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payers, in proportion to their  

investment in qualifying venture 

capital companies.  However, this 

will now be subject to a maxi-

mum allowable investment of 

R2,5 million for individuals. 
 

The taxman is always searching for 
his pound of flesh 
At first glance, it appears that there 

are no profound amendments to  

the Income Tax Act or the Tax Ad-

ministration Act that would raid the 

pockets of taxpayers in order to  

generate additional revenue.  This  

is peculiar, since the prevailing  

budget deficit is a massive elephant 

in a room with grim economic pro-

spects and a junk credit rating. 

However, taxpayers must not be 

fooled.  In the current economic  

ON 26 November 2019 the National 

Assembly passed the latest tax bills, 

which is set to be promulgated by  

President Ramaphosa a-er it has 

been passed by the National Council 

of Provinces. 

On the face of it, some conces-

sions have been made for individual 

taxpayers, but these offer cold com-

fort in the bigger scheme. 
 

Proposed amendments 
Before we get to the truly profound 

implications, it is important to note 

the following amendments: 

• The tax exemption of excess  

contribution amounts paid in 

respect of retirement annuities 

received, will (from 1 March 2020) 

also extend to annuities received 

from provident funds and provi-

dent preservation funds; 

• The ordinary rebates available  

to taxpayers who receive a pen-

sion in respect of a deceased 

spouse will no longer be taken 

into account when tax is with-

held on these amounts, from 1 

March 2021; 

• Previously, the transfer of one’s 

retirement interest from a pen-

sion fund to provident fund or 

provident preservation fund was 

non-taxable from 1 March 2019, 

but will now be retrospectively 

treated as a taxable event—po-

tentially placing these taxpayers 

in a non-compliant position; and 

• Section 12J of the Income Tax Act 

provides a tax deduction to tax-
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enter into retirement with less cash 

available to defray their cost of liv-

ing—an unfortunate consequence 

of bracket creep. 

 

Say goodbye to South Africa’s high 
earners 
The long-term effect of these chan-

ges (or lack thereof) can only realisti-

cally be determined over time. 

While leaving the tax tables un-

changed from one year to the next  

is an effective measure to generate 

revenue over the short-term, the 

question must be asked: How  

much financial constraint taxpayers 

are willing take before it becomes 

unsustainable, and individuals sim-

ply decide to leave South Africa?  We 

have already seen a massive jump  

in South Africans deciding to leave  

the tax net—formally noting their 

non-resident status by financially 

emigrating from South Africa. 

As it stands, National Treasury  

is already relying heavily on the 

higher-earning segment of the indi-

vidual tax base, and measures like 

these forces the hand of taxpayers 

who are already contemplating their 

departure.  Ultimately, we end up 

permanently losing important tax-

payers and their descendants to  

the tax base, which leads to less reve-

nue for government. 

Cunning as it may be, it would 

seem that government’s band aid is 

a temporary fix that will exacerbate 

a far larger problem.  

this results in so-called “bracket 

creep”. 

In real terms, while this means 

that individuals are technically ear-

ning more, in real terms they are  

actually taking home less pay each 

month as compared to the previous 

year.  In fact, in many cases tax-

payers may be pushed into a higher 

tax bracket.  The upshot is the tax-

payer’s pay increase is wiped out  

by additional taxes. 

It should also be mentioned that 

this is the second year in a row  

that the tax brackets have not been 

increased, which means that tax-

payers will need to further reduce 

their cost of living for another year, 

in order to make ends meet.  While 

this will not necessarily affect lower 

income earners, it will certainly have 

a significant impact on the already 

overburdened taxpayers in the  

middle- and higher-income brackets. 

This also affects those who will 

be withdrawing lump sum benefits 

from their pension interest.  In this 

case, the special tax rates applicable 

to these amounts have also re-

mained unchanged, which means 

that these persons will be forced to 

climate—and with SARS so far be-

hind on collection—it is unlikely 

that the 2019 legislative cycle would 

not have been put to good use to 

drum up some more money. 

