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 Overview 
 

In a slightly surprising, but nevertheless welcome, South African 2020 Budget Speech today, 

the Honourable Minister of Finance announced that there would be no significant tax 
increases to the major taxes for the forthcoming tax year. Widely anticipated increases to 

value-added tax (“VAT”), income tax, capital gains tax and estate duty did not materialise. In 
addition, there is a commitment to the gradual reduction of the corporate tax rate in the 

interests of global competitiveness, but this is to be accompanied by more immediate 
limitations to corporate income tax deductions, which will be outlined below. 

  
More broadly, the minister forecast that the economy would grow at the weak rate of 0.9% 

over the next year, while inflation was projected at approximately 4.5%. The expected 
shortfall between revenue and expenditure will inevitably increase our national debt. 

  
     

Corporate income tax 

 a discussion document released for comment (closing date 17 April 2020) will 
discuss a proposal to restrict net interest expense deductions to 30% of earnings for 
years of assessment commencing on or after 1 January 2021. This measure is 
addressed in the context of base erosion and profit shifting by multinationals, but it 
is not completely clear that it is limited to cross-border transactions. We will 
comment further on the discussion paper in due course. 

 certain tax incentives are to be closed off in future. Some of the incentives 
mentioned include those dealing with airport and port assets, rolling stock, loans for 
residential units, the section 12I tax incentive for industrial policy projects and the 
urban development zone incentive. The urban development zone incentive will be 
extended for one year while it is reviewed. The incentive for special economic zones 
will not be expanded beyond the current six approved zones. 

 the off-set of assessed losses carried forward will be limited to 80% of taxable 
income for years of assessment commencing on or after 1 January 2021. 

 for banks, alleged avoidance involving effective conversion of income to dividends 
by covered persons will be addressed. 



 

 anti-avoidance rules will be extended relating to transfer of collateral in securities 
lending arrangements. 

 venture capital companies will receive attention regarding continuation beyond the 
sunset date of 30 June 2021 and clarifying certain anomalies. 

 mining companies will receive attention in relation to allowable mining capital 
expenditure, and removing the discretion of the Minister of Finance in relation to 
ring-fencing capex per mine. 

 various aspects of Real Estate Investment Trust (“REIT”) taxation will be addressed 
including: 

 updating the listing criteria; 
 excluding preference share and non-equity shares; and 
 addressing taxation of foreign dividends received by a REIT 

  
    

 Tax administration 
 

The South African Revenue Service’s (“SARS’”) ability to issue estimated assessment will be 

extended to circumstances where a taxpayer has failed to supply relevant requested 
material on more than one occasion without adequate response. 

  
Consideration is being given to an extension of SARS’ ability to withhold a refund under 

certain circumstances (including possibly criminal investigations) to all taxes. 
  
     

 Doubtful debts 

 deductions in respect of secured debt arrears owing to non-bank taxpayers who do 
not apply IFRS9 is to be revised. 

 for banks, the determination of deductions for impairments under IFRS 9 is to be 
reviewed. 

 changes will be made to avoid anomalies for lessors (both bank and non-bank) 
applying IFRS9 in relation to certain lease receivables. 

    

 Green taxes 
 

 carbon tax will increase by 5.6% for the 2020 calendar year. Government will review 
the design of the carbon tax after it has been in operation for at least three years. 

 purchase tax on motor vehicle emissions will increase for passenger cars to 120 per 
gram and to 160 per gram for double cab vehicles. The threshold for passenger 
vehicles will be adjusted from 120 grams to 95 grams. These will take effect from 1 
April 2020. 

 the incandescent light bulb levy will increase from ZAR8 – ZAR10 from 1 April 2020. 



 

 the plastic bag levy will be increased from 12 cents to 25 cents per bag effective 1 
April 2020. 

 not strictly a green tax: heated tobacco products are to be taxed at a rate of 75% of 
the cigarette excise rate with immediate effect and electronic cigarettes are to be 
taxed in 2021. No details have been announced yet. 

