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In bridging the skills gap, Fasset has successfully enabled over 23 000 learners to complete learnerships. 

This could not have been done without the employers in Fasset’s sector. They too have been able to 

reap the numerous benefits available to them, such as learnership cash grants, strategic cash grants 

and income tax deductions.  Fasset and its employers in the sector have placed learners on successful 

career paths and bridged the gap. 
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Although we all know that every year brings its surprises and 

that these surprises invariably include daunting challenges, 

we naively continue to believe that the year ahead will be 

different and less turbulent, affording us a period of relative calm when 

we will be able to catch our breath. But, as theodore Roethke so 

clearly reminds us, “Time marks us while we are marking time.” Did 

our parents not also have this in mind when they ever so frequently 

reminded us that “time waits for no one”, impressing upon us the need 

to at all times use time judiciously? these wise words are boldly under-

scored by this dynamic and ever changing world in which we live; a 

world where nothing is ever static. this has and increasingly will be 

the story of our profession; a reality we ignore at our peril!

Accounting: an increasingly challenging profession

since the onset of the financial crisis in 2008, the global economy 

has dominated business life, with economic discussions and updates 

dominating the print and electronic media. Business sentiment has 

ebbed and flowed in response to the slightest wind of change. the 

crises being far from over; uncertainty, especially in europe, is set to 

prevail well into 2013. the interconnectedness of the global economy, 

although a blessing in many respects, has given rise to serious problems. 

Greece, a relatively small economy, has cast a dark shadow over the 

future of the euro, creating the threat that Portugal, spain and Italy 

would be the next countries to be driven to the brink of default. the era 

of deregulation is rapidly giving way to increasing regulation in which 

there is a general acceptance that the accounting profession has a 

key role to play in guiding organisations and governments through the 

aftermath of the financial crisis by inter alia enabling them to manage 

risk more effectively, optimise decision making, and develop strategic 

plans to guide their future business. Politicians and the public are 

looking to our profession to ensure that the current crisis is not repeated 

in future. this has led to a steep increase in the demand for qualified 

accountants, as indicated in a recent study, where it was found that 

in 63% of the countries polled (which included sri Lanka and south 

Africa 88%, and singapore 79%) there was the expectation of a 

higher demand for qualified accountants, whilst in only 9% of the 

countries polled (which included Ireland 16% and UK 15%) there was 

the expectation of a lower demand for qualified accountantsi.  these 

responses were understandably not only motivated by the prospect of 

higher economic growth, especially in the developing economies, but 

also by the possibility of another economic downturn, as this would 

further enhance the value of the insights of qualified accountants in 

developing tighter spending controls that are matched to increased 

creativity in generating income streams. Furthermore, increased 

regulatory burdens, globalisation and moves towards standardisation 

of accounting and reporting standards (IFRs) were also seen as 

important determinants, organisations requiring expert assistance to 

interpret and apply these new requirements. 

What the aforesaid in essence means is that Professional 

A WORD FROM SAIPA

From The Desk Of The Chief Executive

Unfortunately we have not 
been insulated against 

the consequences of the 
collapse of growth in many 
countries that are important 

trading partners.
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Accountants will in future be required to fill more complex roles that 

require enhanced knowledge and skills in relation to risk management, 

forward-looking analysis and become strategic and business advisors 

to their clients and employers. naturally the primary accounting 

competence will always be essential, but no longer sufficient, as 

the expectation increases for Professional Accountants to participate 

in business decision making and risk management that empowers 

their clients and employers to act responsibly and mitigate risks that 

could endanger future business performance. In the aforementioned 

survey, it was found that the following financial skills are likely to be 

in increasing demand: enterprise risk management 23%, strategic 

scenario planning 17%, improved use of data/knowledge, project 

modeling and costing 10%, intellectual capital management 10%, 

and relationship building 7%.ii  

A ray of hope in an international sea of gloom

Looking back to 1994, it is very pleasing to note that south 

Africa, contrary to developments in many other parts of the world, 

has succeeded in establishing a very sound monetary and fiscal 

foundation, evading the debt trap in which many developed 

countries find themselves. thankfully, we have been blessed with two 

outstanding ministers of finance, trevor Manual and Pravin Gordhan, 

who have very skillfully guided us through a time comparable to the 

1930 depression. Unfortunately we have not been insulated against 

the consequences of the collapse of growth in many countries that are 

important trading partners. their austerity inspired economic stagnation 

has harmed our ability to achieve and maintain the degree of growth 

we need to meaningfully reduce our devastatingly high levels of 

unemployment and to narrow the wealth divide, which is undoubtedly 

the most serious danger to future stability. now, more than ever before, 

there is a compelling need to promote the development of small and 

medium enterprises as the engines of future economic growth, and 

to address the dismal state of education, especially at school level. 

Although we spend more on education, as a percentage of GDP 

than many developed countries, we sadly fail to realise the potential 

of our human capital, basic literacy and numeracy skills slipping to 

alarming lows. Quality education is key to a future that will deliver 

the real fruits of democracy. sAIPA has an important role to play in 

revitalising education by ensuring that the training we provide is of 

the highest standard, and by motivating our members to accept the 

need for lifelong learning.  Although cPD attendance is crucial, this 

is no longer sufficient to ensure future relevance. sAIPA will develop 

short courses either internally or in partnership with tertiary institution to 

ensure its members are able to respond to future client and employer 

needs. the destiny of our profession is in our hands.

A parting word

Let us take heart from the very wise words of the great historian, Arthur 

c. clarke: The only way to finding the limits of the possible is by 

going beyond them into the impossible. 

i ACCA Report, Accountancy: The Future Outlook, p.5

ii ACCA Report, Accountancy: The Future Outlook, p.7 

A WORD FROM SAIPA
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When thomas Friedman released his book, 

the World is Flat, in 2005, he presented the 

concept that the world has become a level 

playing field, where all competitors have an equal opportunity; 

that globalisation has created a market where historical and 

geographical divisions are becoming increasingly irrelevant. 

the same is true for Professional Accountants. 