Government is smart enough to 

understand that big changes cause 

controversy, as we have seen with 

the VAT rate increase or the amend-

ment to the exemption on foreign 

employment income.  With no such 

amendments, were taxpayers truly 

given a tax break in light of the  

current economic landscape? 

 

No change means more revenue 
In truth, the biggest change by far is 

not a change at all, nor is it actually 

found in the Income Tax Act or Tax 

Administration Act. 

The Rates and Monetary Amoun-

ts and Amendment of Revenue Laws 

Act, 2019 proposes no amendment to 

the tax brackets which prescribe the 

rates of tax applicable to individual 

taxpayers.  In a country with a  

relatively high inflation rate, this  

is a problem, since the salaries of  

employees generally increase in line 

with inflation.  Where the tax brac-

kets are not adjusted accordingly, 
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Thomas Lobban, Jean Du Toit and Jonty Leon 
are from Tax Consulting SA. 

 

 

 

KEY UPCOMING TAX SUBMISSION DATES 
 

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

Provisional tax returns 
29 Feb 2020 Second period, 2020 tax year 

 

There are certain amounts excluded from CGT if you are retiring—

particularly if you own a small business 

Retirement, small business, 
and CGT 

 

CAPITAL GAINS TAX 

By: STEVEN JONES 

having a big party at which the  

company presents you with a gold 

watch.  It o-en involves the not-

RETIREMENT FOR small business 

owners is not simply a case of han-

ding in your resignation leEer and 

inconsiderable task of selling your 

business—particularly if there is no 

‘heir apparent’ to take over the reins. 

And then there is the whole ques-

tion of Capital Gains Tax (CGT) once 

you have actually managed to  

sell.  Fortunately, there is relief at 

hand—provided that you and your 

business meet certain criteria. 

Normally you would pay CGT on 

the difference between the base cost 

(the amount that you put in to es-

tablish the business, plus additional 
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by Steven Jones—Editor 
 

The beginning of a new year is normally a good 
time to take stock, and even if making new 
year’s resolutions is not your thing, it’s still 
worthwhile putting plans in place to get one’s 
affairs into shape—and with two months to go 
before the end of the 2019/20 tax year, this is  
an opportune time to tie up any loose ends so 
that you are ready when you need to account to 
SARS. 

There’s certainly a lot that happens once we 
start getting towards the end of February. 

For instance, if you haven’t maximised your 
contributions to retirement funds for this tax 
year, you have two months to do so if you still 
want to get the tax relief within this year. 

There’s also the matter of sorting out your 
second provisional tax payment, which also 
falls due at the end of February. Hopefully you 
have put aside sufficient funds over the past 
four months to pay the tax due, as while there 
is still an opportunity for individuals to make a 
voluntary third top-up payment at the end of 
September, this comes hard on the heels of  
the August month-end payment for the follo-
wing tax year. 

Looking further into the new tax year, perhaps 
you are thinking of retiring from your business 
or professional practice?  If so, you will proba-
bly be well aware that this involves a lot more 
than simply setting a date and handing in your 
notice. 

Getting a business sold is not for the faint-
hearted, and in my experience many clients 
have not prepared themselves for the CGT 
shock which often comes a year later when 
competing their tax returns.  Imagine the finan-
cial disaster that could occur if a taxpayer has 
invested the proceeds of their sold business 
into another retirement-providing vehicle, only 
to then have to liquidate positions to pay  
SARS. 

To avoid being caught unawares, our article on 
Page 2 is a good starting-point. 

Whilst dealing with planning, the reality that 
very few of us want to face is that we will all  
die some day.  Unfortunately, SARS doesn't go 
away after death, and while the exemption of 
R3.5 million sounds like a lot of money, the 
average estate can soon exceed this figure, as 
the example in our Page 5 article indicates. 