 Government is preparing to publish an environmental fiscal reform review paper 
which will explore potential new environmental taxes and reforms such as: 

 restructuring the general fuel levy; 
 road pricing charges; 
 annual carbon tax on vehicles; 
 reviewing inefficient fossil fuel subsidies including zero-rating of transport 

fuels; 
 considering product taxes on electrical and electronic waste; and 
 reviewing the tax treatment of company cars to incentivise the use of more 

fuel efficient vehicles. 

  
     

 Watch this space 

National Treasury will be giving attention to the following areas for legislative action in the 

near future: 
  

 examining the regulation and tax treatment of unlisted REITs. 
 reviewing the tax treatment of amounts received by portfolios of collective 

investment schemes. 
 the fiscal treatment of the upstream petroleum sector which is currently under 

consideration with stakeholders. 
 government is establishing a deposit insurance scheme to protect depositors in the 

event of bank failure. It is envisaged that banks will make contributions to this 
scheme, and the tax implications relating to this scheme are to be considered. 

  
    

Trusts 
 

 the anti-avoidance rules relating to the making of loans to trusts (section 7C) will be 
reviewed to avoid the circumvention of these rules, inter alia, by the use of 
preference share funding into trust-owned companies. 

  
     

 Tax reorganisation rules 



 

 attention will be given to legislation dealing with share-for-share and asset-for-share 
transactions and, in particular, curbing value shifting within these transactions. 

 the interaction of various anti-avoidance rules relating to corporate reorganisations 
will be addressed to avoid double taxation. 

 unbundling transactions where 20% of the shares in the unbundled company are 
held by non-residents: this will be tightened up further to provide for the rule to 
apply irrespective whether non-resident shareholders are connected to each other. 

  
    

 Insurers 
 

 in relation to long-term insurers, the legislation is to be amended to make provision 
for the transfer of assets that do not have a market value between the relevant fund 
and the corporate fund. 

 in relation to short-term insurance, the interaction between different rules of 
taxation of benefits received by policy holders and the tax treatment of relevant 
expenses is to be reviewed. 

  
     

 Individuals and foreign remuneration exemption 

 the personal income tax brackets will be increased by 5.2% for 2020/21, which is 
above the expected inflation rate of 4.4%. 

 the primary, secondary and tertiary tax rebates will also be increased by 5.2%, 
resulting in small increases in the tax-free thresholds. The change in the primary 
rebate increases the tax-free threshold from ZAR79 000 to ZAR83 100. 

 the marginal tax rates for each personal income tax bracket will remain unchanged 
from the current rates. The overall effect of these adjustments will be ZAR2-billion in 
tax relief for individuals. 

 following no increase last year, the medical tax credits will be slightly increased from 
ZAR310 to ZAR319 per month for each of the first two beneficiaries, and from 
ZAR209 to ZAR215 per month for the remaining beneficiaries. 

 the annual limit on contributions to tax-free savings accounts will be increased from 
ZAR33 000 to ZAR36 000, with effect from 1 March 2020. 

 the property values used to calculate transfer duty will be adjusted for inflation with 
effect from 1 March 2020, having last been adjusted in 2017. No transfer duty will 
be payable on the first ZAR1-million of property value. 

 the limit on the tax exemption for foreign remuneration earned by South African tax 
residents will be increased from ZAR1-million to ZAR1.25 million per year with effect 
from 1 March 2020.  

 government and NEDLAC have agreed to proceed with retirement reform related to 
the harmonisation of all retirement benefits, including benefits provided by 
provident funds. Government will take steps to ensure the development of annuity 
products more suitable for the low-income market. 