Historically the Professional Accountant was just the man with a 

calculator; or a math genius who made the books look good, the 

proverbial bean counter. Geographically he was designated to the 

quiet part of the building, with a library-like atmosphere that hardly 

pumped with excitement. You rarely met him at office functions, and 

when you did you might have seen him dusting from his shouldered 

suit, the cobwebs of his hallowed cell.

He was, in other words, hardly visible or charismatic, but that 

dynamic has changed radically, especially given the ‘flattening’ 

of the corporate world. Let us state the obvious: ‘Professional 

Accountants contribute directly to the success of an organisation.’ 

PROFESSIONAL ACCOUNTANTS

Business advisors 
of the future

When an enterprise hires a Professional Accountant, or appoints a 
consultancy, it is looking to fulfil a wide variety of responsibilities far beyond 
the finance and accounting discipline. Highly diverse competencies are 
crucial to the influence that modern day Professional Accountants have on 
strategic business operations. 

Kerry Dimmer, Freelance writer
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PROFESSIONAL ACCOUNTANTS

How they do that may not be understood entirely by those who count 

on their fingers, but what is acknowledged and respected today, is 

that Professional Accountants are enablers of value.

such value is played out in all areas of economic activity, be that as 

an employee, consultant, self-employed owner-manager or advisor; 

and you’ll find them in every imaginable sector of business from 

commerce, industry, financial services, public domain, education, 

and even not-for-profit organisations.

their titles also vary in accordance with the changing business 

environment: chief financial officer/director; treasury manager/

executive; governance director; operations controller; cost controller, 

to name a few. What we’re seeing is the way that modern 

Professional Accountants have evolved, and will continue to evolve, 

as business advisors of the future.

“What the trends indicate,” says south African Institute of 

Professional Accountants ce shahied Daniels, “is that Professional 

Accountants play a crucial role in advising management and 

influencing operational decisions. A business that does not use a 

Professional Accountant to guide and help institute strategic policies 

is limiting its vision and potential growth.”

And growth is key right now. Africa is the next frontier for 

international investment. It weathered the global economic crisis 

comparatively well and the BRIcs especially are looking at the 

potential and vast array of opportunities on the continent. Many 

local businesses, even sMMes, apart from seeking fresh investment, 

will be looking to expand into other African nations, and asking the 

important question of whether it is a viable consideration.

the Professional Accountant knows this, he’s been watching the 

global charts from an economic perspective, and he is therefore in a 

position to be a functional, and valuable, leader/contributor. 

so what is the impact of the Professional Accountant on business 

growth today? “A very loaded question,” says Daniels. “But if we 

consider just the wide range of roles combined with the sheer 

number of Professional Accountants at executive and management 

level, the impact must be significant. However we must remember 

that ultimately it is the individual who will determine their own success 

in how they support their organisation.”

Accounting professionals have a reputation for being trustworthy, 

competent and responsive. Business knows this but sAIPA takes these 

values a step further by requiring that its members, the Professional 

Accountant (sA), to adhere to the fundamental principles of professional 

ethics such as integrity, objectivity, professional competence and due 

care, confidentiality and professional behaviour. 

Working within these parameters the Professional Accountant, 

who typically deals exclusively with small to medium-sized 

businesses, has begun to acquire new skills that fall outside their 

area of expertise, and, in fact, these enterprises are beginning to 

demand broader talents. 

A KMPG study three years ago showed that financial departments 

who have the ability to influence business leaders, is the main 

driver of high performance. the study cites two key components as 

imperatives: better business intelligence – the right information at the 

right time; and better business skills – the right people. 

Business intelligence is a collection of insightful information that 

helps business leaders make better decisions to enhance value. the 

study showed that in many cases the provision of robust business 

intelligence differentiates top performers from the rest. 

Having the right business skills enables financial professionals to 

give life to business intelligence and the implication is that unless 

there are high performing individuals who understand this symbiosis, 

business information will lose its impact.

How accountants can evolve into influencers of business, suggests 

the report, is by understanding economic trends, the industry, and the 

competitive landscape in which the organisation operates. 

It is interesting that KPMG is not the only study to point out that 

it is important to retain and develop existing financial talent rather 

than replacing them because they lack additional skills. Giving them 

access to global thought leadership, research studies, white papers, 

online seminars and webcasts from external providers enhances 

existing knowledge and if the accountant avails himself of these 

tools, a business will be driving performance.

“the only way that a business can sustain long-term success,” 

confirms Daniels, “is by indulging a demand-driven approach pushed 

for by Professional Accountants. Post-qualifications, combined with 

existing experience can only generate more value for stakeholders.”

Acquiring a new set of business skills, the list of which could be 

exhaustive, does not mean however, that a Professional Accountant 

needs to develop them to qualification level, it simply means that 

It is interesting that KPMG is 

not the only study to point 

out that it is important to 

retain and develop existing 

financial talent rather than 

replacing them because 

they lack additional skills.
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a good understanding is required. For instance business today is 

largely driven by technology and advocacy; it therefore makes sense 

that a Professional Accountant has some insight into, for example, It, 

banking and legal practices.

“this does not mean that the accountant is required to undertake 

a course in computer science,” says Daniels, “but it does mean that 

he needs to have some knowledge of the latest trends in software 

packages, or be able to interpret new legislation that may have an 

influence on business operations.

“one of the most effective ways to remain informed and current in 

an ever-changing economic landscape, lies in forming relationships 

with professionals engaged in other practices, and this is precisely 

what the most successful Professional Accountants have been doing 

for years. In this way they can call upon a variety of experts either 

to enhance their own knowledge or to consult with them and the 

business executive, on aspects that need attention.”