Planning for estate duty doesn’t necessarily 
have to imply complicated trust structures.  In 
fact, a slight increase in one’s life cover will be 
sufficient to meet any estate duty liability for 
most people. 

Finally, Ettiene Retief strips away the hype and 
provides some solid advice on how to deal with 
the changes to the foreign services exemption, 
which takes effect in two months’ time.  Starting 
on Page 6, Retief’s article highlights how the 
idea of ‘financial emigration’ has been touted  
by a number of consultants—and why, in the 
majority of cases, going this route is not ad-
visable. 

or partnership), or your entire 

shareholding or members’ inte-

rest (in the case of a private  

company or close corporation). 

• If you own or have interest in 

more than one business, the  

total assets of all businesses 

owned by you may not exceed 

R10 million. 

• You must have been substan-

tially involved with the day-to-

day operations of the business. 

• You must have held this interest 

for a continuous period of 5 years 

or more prior to the disposal. 

• If the business is not sold for 

cash, and deferred repayment 

terms are granted, all payments 

must have been received within 

24 months of the sale of the busi-

ness. 
 

Other retirement benefits 
In addition to the value of your  

business, you may have invested  

in other vehicles over the years to  

provide for your retirement. 

For example, you may have taken 

out a retirement annuity—a popular 

retirement funding vehicle for small 

business owners—or your business 

may have established a pension or 

provident fund for the benefit of 

employees, in which you as owner 

had also participated. 

The good news is that these  

benefits are specifically excluded 

contributions made by you over the 

years), and the proceeds (the price 

you sold the business for).  If you 

have no other capital gains during 

the year, only R40 000 of the capital 

gain will be exempt from CGT. 

However, if you are selling the 

business in contemplation of retire-

ment, Paragraph 57 of the Eighth 

Schedule to the Income Tax Act 

(which deals with CGT) provides 

that this exemption is increased to 

R1.8 million in respect of capital 

gains made from the sale of the busi-

ness. 

To qualify for the increased ex-

emption, the following criteria need 

to be met: 
 

• You must be over the age of 55,  

or must be selling as a result of  

ill-health or other infirmity. 

• If you have died and your exe-

cutor sells the business as part  

of winding up your estate, the 

exemption also applies. 

• The market value of the business 

may not exceed R10 million at the 

time of sale. 

• If the business is housed in a pri-

vate company or close corpora-

tion, you must hold at least 10% 

of the shares or members’ inte-

rest (whichever the case may be). 

• You must dispose of your en- 

tire share of the business assets 

(in the case of a sole proprietor  

CAPITAL GAINS TAX 
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For retiring small business owners, there’s plenty to be done before you can finally put your feet up. 
Picture credit: Pixabay.com (https://pixabay.com/photos/cottage-lake-water-nature-summer-1550083/) 
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These benefits are exempt from 

CGT irrespective of the size of  

business involved, i.e. your business 

does not have to qualify under the 

‘small business’ rules for these bene-

fits to be exempt. 

thereof, their spouse, dependent or 

nominee, or the former spouse who 

acquired the policy as a consequence 

of divorce. 

So-called ‘key-person’ policies, or 

policies taken out with the specific 

purpose of buying out a fellow part-

ner, shareholder, or member upon 

your death, disability, or severe ill-

ness, also qualify for exemption 

from CGT. 

from CGT in terms of Paragraph 54 

of the Eighth Schedule, provided 

that you have retired from these 

funds in accordance with the rules 

thereof. 

In addition to this exemption, 

Paragraph 55 provides that benefits 

from long-term life insurance  

policies are also exempt from CGT, 

provided that the person who re-

ceives the benefit is the owner  

 TAX BREAKS   

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. 

returns on behalf of taxpayers.  If  

it is a sole practitioner, this may re-

quire the taxpayer to take their tax 

maEers to a new practitioner. 