 

 the legal framework and administration of PAYE will be reviewed with a view to 
implement a more modern, automated process for employers, with a reduced 
administrative burden. Employees will be able to monitor their tax obligations 
during the course of the year and over time, and may not be required to submit 
returns in future. 

 amending the tax treatment of reimbursement of expenses incurred by an employee 
for meals and incidental costs during a business day trip. 

 an amendment to clarify that the deduction from lump sum benefits paid by 
retirement funds in respect of contributions that did not qualify for a tax deduction 
should also include employer retirement fund contributions. 

 an amendment to close a loophole whereby employer bursary schemes seek to 
reclassify ordinary remuneration as a tax-exempt bursary granted to the dependants 
of an employee. These amendments will take effect on 1 March 2020. 

    

 VAT legislation amendments proposed 
 

 the April 2019 regulations prescribing electronic services will be amended to address 
incorrect references in the definition of “telecommunication services”. 

 similar to the dispensation afforded to foreign electronic service suppliers in terms 
of section 15(2)(a)(vii) of the VAT Act, 1991, it is anticipated that intermediaries of 
electronic services suppliers will also be permitted to account for VAT on a payment 
basis. 

 section 8(25) will be expanded to apply to assets that may be excluded from relief in 
terms of the corporate rollover rules to avoid the unintentional exclusion of the VAT 
relief to parts of a transaction that would have otherwise qualified for relief under 
the going-concern provisions of the VAT Act.  

 arrangements made with, and decisions by SARS in terms of section 72 of the VAT 
Act prior to the 2019 amendment of the provision, will be reviewed to determine 
whether these arrangements or decisions should be discontinued or extended. 

 certainty will be provided regarding the value of supply rule applicable in instances 
where a vendor who accounts for VAT on an invoice-basis has claimed a full upfront 
input tax deduction on an invoice that has not been fully settled within 12 months 
and the vendor is thus required to account for output tax on such unsettled invoice. 

 regulations or legislation will be amended to address schemes and malpractice 
identified within the value chain relating to gold exports. 

 the zero-rating of transport fuels will be reconsidered as part of the review process 
of inefficient fossil fuel subsidies.  

  
     

 International tax 

A number of changes are proposed in the international tax arena, including the following: 

   



 

 currently, when a company ceases to be a South African tax resident, in terms of the 
Income Tax Act, 1962, there is a deemed disposal of the company’s assets that 
triggers capital gains tax. Despite this rule, residents that hold shares in a company 
that ceases to be a resident could subsequently dispose of such shares and qualify 
for the participation exemption in respect of any gain realised on such disposal in 
terms of paragraph 64B of the Eighth Schedule to the Income Tax Act. It is proposed 
that measures be introduced to address the availability of the participation 
exemption in such instance. 

 certain changes will be made to the exemptions applicable in respect of foreign 
dividends received by residents to ensure that the tax exemption is denied in 
respect of foreign dividends that arose from amounts that previously qualify for tax 
deductions. 

 certain changes will be made to refine the tax treatment of capital flows. The 
following is proposed in this regard: 

 measures will be introduced to restrict the artificial reduction of dividends 
and capital gains tax. Current exchange control provisions restrict the use of 
loop structures in part to protect the tax base. If so-called “loop structures” 
are no longer restricted in terms of the exchange control rules, a controlled 
foreign company (“CFC”) could own a South African resident company, in 
which case dividends flowing from the resident company to the resident 
individual or trust through the CFC are tax exempt for the resident individual 
or trust. A further “loop structure” risk exists where a resident disposes of 
shares in a CFC that owns South African assets, in which case unrealised gains 
attributable to the South African assets may not be taxed if the resident 
qualifies for the capital gains tax participation exemption. It is proposed that 
the CFC rules be amended to limit the dividend exemption available to a 
resident individual or trust in these circumstances. Such dividends will be 
taxed at an effective rate of 20%. In addition, it is proposed that the 
participation exemption for capital gains on the disposal by a resident of 
shares in a CFC should not apply where the value of those shares is derived 
from South African assets. 

 currently, upon emigration for exchange control purposes, individuals are 
able to withdraw funds from, inter alia, their pensions fund. As a result of the 
changes to the current exchange control regime, the concept of emigration 
as recognised by the South African Reserve Bank (“SARB”) will be phased 
out. It is proposed that the trigger for individuals to withdraw funds in such 
instance be reviewed. 