Another way that Professional Accountants can make themselves 

invaluable to a business or the company executive is to acquire a 

broad understanding of operational procedures. this means that they 

may have to juggle a number of different balls, even venturing into 

the ground level operations of a business in order to understand 

its organic core, but ultimately in true accountant manner, they will 

be able to define them in a way that they understand, in facts and 

figures. And that is the true beauty of an accountant, they generally 

never works on assumptions.

Upgrading of existing competency sets on an annual basis is 

also important. environmental factors like governance, regulatory, 

advocacy, public interest, even 

political issues, need to be 

understood and business adapted 

accordingly. In some cases business 

owners and operators don’t clearly 

see the impact of such external 

factors and why they are depending 

more and more on the accountants 

attaching ‘numbers’ to the analysis. A 

Professional Accountant that belongs 

to an institute (such as sAIPA) where 

continuous professional development 

is compulsory, is enhancing the skills 

of accountants and empowers them 

to make valuable contributions to the 

economy and business success.

High among the list of ‘newer’ skills 

for Professional Accountants is the 

ability to communicate and that of 

course means that it is up to the individual to raise his/her own profile 

and goes to what Daniels says about being individually successful. 

“We aren’t all born with the ability to standout, but the good news 

is that we can learn self-promotion skills,” Daniels advises. “If you are 

able to identify your strengths and your weaknesses, play to the one 

and negate the other through sound and trusted relationships, you’re 

well on your way to becoming an indispensable member of a team.”

Further, and importantly, Professional Accountants have to have 

good managerial skills that, when combined with a positive mindset 

and attitude towards personal growth, improves the versatility of 

the individual. Having the right mindset complements existing skills 

and includes being committed not just to the person, but to those 

depending on him for quality advice and performance improvements. 

this goes hand-in-hand with how the accountant conducts himself. 

Professionalism and trust is top of the list, as well as (in no particular 

order) the qualities of adaptability, confidence, patience and 

consistency. there are of course innumerable other traits that will 

enhance the profile of a Professional Accountant but in combination, 

results are improved dramatically.

the range of roles that Professional Accountants can play, 

particularly within sMMes, is, as stated, extremely diverse but as 

Daniels points out, those who have integrity with a can-do attitude 

will be the driving force behind growth and business success. 

“Figures must be the glue in every level of strategic decision 

processes. In order to sustain value creation within an organisation 

the Professional Accountant will be the one to set the tone and 

anchor such decisions in facts.” 

PROFESSIONAL ACCOUNTANTS
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PROFESSIONAL ACCOUNTANTS

Due to the nature of the business of a Professional Accountant, 

they are at most times placed in the position to develop lasting 

relationships with clients. their success depends on how hard 

they work on nurturing the strong relationships with their sMe clients 

based on common interests.  

As such they end up sharing a deep appreciation of the clients’ 

business, its strengths, weaknesses, opportunities and challenges. 

With a new skill set Professional Accountants are able to offer advice 

that is tailored for the business and its needs, address challenges as 

well as anticipate and create opportunities for business success. With 

today’s rapidly changing economic landscape, small and medium 

businesses are also seeking specialised accounting-related services.

It is becoming commonplace to read job advertisements for 

accountants that include the potential for them to become leaders within 

an organisation. A typical accountancy position being advertised 

might suggest that communication and interpersonal skills with high 

levels of leadership and initiative are required. organisations are also 

seeking those who like to be challenged, are mobile and technology-

savvy, and any number of diverse competencies could be highlighted 

in addition to relevant qualifications. 

this is encouraging for Professional Accountants, as it means 

companies are prepared to skill up their employees, preparing 

them for a long-term future within their organisation. such employers 

acknowledge the value of an employee who understands their 

business, and instead of losing them to a competitor they want to 

stimulate their potential growth and reap the benefits of that investment.

It is widely accepted that not everyone is a born leader and that 

while a professional accountancy degree may qualify you to do a job, 

it generally does not provide the skills to lead a department, manage 

people or even advise senior management. Accountants have long 

been stereotyped as single-minded individuals but perceptions such as 

these are rapidly changing. 

Freda evans, the chief financial officer of the Johannesburg stock 

exchange, says that the role of the accountant is changing constantly. 

In the same way that the Professional Accountant (SA) exists to serve an 
organisation, a leader is there to serve the internal and external needs of 
clients and employees. If the does not have the qualities of a leader, value 
is lost and this will stump any personal and career growth.

Lead or lose?
Kerry Dimmer, Freelance writer
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“In some organisations all of the functions such as human resources, 

finance, It, secretariat and strategy, fall under the chief financial 

officer (cFo), while in others only the finance portion is the cFo’s 

responsibility. to take on a bigger role and become a leader within 

any organisation requires, in my opinion, the skilful ability to be a co-

ordinator and guide.

“to do this effectively,” evans continues, “the Professional Accountant 

needs to gain a deep understanding of the business and in so doing, 

they will have to broaden their exposure to assessing and implementing 

internal controls. Further, and considering that the senior accountant is 

most often the second point of reference for stakeholders after the 

ceo, presentation and communication skills need to be fine-tuned.”

the accountants employed by the Jse are in varied positions. 

some perform traditional accounting roles within the finance division; 

others perform corporate financial duties within the Issuer services 

department; and still more in the surveillance Division, assessing the 

financial elements of market regulation. evans explains that each of 

these areas would have a different view of the career paths of the 

accountants. “In finance I expose the accountants to large portions 

of the work that I perform, as well as encouraging attendance at 

relevant courses in order to ensure a stable succession plan. We also 

run internally, a mentoring course, which even our senior financial 

manager has completed.”

In evan’s opinion the profile of an accountant has changed 

significantly in recent times. “We are no longer seen as a bean-

counter but more as an advisor, strategist and outrigger for the ceo 

or executive.”

sAIPA member, Bill shellard concurs. He is the education and 

training manager at the Institute of Internal Auditors sA. “Professional 

Accountants have a tendency to be narrow in their thinking and 

focused purely on their qualification. What they need to do is widen 

their scope more than they are inclined to, which will mean looking 

at disciplines outside of the usual number crunching, especially 

managerial and softer skills.’