Industry bodies such as the 

South African Institute of Chartered 

Accountants (SAICA) and the South 

African Institute of Tax Profes-

sionals (SAIT) confirmed that their 

members have been receiving leEers 

from SARS about non-compliance. 

Beatrie Gouws, head of stake-

holder management and strategic 

development at SAIT, says that 

SARS has been pursuing tax prac-

titioners whose own returns are  

not up to date, or who have unpaid 

SARS HAS been taking steps to 

‘align’ tax practitioners with the  

law that regulates those who ad- 

vise or assist taxpayers with their 

tax maEers. 

SARS commissioner Edward Kie-

sweEer recently confirmed that 

SARS has started with the deregis-

tration of non-compliant tax practi-

tioners, adding that “We have come 

across tax practitioners and tax  

preparers who o-en aid and abet 

taxpayers to either overstate ex-

penses or under-declare income.” 

Once a tax practitioner has been 

deregistered, they will no longer be 

allowed to give advice or submit  

Non-compliant tax practitioners face being deregistered and barred 

from practicing 

“Toe the line”—Kieswe)er 
 

By: AMANDA VISSER 

SARS commissioner Edward Kieswetter: Taxpayers are accountable for their declarations, but may have 
legal recourse in cases of practitioner misconduct.  Picture credit: Moneyweb 
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debts with SARS. 

Tax practitioners have also been 

receiving leEers from SARS on the 

way they are handling taxpayer files 

or because they are missing “proce-

dural commitments” such as dead-

lines. 

SAICA tax suite project director 

Somaya Khaki says that SARS has 

given non-compliant practitioners a 

specific timeframe to remedy com-

plaints, or to prove to SARS that 

they are in fact compliant. 
 

From administrative to criminal non-
compliance 
The non-compliance can range from 

criminal conduct to non-submis- 

sion of tax returns over multiple tax 

types, as well as non-compliance 

with the bylaws or codes of conduct 

of the recognised controlling bodies 

(RCBs). 

The regulatory framework for 

tax practitioners was introduced in 

2013 to ensure that practitioners  

are properly qualified when they 

give advice—either in terms of  

educational qualifications or years 

of experience.  “If someone is regis-

tered [with an RCB and SARS], one 

would assume that they have the 

required experience and qualifica-

tions,” says Khaki. 

The Section of the Tax Admin-

istration Act relating to the deregis-

tration of tax practitioners for non-

compliance is relatively new. 

If a practitioner has been found 

tax non-compliant in the last 12 

months for an aggregate period of  

at least six months, they will first 

receive a leEer from SARS reques-

ting them to either prove that they 

are compliant, or to remedy the non-
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and procedures. 

She adds that if a practitioner is 

registered in terms of the Act, it is 

reasonable to expect that the RCBs 

will act as an interface with SARS, 

and also manage the taxpayer’s  

tax and procedural risk—ensuring 

that the taxpayer follows the cor-

rect procedures and discloses the 

necessary information based on the 

appropriate tax positions. 

Taxpayers must be wary of tax 

practitioners who want to use their 

profile to submit their return. Practi-

tioners have profiles linked to their 

clients with SARS.  In instances 

where there has been misconduct, 

SARS and the RCB can hold the  

practitioner accountable for their 

actions. 

 
The taxpayer remains ultimately re-
sponsible 
The ultimate responsibility for their 

tax affairs, however, remains with 

the taxpayer—regardless of whe-

ther someone else prepares it on 

their behalf, says Khaki.  “SARS will 

come a-er you as the taxpayer.” 

People need to take that serious-

ly and not just abdicate all the re-

sponsibility to the tax practitioner, 

warns Khaki.  KiesweEer adds that 

compliance within 21 days of that 

leEer. 

However, if they do not prove 

compliance, or the non-compliance  

is not remedied within the specified 

time period, they will be deregistered 

as a tax practitioner and may not 

practice as such from the date of 

deregistration—and, effectively, for 

a further period of six months a-er 

having become compliant.  “If a tax 

practitioner has offered proof that 

they are compliant, and SARS rejects 

the evidence, the practitioner can 

approach their controlling body and 

request intervention,” says Khaki. 

