners can be 

prosecuted under the Immigration 

Act, and if convicted, directors can 

face imprisonment. 

 

Income tax considerations: 
residence test 
SARS has issued a Guide on the  

Taxation of Foreigners Working in 

South Africa, which deals with the 

South African tax obligations of  

foreigners working in South Africa, 

as well as that of their South African 

employers. 

Normal tax in South Africa is 

governed by the Income Tax Act, 

which contains the following provi-

sions regarding income earned: 

• The income received by or ac-

crued to foreigners (regarded as 

“non-residents” for tax purposes) 

from a source within or deemed 

to be within South Africa is  

subject to normal tax in South 

Africa. 

• In the case of residents of South 

Africa, their world-wide income  

is subject to normal tax in South 

Africa. 
 

While foreigners working in South 

Africa will therefore be liable for 

normal tax on their income earned 

in South Africa, it is also key to de-

termine whether or not such a per-

son is regarded as “resident” in South 

they are taxed in the same manner 

as locals.  However, there are im-

portant immigration and tax con-

siderations to take into account  

during temporary assignment, as 

well as during any transition period 

while a foreigner establishes their 

residency status. 

 

Immigration considerations: 
foreigners working in South Africa 
For purposes of this opinion, a 

“foreigner” is defined as a person 

who is neither a South African citi-

zen, nor has permanent residence 

status. 

It is critical to ensure that any 

foreign person to whom an em-

ployer is contemplating offering  

employment is in possession of the 

appropriate work permit.  In the 

case of a foreigner who has entered 

South Africa as an asylum-seeker, 

their asylum-seeker’s permit will 

indicate whether or not the person  

is authorised to be employed in 

South Africa. 

Employers are required, in terms 

of the Immigration Act, to ensure 

that they have: 

• Accurately determined the citi-

zenship status of all employees; 

• Established that all foreign em-

ployees have the appropriate 

work permit; 

• Reported any breach of work 

permit conditions to the Depart-

ment of Home Affairs; 

• Reported any termination of  

employment of foreign employ-

ees to the Department of Home 

Affairs; and 

• Kept employment records rela-

ting to foreign employees for a 

period of two years aLer termi-

nation of such employment. 
 

If a prospective employee does not 

currently have the appropriate per-

mit, an offer of employment can be 

made, provided that such offer  

contains a suspensive condition to 

the effect that such offer of employ-

ment is conditional upon the em-

ployee complying with the relevant 

provisions of the Immigration Act 

(i.e. by obtaining the required per-

mit). 

Africa for tax purposes. 

As the tax status of a resident 

and a foreigner may differ, it is im-

portant for an employee to deter-

mine their status.  Two separate 

tests are applicable to determine 

whether or not a foreigner is a resi-

dent of South Africa, namely: 

• The ordinarily resident test, in 

which one needs to determine if 

their permanent home, to which 

they will normally return, is in 

South Africa.  If the answer is 

“yes”, they will be a resident.  This 

test overrides the “physical pres-

ence” test below. 

• The physical presence test, where 

they are not at any time during 

the relevant year of assessment 

ordinarily resident in South Afri-

ca, but were physically present  

in South Africa for a specific pe-

riod or periods.  This test is time-

based and is only applicable to  

an individual who has not been 

considered ordinarily resident in 

South Africa during the relevant 

year of assessment. 
 

The physical presence test must be 

done annually in order to determine 

whether the foreigner is a resident 

for the year of assessment under 

consideration.  The test consists of 

three requirements—that is, the  

foreigner must be physically present 

in South Africa for a period or peri-

Bellan Media is on the Web! 
 

We are very excited to announce the launch of our new website, which we believe will 
enable us showcase our magazines and 
also provide additional benefits to our 
valued subscribers. 
 

The site builds on our magazines' 30-
year legacy of excellence in providing 
independent personal finance and tax 
information sourced from experts in their 
respective fields.  The strategic partner-
ships that we have formed with selected 
organisations known for their expertise, 
ethics and service, will greatly enhance 
our offering. 
 

Our new website will give readers online 
access to additional articles, book re-

views, videos, interesting links to various topics and a mortgage bond calculator. 
 