In this vein shellard highlights two in particular: advanced 

knowledge of It skills, inclusive of an understanding of how It impacts 

on a business; and presentation skills, both personal and those needed 

to effectively represent a company. In shellard’s case, outside of his 

tax, accounting and internal auditing skills, he has had to adapt to the 

role of educator and trainer. 

‘I have certainly benefited and so too has the organisation I work 

for,’ says shellard, ‘mostly because I have a much larger skill set that 

you would normally find in a newly-qualified accountant.’

shellard also points out that the revision of the companies Act has 

widened the scope for practicing accountants. ‘not necessarily those 

who work for a big corporation,’ he says, ‘but certainly those that work 

for sMes. Audit’s are no longer confined to just chartered accountants, 

so this has really opened new doors for Professional Accountants.’ 

Koeloe Landman, chief executive of Group Projects and also a 

sAIPA member, says that for too long the accountant has been seen 

as the report of what has happened in a business. ‘the Professional 

Accountant should assume the role of translating his information into 

a powerful tool for dynamic business decisions for the future, which 

in turn enhances growth and the success of the organisation. You 

have to understand that no business can function, report or take 

decisions without management information, which is of course, 

mainly financial information.

‘Financial information is the language of communication with all role 

players, both internally and externally,’ Landman continues. ‘this puts 

the Professional Accountant on centre stage hence the reason why they 

play key roles on the boards and executive committees.’

Landman also highlights the skills that shellard has put forward, 

adding to that list with the inclusion of being well informed about 

world events. ‘I may be old school,’ he jokes, ‘but seriously radio 

has always been, and still is, an invaluable tool. It is a practical time 

effective manner to expose yourself to quality up-to-date information 

over a broad range of topics. Also imperative is general knowledge 

of the various macro matters that influence economies and business in 

general, as well as detailed understanding of the trends and actions 

within the industry that you are involved in.’

Another sAIPA member, Robin Dixie, says that because accountants 

are, and perceived as, quiet conservative individuals, they need 

to learn how to address meetings and issues. ‘communication is a 

skill that is absolutely essential for today’s Professional Accountant 

especially if they want to position themselves in a leadership role. 

‘this is a skill that can easily be acquired by volunteering to serve on 

committees of clubs and institutions, and not necessarily those aligned 

to the industry.’ Dixie, for instance, aligned himself to Lions International 

and made sure he was available for roles such as council treasurer. 

‘What the Professional Accountant really needs to do today is 

train up. they need to move past issues of legislation, taxation and 

such like,’ he says. “this may require a gentle push towards training 

courses, but unless they start thinking outside of the number box, they 

will forever remain in a little square office at the back of the building.’

PROFESSIONAL ACCOUNTANTS

‘Financial information is the 

language of communication 

with all role players, both 

internally and externally,’
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ACCOUNTING STANDARDS

More and more business entities are financing their 

operations and the acquisition of assets using funds 

borrowed from debt providers. the manner in which 

borrowing costs, the most common being interest paid, are 

recognised in the financial statements significantly affects the 

financial risk of the entity.  

Furthermore, with the introduction of financial instruments (s11 – 

Basic Financial Instruments) which require the borrowing costs to be 

recognised through the profit or loss using the effective interest rate 

method further complicates the matter.

Definitions

Borrowing costs include:

•	 Interest expense and other costs that an entity incurs in connection 

with the borrowing of funds;

•	 Finance charges in respect of finance leases recognized in 

accordance with s20 Leases;

•	 exchange differences arising from foreign currency borrowings.

Effective interest rate: the rate that exactly discounts estimated future 

cash payments or receipts through the expected life of the financial 

instrument or, when appropriate, a shorter period to the net carrying 

amount of the financial asset or financial liability.

Amortised costs of a financial liability: the amount at which the 

financial asset or financial liability is measured at initial recognition 

minus principal repayments, plus or minus the cumulative amortisation 

using the effective interest method of any difference between that 

initial amount and the maturity amount, and minus any reduction 

(directly or through the use of an allowance account) for impairment 

or uncollectibility.

Recognition per IFRS for SMEs

An entity shall recognize all borrowing costs as an expense in the 

profit or loss in the period in which they are incurred. this section 

prohibits the capitalisation of borrowing costs which is permitted under 

certain conditions in IAs 23 – Borrowing Costs (Full IFRS). Furthermore, 

it is recommended that the accrual principle (s2.36 – Concepts and 

Pervasive Principles) be applied when measuring the borrowings that 

should be expenses in the profit or loss.

Borrowings classified as financial liabilities should be recognised 

at their amortised cost, namely present value of future cash flows. the 

interest expense is based on the market rate (effective interest rate) on 

the amortised cost rather than the coupon rate or actual interest paid.

[Illustrative Example 25.1]

Solution: [Illustrative Example 25.1]

Borrowing costs as per IFRS for SMEs Section 25
SAIPA Technical & Standards Department

Effective interest rate method: Value

01 Jan X8: Financial liability [face value]
500,000

Period of financial liability 5 years

coupon rate 10%

Interest payable half-yearly

effective interest rate 12%

Required: Record the journal entries in respect of the financial 
liability for the reporting period ended 30 september 20X8

Cash flow Factor PV

Interest payment [effective 

rate]

25,000 7.360 184,000

capital [effective rate] 500,000 0,567 283,500

carrying amount – initial recognition at effective rate 467,500

Period Balance Interest Payment Balance

Jan - Jun X8 467,500 28,050 25,000 470,550

Jul - Dec X8 467,550 28,233 25,000 473,783 

Interest paid [Jan – Jun] 28,050

Interest accrued [Jul – sep] 14,116

Interest expense [Jan – sep] 
– effective rate

42,176

Debit Credit

01 Jan: Bank
500,000

Financial liability 467,500

First-day gain [P&L] 32,500

[Recognition of loan at amortised cost]

30 Jun: Financial Liability 25,000

Bank 25,000

[Payment of interest for the period]

30 sep:  Interest expenses 42,176

Financial liability 42,176

[Recognition of interest expense for the reporting period]

CPD

20 mins
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Transactions costs incurred to raise funds borrowed

the transactions costs incurred to raise the funds borrowed shall 

be included in the amortised cost of the financial liability on initial 

recognition. the transaction cost is deemed to be part of the borrowing 

costs (interest paid). the transaction costs shall be included as part of 

the initial measurement of the liability and recognised as part of the 

borrowing cost over the period of the loan using the effective interest rate 

method. However, if the transaction costs are considered immaterial, it 

can be written off in full as part of the borrowing costs when incurred. 