There are currently nine control-

ling bodies recognised by SARS.  In 

addition, the Tax Administration  

Act automatically recognises the 

Law Society of South Africa, the 

General Council of the Bar of South 

Africa, Bar Councils and Societies of 

Advocates, as well as the Indepen-

dent Regulatory Board for Auditors 

(IRBA) as controlling bodies. 

According to Gouws, all of the  

RCBs maintain the minimum quali-

fications and experience require-

ments of their members—as well  

as the continuing professional edu-

cation requirements, tax compli-

ance, and disciplinary processes  

SARS is “clear” that taxpayers will  

be held accountable for their own 

declarations—but to the extent that 

tax practitioners are complicit, there 

is legal recourse against them. 

Khaki says that if the practitio-

ner was negligent or offered bad  

advice, taxpayers can complain to 

the RCB or to SARS, and there will  

be investigations.  Consequences are 

sure to follow if there is evidence  

of negligence. 

If, however, the individual ends 

up with a tax liability because of  

an incorrect disclosure, they still 

need to answer to that.  The action 

against the practitioner is a separate 

process. 

Gouws warns that taxpayers 

who use non-registered practitio-

ners open themselves up to tax,  

reputational, and financial risks.  “It 

makes them vulnerable to costly 

administrative and procedural mis-

takes, even if the tax position they 

have adopted is correct.  They are 

also vulnerable to false promises  

and fly-by-nights because the indi-

vidual is not being held accountable 

by an RCB.” 

Amanda Visser is from Moneyweb. 

family takes into account their 

house, personal effects, group life 

cover, personal life assurance poli-

cies, and accumulated pension bene-

fits, it’s frightening just how quickly 

one’s estate can exceed R3.5 million 

per taxpayer. 

The following scenario dealing 

with how to calculate the estate  

duty liability is taken from an ac- 

tual question received, with only the 

names and dates being changed to 

protect confidentiality. 

SINCE THEN-Finance Minister Pra-

vin Gordhan announced in the 2010 

Budget that the unused portion of 

the R3.5 million estate duty basic 

abatement could be carried over for 

the surviving spouse’s benefit, giving 

a combined exemption benefit of  

R7 million, the average Joe (or Jean, 

to be gender-inclusive) has all but 

forgoEen about estate duty. 

However, although this sounds 

like a lot of money, by the time  

an average middle-class suburban  

When the Grim Reaper comes, SARS is not far behind… 

A ‘quick and dirty’ estate 
duty scenario 

 

By: STEVEN JONES 

ESTATE PLANNING 

Scenario 
Joe Soap died in a car accident in 

November 2009 and le- the follo-

wing assets at his time of death: 

• Cash at bank R3 500 000 
• Original artwork bequeathed 

to his daughter Julie R5 000 000 
• Family jewels which he left 

to his wife Rose R800 000 
• A collectors’ motorcycle that 

was sold to a family member R500 000 
 

Joe also enjoyed the right of use  

of a house valued at R3 950 000.  This 

right was automatically transferred 

to his brother James (aged 59 years) 

on the day of his brother’s death. 

Moment of truth 

“You don't pay taxes— 

they take taxes.” 
 

Chris Rock, American comedian and actor. 
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any expenses incurred by the estate.  