  
  
    

Transfer pricing 
 

 the only proposed amendment is to the definition of an “affected transaction” in 
section 31(1) of the Income Tax Act. 

 in the case of a transaction between a non-resident “connected person” and a CFC, a 
tax benefit may not be derived by the foreign company but may be derived by a 



 

South African resident shareholder as a result of a lower inclusion of CFC net income 
for the resident. 

 to address this situation, it is proposed that the legislation be amended to refer to a 
tax benefit in relation to a CFC that may be derived by a person that is a resident. 

     

 Exchange control  

 National Treasury proposes modernising the exchange control system. Over the next 
12 months, a new capital flow management will be put in place. All foreign currency 
transactions will be allowed, except for the following risk based list of certain capital 
flow measures: 

 South African corporates will not be allowed to shift their primary domicile, 
except under exceptional circumstances approved by the Minister of 
Finance. 

 approval conditions granted by the Minister of Finance for corporates with a 
primary listing offshore, including dual-listed structures, will be aligned to the 
current foreign direct investment criteria and/or conditions to level the 
playing field. 

 cross-border foreign-exchange activities will continue to be conducted 
through dealers authorised and regulated by the Reserve Bank. 

 prudential limits on South African banks and institutional investors will 
remain, but the limits will be reviewed regularly. 

 banks’ unhedged foreign-currency exposures will remain limited to 10% of 
liabilities (known as the net open foreign exchange position) and will remain 
regulated by the Prudential Authority of the Reserve Bank. 

 the domestic treasury management company policy, which allows South 
African companies to establish one subsidiary as a holding company for 
African and offshore operations without being subject to exchange control 
restrictions, will remain in place, as will the international headquarter 
company regime. 

 the export of intellectual property for fair value to non-related parties will 
not be subject to approval. 

 the current policy of certain loop structures, which relates to the acquisition 
by private individuals of equity and/or voting rights in a foreign company, will 
remain until tax amendments are implemented to address the risks. 

 following reforms to the income tax treatment of South African residents who 
receive remuneration outside South Africa, it is also proposed that certain exchange 
control restrictions for individuals be removed, the concept of emigration as 
recognised by the South African Reserve Bank be phased out (suitable amendments 
will be considered as regards withdrawals from pension preservation fund, 
provident preservation fund and retirement annuity fund), and that natural person 
emigrants and residents be treated identically. It was announced that restrictions on 
emigrants being allowed to invest, and the requirement to only operate blocked 
accounts, have bank accounts and borrow in South Africa, have been repealed. 
However, individuals who transfer more than ZAR10-million offshore will be 
subjected to a more stringent verification process. Such transfers will also trigger a 
risk management test that will include certification of tax status and the source of 



 

 

funds, as well as anti-money laundering and countering terror financing 
requirements prescribed in the Financial Intelligence Centre Act, 2001. This should 
be phased in by 1 March 2021. 

  
    

FinTech 
 

 the Intergovernmental Fintech Working Group is introducing an online FinTech 
portal with an innovation hub, which will clarify the applicability of financial services 
regulation and support the testing of new products and services. 
  

         

 

  
 

For more information, please contact the ENSafrica tax department at info@ENSafrica.com  

No information provided herein may in any way be construed as legal advice from ENSafrica 
and/or any of its personnel. Professional advice must be sought from ENSafrica before any 

action is taken based on the information provided herein, and consent must be obtained 
from ENSafrica before the information provided herein is reproduced in any way. ENSafrica 

disclaims any responsibility for positions taken without due consultation and/or information 
reproduced without due consent, and no person shall have any claim of any nature 

whatsoever arising out of, or in connection with, the information provided herein against 
ENSafrica and/or any of its personnel. Any values, such as currency (and their indicators), 

and/or dates provided herein are indicative and for information purposes only, and 
ENSafrica does not warrant the correctness, completeness or accuracy of the information 

provided herein in any way. 
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