When transaction costs are included in the initial measurement of the 

financial liability, namely, reducing the net amortised cost, the effective 

interest rate must be re-calculated.

Pre-Production Interest

When borrowing costs are incurrent in the construction of assets, the 

Income tax Act (s24 – Pre-production interest) allows the deduction 

of interest expense incurred before the asset is brought into use to 

generate income to be postponed until income is generated. the 

postponement of the expense as a deduction results in a temporary 

difference giving rise to deferred tax (s29 – Income Tax).

Illustrative Example 25.7:

Solution: (Illustrative Example 25.7)

Disclosure

this section does not require any specific nor additional disclosure 

than those required in other sections of IFRs of sMe’s:

(a) Finance costs should be disclosed as a separate line item in the 

statement of comprehensive Income together with supporting 

details (s5.5(b) – Statement of Comprehensive Income);

(b) Interest income and interest expense should be disclosed 

separately using the effective interest rate method (s11.48 (b) – 

Basic Financial Instruments).

Summary

•	 Borrowing costs represent the interest paid on all funds borrowed 

by an entity. Borrowing includes:

(a) transaction costs incurred in raising the funds borrowed (s11 – 

Basic Financial Instruments);

(b) Finance charges in respect of finance leases (s20 – Leases); 

and

(c) exchange differences arising from foreign currency denominated 

borrowings limited to the amounts relating to an adjustment to 

interest. 

•	 Borrowing costs are expensed on a time basis to the profit 

or loss using the effective interest rate method (s11 – Basic 

Financial Instruments). Unlike full IFRS in IAS 23 IFRS for SMEs 

does not permit the capitalisation of borrowing costs.

•	 transaction costs, if considered to be material, are included in 

the initial measurement of the financial liability and amortised 

over the period of the debt using the effective interest rate 

method, namely, the transaction costs are included as part of 

the borrowing costs using the effective interest rate method.

•	 Pre-production interest must be recognized as expenses when they 

are incurred and cannot be postponed as permitted in terms of the 

Income tax Act.  the recognition of pre-production interest as an 

expense in the profit or loss gives rise to deferred tax. 

Pre-production interest: Value

01 Jan X8: Financial liability [face value] 500,000

Period of financial liability 4 years

Date machinery brought into use – 
01 January 20X9

coupon rate 10%

effective interest rate 12%

Required: Record the journal entries in respect of the financial 
liability for the reporting period ended 31 December 20X8

Cash flow Factor PV

Interest payment [effective 

rate]

50,000 3.6048 180,239

capital [effective rate] 500,000 0.5674 283,713

carrying amount 463,952

Period Balance Interest Payment Balance

Jan – Dec X8 463,952 55,674 50,000 469,626

[Recognition of loan at amortised cost]

31 Dec: Financial Liability 50,000

Bank 50,000

[Payment of interest for the period]

31 Dec: Interest expense [P&L] 55,674

Bank 55,674

[Recognition of interest expense for the reporting period]

31 Dec: Deferred tax [sFP] 16,702

Income tax expense [P&L] 16,702

[Recognition deferred tax relating to pre-production interest at 

rate of 30%]

Debit Credit

01 Jan: Bank 500,000

Financial liability 463,952

First-day gain [P&L] 36,048

ACCOUNTING STANDARDS
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ACCOUNTING STANDARDS CPD15 mins

I t is often assumed, and incorrectly so, that investment property 

appears only in the financial statements of property investment 

entities. However, many entities whose primary business is 

not that of a property investment entity, such as manufacturers or 

retailers, also hold property for rental to others and for capital 

appreciation. the objective of financial statements is to report 

on the economic substances of transactions and events, thus an 

entity does not have an accounting policy choice but, rather, the 

accounting for investment property is driven by circumstances. 

If an entity knows or can measure the fair value of an item of 

Investment Properties 
– What you need to know
SAIPA Technical & Standards Department

CPD

20 mins
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investment property without undue cost or effort on an ongoing 

basis, it must use the fair value through profit or loss model for that 

investment property. It must use the cost-depreciation-impairment 

model in section 17 for investment property if it cannot reliably 

measure the fair value without undue cost or effort on an 

ongoing basis.

the management of an entity applies judgement in determining 

whether the fair value of an investment property can be measured 

reliably without undue cost or effort on an ongoing basis. the IFRS for 

SMEs does not define ‘ongoing basis’; in the context of paragraph 

16.1 an ‘ongoing basis’ implies now and in the future (i.e. at present 

and for the foreseeable future). For example, a one-off non-binding 

offer does not in itself constitute an ongoing basis. Paragraphs 

11.27–11.32 provide guidance on determining fair value.

If circumstances change and a reliable measure of fair value is no 

longer available for an item of investment property without undue 

cost or effort on an ongoing basis, the Module 16 – Investment 

property is thereafter accounted for using the cost-depreciation-

impairment model.

the property’s fair value on the date of transfer is deemed to be its 

cost (see paragraph 16.8). If circumstances change and a reliable 

measure of fair value becomes available for an item of investment 

property that is accounted for using the cost-depreciation-impairment 

model, the property will thereafter be carried at its fair value. the 

gain recognised in profit or loss on re-measuring the property to 

its fair value on the date of transfer is separately disclosed (see 

paragraphs 3.2 and 16.10(e)).