In this example, the cash amount is 

calculated as follows: 

• Cash at bank R3 500 000 
• Add: Proceeds from the sale 

of the motorcycle R500 000 
• Less: Amounts payable by the 

deceased on his various out- 
standing accounts (R259 000) 

• Less: Funeral expenses (R36 000) 
• Less: Administrative costs,  

Master’s fees, and executor's 
remuneration (R393 000) 

Cash available for distributionCash available for distributionCash available for distributionCash available for distribution    R3R3R3R3    312312312312    000000000000    
 

Finally, we can calculate the estate 

duty liability.  For purposes of this 

calculation, we have assumed that 

Joe is married out of community of 

property, and that the accrual sys-

tem does not apply to Joe and Julie’s 

marriage.  The calculation is as  

follows: 

• Original artwork (bequeathed  
to his daughter Julie) R5 000 000 

• Value of usufruct (bequeathed  
to his brother James) R3 246 919 

• Less: Settlement of out- 
standing debts (*) (R259 000) 

• Less: Funeral expenses (R36 000) 
• Less: Administrative costs,  

Master’s fees, and executor's 
remuneration (*) (R393 000) 

• Less: Section 4A abatement  
(basic exemption granted to 
all estates) (R3 500 000) 

Dutiable value of the estateDutiable value of the estateDutiable value of the estateDutiable value of the estate    R4R4R4R4    058058058058    919919919919    
Estate duty at 20% R811 784 
 

Note that the value of the family 

The executor paid the following 

expenses: 

• Amounts payable by the  
deceased on his various out- 
standing accounts R259 000 

• Funeral and deathbed expenses R36 000 
• Administrative costs, including 

the Master’s fees and executor's 
remuneration R393 000 
 

Although the question did not speci-

fy, we have assumed that the residue 

of the estate was bequeathed to 

Joe’s surviving spouse, Julie. 
 

Calculation 
The first step is to calculate the  

value of Joe’s right to use the house, 

since this figure is one of the ‘missing 

links’’ in determining the total value 

of the estate subject to estate duty. 

This right is known as a usufruct, 

and the value is determined by cal-

culating the annual value of the use 

of the property, discounted at 12% 

per annum, over the life expectancy 

of the beneficiary.  One calculates 

this by looking up the present value 

of R1 at 12% per annum on the Life 

Expectancy Tables (Table A) pub-

lished by SARS.  In Joe’s case, the 

value is R3 246 919, being 6.85004 

(present value of R1 for a male aged 

59), multiplied by R3 950 000, multi-

plied by 12%. 

Secondly, we need to determine 

the amount of cash remaining in  

the estate, taking into account the 

proceeds of assets sold, as well as 

jewels that Joe bequeathed to his 

wife Rosie has been excluded from 

the estate, since bequests to the sur-

viving spouse are exempt from es-

tate duty in terms of Section 4(q) of 

the Estate Duty Act. 

The remaining cash a-er the 

payment of estate costs has also 

been excluded from the calculation, 

since in this case such cash would 

have formed the residue of the es-

tate that was bequeathed to the  

surviving spouse, which also falls 

under the Section 4(q) exemption. 
 

Conclusion 
Please note that this is a “quick and 

dirty” calculation aimed at seEing 

out the basic principles of estate du-

ty for the purposes of addressing 

this specific example.  It has not tak-

en into account any estate planning 

techniques that could have been 

employed (and would have pro-

duced a very different estate duty 

result).  Also, one’s marital status and 

marriage regime has a significant 

impact on the estate duty calcula-

tion, and providing calculations for 

all possible scenarios would be be-

yond the scope of this article. 

Finally, whilst an article such as 

this may make estate duty calcula-

tions seem simple, planning and  

administration of estates is a fairly 

complex area for which appropri- 

ate professional advice should be 

sought. 

Whilst financial emigration may be a viable option for a small minority 

of individuals, for the majority it’s likely to be a costly exercise which 

won’t in the long-term provide significant tax relief 

Understanding the true 
cost of financial emigration 

 

INCOME TAX 

RECENT NEWS reports have pro-

vided conflicting—and even wholly 

inaccurate—information around the 

implications for expats to the sche-

duled 1 March 2020 change to the  

Income Tax Act. 

Alarmingly, a number of tax prac-

titioners and financial advisors have 

been recommending that people fi-

nancially emigrate in order to avoid 

the partial removal of the exemption 

on foreign services income that the 

revised Act has implemented—and 

while financial emigration is a via-

ble option for a small minority of 

individuals, for the majority it’s  

likely to be a costly exercise which 

won’t in the long-term provide sig-

nificant tax relief. 
 