For more information please visit www.bellanmedia.co.za, or send us an email 

at info@bellanmedia.co.za. 
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presence test is absent from South 

Africa for a continuous period of at 

least 330 days aLer the day on which 

they ceased to be physically present 

in South Africa, they will be regarded 

as being not a resident as from the 

day following the day on which they 

leL South Africa. 
 

Income tax considerations: 
tax liability of foreigners 
A foreigner is subject to normal tax 

on any income that is received by  

or accrued to them from a source 

within or deemed to be within  

South Africa (such as employment), 

and will pay normal tax at the same 

rate as a resident and is generally 

entitled to the same deductions and 

rebates as a resident. 

The tax position of a foreign  

employee may, however, be affected 

by an agreement for the avoidance 

of double taxation between South 

Africa and the government of the 

foreign country in which the foreign 

employee resides.  This could apply 

in cases where a foreigner is taxed 

both in their own country as well as 

South Africa on the same income. 

The details of such agreements 

(known as Double Tax Agreements 

or DTAs) vary from country to  

country, and would need to be stu-

died to determine the terms thereof.  

ods exceeding – 

• 91 days in aggregate during the 

relevant year of assessment un-

der consideration; 

• 91 days in aggregate during each 

of the five years of assessment 

preceding such year of assess-

ment under consideration; and 

• 915 days in aggregate during 

those five preceding years of as-

sessment. 
 

In terms of this test, the foreigner 

who is not ordinarily resident in 

South Africa only becomes a resi-

dent for normal tax purposes as 

from the first day of the sixth year of 

assessment if they are physically 

present in South Africa for the peri-

ods as set out above. 

A day includes a part of a day, but 

does not include any day that the 

foreigner is in transit through South 

Africa between two places outside 

South Africa where they do not  

formally enter South Africa through 

a port of entry as defined in the  

Immigration Act; or at any other 

place in the case of a person autho-

rised by the Director-General of the 

Department of Home Affairs or the 

Minister of Home Affairs in terms of 

the Immigration Act.  

Where the foreigner who became 

a resident as a result of the physical 

Where the provisions of a DTA are 

applicable, they override the default 

tax position in the countries that are 

party to the agreement. 

 

Income tax considerations: 
responsibility of the employer 
Payments to foreign employees  

that arise from South African em-

ployment would constitute remu-

neration, and the Fourth Schedule  

to the Income Tax Act, which stipu-

lates that employees’ tax is to be 

withheld from such payments, is 

applicable. 

The rate of employees’ tax is to  

be determined according to the  

normal tax deduction tables. 

An IRP5 certificate must be is-

sued to such employee at the end  

of the tax year or termination of 

their contract (whichever date is 

earlier).  This will serve as evidence 

of any South African tax deducted, 

both for the purposes of the emplo-

yee’s South African tax return (if 

required) as well as for complying 

with any tax legislation applicable  

in the employee’s home country. 

With only one month le' before the 2019/20 tax year ends, here are some 

tax breaks to take advantage of 

Things to do before the end 
of the tax year 

 

TAX PLANNING 

TAX HAS become the single biggest 

drain on our wealth, and as we head 

towards the end of the 2019/20 tax 

year, it makes sense to ensure that 

you have taken all steps possible to 

reduce your overall tax liability 

 

Use your capital gains tax exemption 
As an investor, you are granted  

a R40 000 capital gains tax (CGT) 

exemption per year in respect of 

events that trigger a disposal of  

assets, which includes the sale of 

unit trusts. 

Although it is never ideal to be 

disinvested if your intention is to 

invest for the long-term, investors 

may find merit in switching from  

an invested fund to cash, and then 

back into an invested fund without 

aAracting CGT—provided that the 

gain is no greater than R40 000.  In 

doing so, you will be able to rebase 

your investment at a higher base 

cost, effectively enabling you to  

earn this tax-free. 

Keep in mind, however, that if 

you have a poor-performing invest-

ment that has experienced a capital 

loss and you wish to take it in  

another direction, this capital loss  

is added to the R40 000 annual ex-

emption.  This effectively raises the 

amount of tax-exempt gain that  

you can yield and rebase for strong-

performing investments, while swit-

ching strategy on the poor perfor-

mers. 