Definitions

Investment property: property held by an entity/owner or by lessee 

under a finance lease with the primary objectives:

•	 of earning rental income; 

•	 For capital appreciation; or

•	 Both, for rental income and capital appreciation.

Investment property excludes all those properties which are:

•	 Used by the entity in the production and supply of goods and 

services or for administrative purposes (s17 – Property, Plant 

and Equipment); and

•	 Acquired for re-sale in the ordinary course of business 

       (s13 – Inventories).

Scope and Objectives

this section is only applicable to properties that meet the definition of 

investment properties, and provided the fair value of such properties 

can be measured reliably without undue cost or effort on an ongoing 

basis. Investment properties, whose fair value cannot be measured 

reliably, are accounted for as property, plant and equipment (s17 – 

Property, Plant and Equipment).  

Any entity which holds properties that meet the definition of 

Investment Properties (s16.2 – Investment Property), primarily 

for the purpose of generating rental income, shall classify such 

properties as investment properties irrespective of the nature of 

their business operations.  

An item of property which meets the definition of investment 

property shall be classified as investment property only if its 

fair value can be determined reliably without any undue effort.  

When the fair value of investment property is readily available, 

the entity is compelled to adopt an accounting policy of 

applying the fair value model. Items of property which meet the 

definition of investment property, but their fair value cannot be 

determined shall not be classified as investment property. such 

items of investment property shall be re-classified and accounted 

for as Property, Plant and equipment (s17 – Property, Plant and 

Equipment). When investment properties are classified and 

accounted for as property, plant and equipment, management 

should make a concerted effort to determine its fair value. 

If a fair value cannot be determined the properties shall be 

re-classified as investment property when such a fair value 

becomes available.

Investment properties which were classified as property, plant and 

equipment shall remain within the scope of s17 – Property, Plant and 

Equipment unless a reliable measure of fair value becomes available 

and it is expected that the fair value will be reliably measureable 

on an ongoing basis. this implies that at the end of each reporting 

date an assessment should be conducted to determine whether the 

investment properties classified as property, plant and equipment 

needs to be re-classified.

Classification

Investment property is defined as property held by an entity or owner 

or by lessee under a finance lease with the primary objectives of 

A characteristic of 

investment property is that 

it generates cash flows 

largely independently of 

the other assets held by 

an entity, such as 

rental income.
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earning rental income; for capital appreciation; or both, for rental income and capital 

appreciation.

A characteristic of investment property is that it generates cash flows largely independently 

of the other assets held by an entity, such as rental income. Any property which satisfies the 

definition of investment property shall only be recognised and classified Investment Property 

in term of this section of IFRs for sMes, if such the fair value of such property can be 

determined reliably without any undue effort

Investment property excludes all those properties which are:

•	 Used by the entity in the production and supply of goods and services or for administrative 

purposes (s17 – Property, Plant and Equipment); and

•	 Acquired for re-sale (s13 – Inventories).

Properties which are acquired to be used by the entity for its own purposes and not 

to generate rental income or capital appreciation cannot be classified as investment 

property. Properties used in the production process (factory building) or for administrative 

purposes by the entity shall be classified as Property, Plant and equipment (s17 – Property, 

Plant and Equipment).

A property interest that is held by a lessee under an operating lease may be classified as 

investment property only if:

•	 the property would otherwise meet the definition of investment property; and

•	 the lessee can measure the fair value of the property interest without undue cost or effort 

on an ongoing basis.

Generally, under an operating lease the lessee does not recognise the asset leased but 

accounts for the rental payments as expenses (s20.15 – Leases). However, if the lessee 

sub-leases the property to independent third parties, the property meets the definition of 

investment property from the lessee’s perspective. If the rental income received from the 

sub-lease is greater than the rental payments to the lessor, the lessee shall recognise its 

interest in the leased property as an investment property. In such a situation, s16.3 allows 

the lessee to elect whether or not to recognise the operating lease in investment property 

as if it were a finance lease provided the lessee can measure the fair value of property 

interest reliably without any undue effort on an on-going basis. If the fair value of the 

property interest cannot be measure reliably, the entity is prohibited from recognising the 

property interest as an investment property. An entity can elect to recognise the property 

interest as investment property on a property-to-property basis, namely, each situation 

shall be reviewed in isolation. 

The A-Z of Company 
Secretarial Training 

The Company Secretarial Teaching 
Institute invites you to attend a 
practical step-by-step learning 
experience with regard to the 
Company Secretarial Function 

(the new CIPC, New Forms, CIPC 
Website & Processes)

Choose from the following options:

Option 1: 
 The A-Z (an intensive 9 day training programme 

for the beginner) 
-  R 8995 excl. VAT

Full time: 
Training done in 9 consecutive days

Part time: 
Night Classes

One evening once a week for two and a half 
months (2 ½)

One day twice a month for four and a half
(4½) months 

Includes:
Close Corporations, Companies, CIPC 

Website, Practise Management
Practical done in a PC lab

Detailed theoretical and practical manuals
Templates CD / Pocket size Companies Act 

+ Regulations

Option 2: 
Full Day (for persons already dealing with the 

company secretarial function) 
- R 1995 excl. VAT

Close Corporations and Companies 
New CIPC forms, processes and 

CIPC website
Practical in PC Lab

Option 3: 
Half Day (for persons already dealing with 

the company secretarial function) 
- R 1195 excl. VAT
Only Companies

New CIPC forms, processes and 
CIPC website

REFER TO WEBSITE FOR MORE 
INFORMATION!