What exactly is financial emigration? 
It is the process whereby taxpayers 

change their status with the South 

African Reserve Bank (SARB) from 

resident to non-resident.  It’s a pro-

cess conducted purely for exchange 

control purposes, but which does 

not affect your citizenship status in 

any way. 

Emigration, on the other hand, is 

By: ETTIENE RETIEF 
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dered. 

However, while the exemption 

clause was intended to protect indi-

viduals from being doubly taxed, it 

was never intended to relieve tax-

payers of double non-taxation.  The 

reality, however, is that some indi-

viduals are using this clause to  

avoid paying tax in any jurisdiction.  

The United Arab Emirates, for exam-

ple, has no direct tax requirements  

in place.  South African expats  

working there could, therefore, in 

theory, avoid paying any tax at  

all, whilst still retaining their South 

African residency. 

In response to this trend, SARS 

announced that it intended remov-

ing this exemption but as a result of 

public pressure, has agreed to delay 

its removal until March 2020. 
 

Understanding the changes to the 
Income Tax Act 
Once the amendments to the In-

come Tax Act come into effect in 

March 2020, South African tax resi-

dents working abroad will only be 

exempt from paying tax on the  

first R1 million they earn abroad. 

Therea-er, they will be required to 

pay tax on any foreign earnings. 

The revised Act does, however, 

make provision for expats working 

abroad who are registered for tax  

in those countries.  In these instan-

ces, the Act allows those individuals 

to apply for credits in South Africa 

which are offset against the tax  

that they owe locally, with the tax 

rate starting at the lowest rate. 

The reality, therefore, is that 

a very different process as it involves 

physically relocating from one coun-

try to another country, either in the 

short or long term.  Once emigration 

has become a permanent status, the 

process of financially emigrating—

during which time the individual’s 

assets move from their old country 

of residence to their new country of 

residence—takes place. 

The mistake that many people 

are currently making is that they  

are expecting financial emigration  

to resolve their issues around paying 

tax in South Africa on income that  

is earned abroad, a so-called ‘expat 

tax’.  The reality, however, is that 

financial emigration for most indi-

viduals won’t provide material tax 

savings. 
 

Historical context 
It’s not uncommon in this modern 

era to find individuals who have  

primary residence in one country 

but who work and earn income in  

at least one other country.  The  

question is, where do they pay tax? 

There has been a global ac-

ceptance that it’s not fair to expect 

individuals to pay tax in both their 

country of residence, and in the 

country in which they earned the 

income.  As a result—and in order  

to relieve the burden of paying  

double tax—it became acceptable 

practice that the country in which 

the income was earned has the  

right to charge tax, in which case  

the income then became exempt 

from tax in the individual’s country 

of residence (or the country of resi-

dence provided a credit for the tax 

paid in another country). 

Section 10(1)(o)(ii) of the Income 

Tax Act is the Section which pro-

vides this particular tax exemption 

to South African expats on their  

foreign services income.  The pro-

viso, however, is that they need to  

be outside the country for a total  

of more than 183 days, of which at 

least 60 days are consecutive days  

in any 12-month period.  Individuals 

who met these conditions were 

effectively exempt from paying tax 

on their income in South Africa 

which relates to those services ren-

South Africans working abroad  

will in most instances not be signifi-

cantly negatively impacted by the 

changed regulations, and will still 

not be doubly taxed.  The only indi-

viduals who will be detrimentally 

impacted are those earning very 

large amounts offshore—and even 

in these instances, they will still  

only be paying the same amount of 

tax they would have been paying  

in South Africa in any event. 

What’s important to understand 

is that to all intents and purposes 

the law has not changed, but has 

instead just corrected a loophole. 