As a word of warning, invest-

ment markets are highly unpredict-

By: GARETH COLLIER 

Steven Jones, Hons B Compt M Com B Th, is  
a registered SARS tax practitioner, a practi-
cing member of the South African Institute  
of Professional Accountants, and the editor 
of Tax Breaks Tax Breaks Tax Breaks Tax Breaks and Personal FinancePersonal FinancePersonal FinancePersonal Finance. 
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for the benefit of the donor or a  

person connected to the donor. 

When doing your eFiling, you  

will need to upload your Section 18A 

certificate, which needs to include 

the PBO’s reference number, date  

of receipt of the donation, the name 

and address of the donor, and the 

amount or nature of the donation. 

To make it easier for taxpayers, 

SARS has published an up-to-date 

list of all Section 18A-approved PBOs 

on its website at www.sars.gov.za. 
 

Top up your retirement fund 
As an investor in a retirement fund, 

which includes pension funds, provi-

dent funds, and retirement annuities 

(RAs), you are permiAed to invest  

up to 27.5% of your taxable income 

per year (subject to a maximum  

of R350 000 per year) and claim a  

tax deduction thereon. 

This is a significant benefit, be-

cause it effectively allows you to 

invest with pre-tax money and re-

duce the amount of tax payable to 

SARS.  If you are currently contri-

buting towards a registered retire-

ment fund but are not making full 

use of your 27.5% per year tax-

deductible allowance, now is the 

time to consider topping up your 

retirement funds so as to reduce 

your overall tax burden. 

If you are unsure as to your tax-

able income, ask your accountant  

table, and aAempting to time the 

markets is not a good investment 

strategy.  Exiting and re-entering  

the markets is a risky strategy— 

but can be highly tax-efficient if 

done consistently over the long-

term. 
 

Use your tax-free savings account 
allowance 
Although your contributions to a  

tax-free savings account (TFSA)  

are not tax-deductible, all interest 

income, capital gains, and dividends 

earned from a TFSA are exempt 

from tax.  Not being taxed on the 

growth in your TFSA is still a bene-

fit not to be ignored, and now is  

the perfect time to determine 

whether a TFSA is appropriate for 

your personal circumstances. 

As a TFSA investor you are cur-

rently permiAed to contribute up  

to R33 000 per year towards this  

investment, with a maximum life-

time contribution of R500 000. 

However, before seAing up a 

TFSA, chat with your financial advi-

sor about how to use it optimally  

in your portfolio—bearing in mind 

that it is best viewed as a long-term 

investment.  Your income, debt, and 

investment horison, together with 

your specific goals, will all play a  

role in determining the suitability  

of incorporating a TFSA into your 

financial plan. 
 

Get certification of your donations 
Tax legislation allows you to donate 

up to 10% of your taxable income  

to charity on a tax-deductible basis, 

although it is important to know 

that this tax deduction is not auto-

matic. 

In order to claim a tax deduction, 

SARS has a number of strict require-

ments to be met—including that  

the taxpayer be in possession of a 

Section 18A certificate.  Only organi-

sations that have been approved  

by SARS as a Public Benefit Organi-

sation (PBO) are able to issue Section 

18A certificates to donors in respect 

of bona fide donations made to the 

organisation.  A bona fide donation 

is one that is made with ‘no strings 

aAached’ and therefore cannot be 

or financial advisor to assist with  

the calculation—bearing in mind 

that rental income, dividends from 

real estate investment trusts (REITs), 

gains derived from realising assets, 

and interest earned on investments 

are included in calculating your tax-

able income. 

With new-generation RAs offe-

ring complete contribution flexi-

bility, you can choose the most con-

venient way of making payments 

into your RA before the end of the 

tax-year.  Bear in mind, however, 

that SARS requires the application 

forms to be processed and for the 

money to reflect in your investment 

before 29 February 2020 in order to 

qualify for the tax deduction—so  

be sure to check the administrative 

deadlines with your financial advi-

sor. 
 

Claim for your Section 12J invest-
ments 
SARS provides a tax incentive for 

individuals to invest in approved 

venture capital companies (VCCs) 

under Section 12J of the Income Tax 

Act. 