Tel: (011) 024 5883
Website: www.b2square.co.za
E-mail: info@b2square.co.za
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Mozambique – The Jewel of Africa’s Crown
Federal Air flies daily from Johannesburg to Vilanculos, Mozambique, 7 days a week.  Enjoy Africa at its finest, 
from up-close wildlife and luxury accommodation to endless white, unspoilt beaches.  Flights depart from 
OR Tambo International Airport (Johannesburg) and Kruger-Mpumalanga International Airport (Nelspruit) 
to  the beautiful resort town of Vilanculos, and the Bazaruto Archipelagos.  A mere 2 hour flight to an island 
paradise!

www.fedair.com • info@fedair.com • +27 11 395 9000
BOOK ONLINE 24 HOURS A DAY OR CONTACT US ON:

AffordableLuxury Convenient

Johannesburg to Vilanculos from only R990 Taxes and fees of R 787 
one way apply
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since the release of the proposed amendment of the Labour Relations 

Act in 2010 much debate took place about the future of Labour 

Brokers in south Africa. 

this document was indeed sloppy and left most people with more questions 

than answers regarding the future of Labour Brokers and the use of fixed term 

contracts. the Labour Relations and Basic conditions of employment Act Bills 

that were published on the 22nd of March 2012 bring much more certainty 

and clarity some of the questions left unanswered since 2010.

I am sure that the temporary employment services industry must be 

relieved that government aligned themselves with the Anc’s 2009 

Polokwane resolution instead of the radical demands of cosAtU. It is 

my view that the 2012 amendment bills are much more subdued than 

the proposed amendments of 2010, specifically relating to temporary 

employment service providers.

section 198 of the Labour Relations Act currently regulates 

the relationship between the broker and temporary employee. 

In 2010 it was proposed that this section was to be removed, 

leaving temporary employment services completely in the dark. 

In contrast the latest bill elaborates extensively on the relationship 

between a broker and its client as well as the rights of temporary 

employees employed by a broker, especially those earning less 

than the prescribed earnings threshold in terms of the Basic 

conditions of employment Act.

Temporary Employment Services

As a result of the changes to be made to section 198 of the LRA, the 

temporary employee may institute proceedings against either the temporary 

employment service or the client or both the temporary employment service 

and the client for the contravention of;

(a) A collective agreement concluded in a bargaining council that 

regulates terms and conditions of employment;

(b) A binding arbitration award that regulates terms and conditions of 

employment;

(c) the Basic conditions of employment Act; or

(d)  A sectoral determination made in terms of the Basic conditions of 

employment Act.

A temporary employment service provider must provide an employee it 

assigns to a client with written particulars of employment that comply with 

section 29 of the Basic conditions of employment Act. the information 

referred to relates to the employment conditions of the employees and 

includes inter alia the following:

•	 the name and occupation of the employee, or a brief description 

of the work for which

•	 the employee is employed;

•	 the place of work, and, where the employee is required or 

permitted to work at various

•	 Places, an indication of this;

•	 the period of notice required to terminate employment, or if employment 

is for a specified period, the date when employment is to terminate;

•	 A description of any council or sectoral determination which covers 

the employer’s business; the following stipulations apply:

− An employee may not be employed by a temporary 

employment service on terms and conditions of employment 

which are not permitted by legislation or a collective agreement 

concluded in a bargaining council applicable to a client to 

whom the employee renders services.

− no person may perform the functions of a temporary 

employment service unless it is registered in terms of any 

applicable legislation in force.

− employees earning below the earnings threshold in terms of 

the Basic conditions of employment Act may be assigned as 

a temporary employees to a client for a period not exceeding 

6 months or for a period exceeding 6 months if the temporary 

employee is a substitute for an employee of the client who is 

temporarily absent.

− A collective agreement concluded in a bargaining council, a 

sectoral determination or a notice published by the Minister, 

may allow temporary employees employed by a broker and 

earning below the threshold to be employed for longer than 6 

months on such a temporary basis.

Labour Broking - The Way Forward
Jan du Toit, Senior Labour Law Consultant, Labour Guide

LABOUR
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− should the temporary employee earning less than R172k per year 

be assigned for a period longer than 6 months without justification 

or authorisation as described above, the client will be deemed to 

be the employer and the employee. such an employee must be 

treated on the whole not less favourably than another employee 

of the client performing the same or similar work, unless there is a 

justifiable reason for different treatment such as seniority, experience 

or length of service; merit; the quality or quantity of work performed; 

any other criteria of a similar nature not prohibited by section 6(1) 

of the employment equity Act.

− the termination by the temporary employment service of an 

employee’s assignment with a client (moving temps between 

contracts without justification) for the purpose of preventing the 

employee from working longer than the allowed 6 months 

for one client will be seen as a dismissal. Again this is only 

applicable to employees earning less than the prescribed 

earnings threshold in terms of the BceA.

− ccMA commissioners will have jurisdiction to make a ruling in 

terms of the contents of an agreement between the temporary 

employee and the broker as well as the broker and the client. 

this is to avoid “dismissals” as a result of a pre-empted event 

that would signal the automatic and natural expiration of the 

contract of employment, something over which the ccMA 

lacked jurisdiction.

Fixed Term Contracts

the use of fixed term contracts will also be greatly impacted by the 

amendments to the Labour Relations Act. these changes are to protect 

vulnerable employees that earn less than the prescribed earnings threshold 

as determined by the minister of labour in terms of the Basic conditions of 

employment Act. 

These changes however do not apply to:

•	 An employer that employs less than 10 employees;

•	 An employer that employs less than 50 employees and whose 

business has been in operation for less than two years.

these exclusions also do not apply if the employer conducts more than 

one business or the business was formed by the division or dissolution for 

any reason of an existing business.