It would be counter-intuitive to 

allow South African residents who 

spend the majority of their time in 

the country and have the majority  

of their assets here, to avoid paying 

tax locally.  South Africa’s tax regime 

is based on a residence-based system 

and is evaluated according to how 

much time you spend in the country, 

where your assets are based, where 

your family resides most of the time, 

and where the country in which 

your primary residence is situated. 

South African residents working 

abroad permanently and spending  

the majority of their time living 

abroad would already be considered 

non-residents from a tax perspec-

tive.  Remember that it is possible to 

change your tax residency without 

having to financially emigrate. 
 

When is financial emigration a good 
idea? 
While financial emigration is not a 

means of avoiding the expat tax, 
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residency, given that it is only an 

exchange control provision. 

Physical emigration and financial 

emigration only comfortably over-

lap when a taxpayer is legitimately 

emigrating.  The laEer doesn’t work 

if the individual intends to continue 

residing in South Africa. 
 

Conclusion 
Before deciding to financially emi-

grate, make sure that all the facts  

are at hand.  Understand the cost 

and long-term implications, and 

carefully consider these before de-

ciding on this route.  

To financially emigrate as a 

South African resident in order to 

avoid a small amount of tax is pro-

bably not a wise decision—and  

even if the taxpayer is legitimately 

emigrating, they shouldn’t finan-

cially emigrate until they are totally 

convinced that this is a long-term 

decision. 

mean that the individual will have to  
relinquish their South African citizenship, 
and they may retain their South African 
passport. 
 

There are downsides to financial emi-
gration 
What recent news reports encoura-

ging individuals to emigrate finan-

cially in order to avoid the expat  

tax have failed to reveal, is that fi-

nancial emigration is an expensive 

exercise.  There is a huge tax impli-

cation involved in changing an indi-

vidual’s tax residency. 

By financially emigrating, an  

individual is deemed to have dis-

posed of all their assets in South  

Africa, which means that capital 

gains tax starts applying.  Should  

the individual decide at some future 

point to return to South Africa, that 

tax won’t be refunded. 

To avoid South African taxation 

rules, an individual would need to 

first change their tax residency.  Fi-

nancial emigration is the very last 

step—and even then, it’s not an  

essential part of an amended tax 

there are some limited circumstan-

ces when it is a viable option. 

A viable reason for emigrating 

financially is in order to access your 

retirement funding earlier, or to shi- 

an inheritance offshore.  However, 

what an individual should not forget 

is that it is possible to make use of 

the R10 million foreign investment 

allowance without having to finan-

cially emigrate. 

Now that foreign income above 

R1 million is no longer exempt from 

tax, the authorities are concerned 

not just with income earned abroad, 

but also the value of fringe bene- 

fits, including employer-provided  

accommodation, which the indivi-

dual has received.  The addition of 

fringe benefits can quickly launch  

an individual over the R1 million 

threshold.  This is something of a 

contentious issue, particularly if the 

taxpayer is working in a developing 

country and is subjected to very 

basic (but o-en fairly costly) accom-

modation, which is then taxed. 

A SARS tax compliance certifi-

cate is required should an individual 

decide to emigrate. There are three 

types of compliance certificates that 

an individual can apply for.  These 

are as follows: 

• Certificate of Good Standing: When a tax-
payer wants to confirm that their tax af-
fairs are in order with SARS. 

• Foreign Investment Allowance: When a 
taxpayer will be investing funds outside  
of South Africa.  Foreign Investment Allow-
ance applications are only available to 
individuals older than 18 years of age. 

• Emigration: When a taxpayer will be per-
manently leaving South Africa to reside in 
another country, and can only be selected 
if the eFiler is registered for Income Tax 
and is an individual.  It formalises an  
individual’s exit from South Africa for  
exchange control purposes.  It does not 

Ettiene Retief is chair of the national tax  
and SARS committee at the South African 
Institute of Professional Accountants. 

The important question to ask is whether the relocation is likely to be long-term. 
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