Current legislation permits you 

to invest up to R2.5 million towards  

a Section 12J investment scheme  

and receive a 100% tax deduction on 

the contribution, bearing in mind 

that the investment must be held  

for a minimum period of five years 

With a bit of number-crunching and some good timing, there are decent tax savings that can be made. 
Picture credit: Pixabay (https://pixabay.com/photos/income-tax-calculator-accounting-4097292/) 
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deduction.  Businesses with VCC 

status are private companies, and 

there is always a risk that you  

could lose your full investment 

should the underlying business fail, 

so don’t rush your decision-making. 

ensure that you select a scheme  

that meets your needs. 

Specifically, do your homework 

in respect of fees, what percentage 

of capital is being invested, the in-

ternal rate of return, fund manager  

experience, and market compari-

sons. 

It is best to approach a Section 

12J investment scheme cautiously 

and not merely to obtain a tax  

in order to retain the tax deduction. 

Disinvestments or withdrawals are, 

however, subject to capital gains tax 

from the first rand. 

While Section 12J is a great way 

to reduce your tax liability, it is ad-

visable to do your research before 

investing in a VCC.  Rather than 

rushing into a Section 12J invest-

ment scheme, consider taking advice 

and/or doing your due diligence to 

Gareth Collier, CFP®, is a financial planner at 
Crue Invest (Pty) Ltd. 

Can I get tax benefits from contributing to my 

kids’ RAs? 
Considerations when contributing toward retirement annuities and other long-term investments for your 

children 
 

QUESTION 

I would like to invest in a retirement annuity (RA) for my minor children.  Would I be able to deduct the contributions I make on their behalf from 

my taxable income?  
 

Answer provided by JESSE MORGANS, a financial advisor at Asset Protection International 

Anyone who contributes to a pension fund or retirement annuity (RA) is entitled to claim a deduction for tax purposes based on their contribution, 

subject to the limitations applicable at the time of the contribution.  However, the fund or annuity must be in their name.  So while you can contribute  
to an RA in the name of your child, you would be unable to claim a tax deduction on the contribution. 

 

How can you still claim the tax deduction? 
A possible alternative is to open an RA in your personal capacity with the intention that, upon your death, that particular RA passes to your named 

beneficiaries, which in this case would be your children.  In this instance, the contributions would be tax-deductible subject to the limitations. 
However, should you have a claim made against you in the event of a divorce, the RA may be open to a judgement by the courts, despite the fact that 

you initially intended it to be for the sole benefit of your children.  Similarly, in the event of your death, should the pension fund trustees find that you 

have a financial dependant, they have the ability to provide for that dependant before considering the named beneficiaries of the RA.  Although these 
may seem unlikely scenarios at the time of opening an RA in your name (should that be your chosen route) you must be aware of the possible eventu-
alities that may affect your overall intention. 

According to current legislation, on your death your named beneficiaries will have the choice of taking the value of the RA as a discretionary lump 
sum (to invest or spend as they see fit) or to have the RA transferred into their name where they can eventually turn it into an annuity income.  You are 

unable to specify how your named beneficiary is to receive the benefit. 
 

My first priority is to help provide for my children’s retirement 
As mentioned, you can contribute to a RA in their name which is secure from creditors and inaccessible until age 55.  The RA can invest in different asset 
classes to differing degrees.  This may include high growth or conservative growth.  This is an option to consider, as it has the benefits of growing tax free 
and is protected from creditors. 

The legislation that governs the restrictions in terms of what the underlying investments may be within a pension fund is commonly referred to  

as Regulation 28.  This controversial regulation restricts the amount of growth assets that can be included in the RA.  If the investment is to be invested 
for a period of 40 years, it may be worth considering the use of a tax-free savings account.  The benefit of a tax-free savings account is that it grows tax 

free, as an RA does, but is not required to invest in compliance with Regulation 28. 

 

Do you have a tax question?  Pop us an e-mail to info@bellanmedia.co.za.  We will select one answer for publication in Tax Breaks 

each month.  Unfortunately, we will not be able to respond to questions individually. 

Q & A 