An employer may engage an employee on a fixed term contract or successive 

fixed term contracts for longer than six months of employment only if –

(a) the nature of the work for which the employee is engaged is of 

a limited or definite duration; or

(b)  the employer can demonstrate any other justifiable reason for fixing 

the term of the contract such as:

- Replacing another employee who is temporarily absent from work;

- engaged on account of a temporary increase in the volume of 

work, which is not expected to endure beyond 12 months;

- A student or recent graduate who is employed for the purpose of being 

trained or gaining work experience in order to enter a job or profession;

- engaged to work exclusively on a genuine and specific project 

that has a limited or defined duration;

- Is a non-citizen who has been granted a work permit for a defined period;

- Is engaged on a position which is funded by an external source for 

a limited period;

- Has reached the normal or agreed retirement age applicable in the 

employer’s business.

employees that are appointed on fixed term contracts exceeding 6 

months will be deemed to have been appointed on an indefinite duration 

employment agreement unless the conclusion of the fixed term contract for 

a period exceeding 6 moths can be justified.An employee employed on 

a fixed term contract for longer than six months must be treated on the 

whole not less favourably than an employee employed on an indefinite 

basis performing the same or similar work, unless there is a justifiable reason 

for different treatment.An employer must provide an employee employed 

on a fixed term contract with the same access to opportunities to apply for 

vacancies as it provides to an employee employed on an indefinite contract 

of employment.An employer who engages an employee on a fixed term 

contract for a specific project for a period exceeding 24 months must pay 

the employee on expiry of the contract one week’s remuneration for each 

completed year of the contract.

Other interesting changes to the Labour Relations Act

the protection of employees involved in subcontracting work is particularly 

important in the context of subcontracting and outsourcing arrangements if these 

arrangements are subterfuges to disguise the identity of the true employer. In such 

event both the employer and the client of the employer will be held jointly and 

severally liable for any failure to comply with the obligations of an employer in 

terms of the LRA and any other employment law.

the right of expectation in terms of section 186 (1) (b) is extended to 

circumstances where expectation of indefinite employment has been created.

the topics discussed above are only some of the several changes to be 

made to the Labour Relations and Basic conditions of employment Acts. 

employers are advised to attend one of our half day seminars during which 

we will discuss all the changes in detail.

For more information Jan du toit can be contacted at jand@labourguide.

co.za.

Re-printed with permission of Labour Guide (www.labourguide.co.za) 
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Ts & Cs apply

JHB +27 11 304 4100 | CT +27 21 522 7400 
DBN +27 31 537 7100 | www.pastelpayroll.co.za

Ts & Cs apply

      Did you 
       get it 
      all?

... Simply visit pastelpayroll.co.za

If you hire or fi re people.
If you want to distribute 
payslips via the web.
If you have diffi culty in 
understanding cost-to-
company.
If you want to put all staff 
on leave with one click.
If you transfer funds to 
Medical Aids, Provident 
Funds or any other vendor.

Get the new
Pay once.  

payroll 
    solution    solution

The DO’s and DONT’s of 
Marketing Your Practice
Aneesa Cassim, Legal & Compliance Officer, SAIPA

Advertising your Accounting Practice is governed in terms of section 5 of the 

sAIPA code of conduct. All advertising should be in compliance with the code 

of Advertising Practice of the Advertising standards Authority (AsA).

DO’s

•	 the advertising should be aimed at informing the public in an objective manner, in 

good taste in terms of both content and presentation, and should not impair or adversely 

reflect on the dignity of the institute or the profession;

•	 Registered members of the institute should only advertise services normally associated 

with their membership of the Institute;

•	 Advertising should inform the public in an objective manner and should be decent, 

honest, truthful and in good taste.

DONT’s

•	 Advertising that creates false, deceptive or unjustified expectations of favourable results;

•	 Advertising that compares members with other professional persons;

•	 Advertising containing testimonials or endorsements;

•	 Advertisements that make unjustified claims about the expertise or specialised skills of a 

member in a particular field;

•	 Advertising that contains inaccuracies;

•	 Advertising with reference to statutory functions which the member is not allowed to perform;

•	 Advertisements that imply that a member has the ability to influence any court, tribunal, 

regulatory agency or similar body or official;

•	 Advertisement that bring the Institute or profession into disrepute;

•	 Advertisements that denigrate the work of other accountants;

•	 Aggressive soliciting by means of personal canvassing, distribution of flyers and 

brochures at government, municipal or administrative offices and touting for 

work at government departments; 

•	 Follow ups that refer to any previous direct mailing unless requested by the recipient;

•	 stating hourly rates or other costs. 
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J Gatz, SAIPA member 

Sectional Title Administration: 
Good Corporate Governance

there are 63,259 ss numbers registered which cover 

47,257 schemes and nearly 900,000 sections 

countrywide (as at 3 october 2011). In terms of Annexure 

8 of the sectional titles Act of 1986 as amended, Rules 34 - 45 

which deal with the books of accounts and records and related 

matters, this is compliant with the law (refer to s24–s30 of the 

companies Act, 71 of 2008 as amended where applicable).

I therefore refer to the Practitioners Guide of The Companies 

Act, authored by Professor Farouk H I cassim, published for 

sAIPA by Juta – ‘Conflict with other legislation’ – “...The Act 

provides that if there is any inconsistency between any provision 

of the Act and a provision of any other national legislation, the 

provisions of both Acts apply concurrently to the extent that this is 

possible. To the extent that there is irreconcilable inconsistency, 

the provisions of the above legislation prevail over the Act...”

section 40 of the sectional title Act of 1986, (as amended) 

should be read in conjunction with the new companies Act, 

71 of 2008, (as amended) which deals with Directors’ duties. 

the new companies Act, 

71 of 2008, introduces 

new duties for Directors (or 

trustees of Body corporates, 

and in particular, deemed 

Prescribed officers). these 

are in addition to the existing 

fiduciary and common law 

duties of company directors 

in terms of Annexure 8 of 

the sectional title Act 95 of 

1986 as amended (Refer to 

Rules 46-49).

they are always required 

to act in the best interest of 

the Body corporate, which is 

a corporate entity comprised 

of owners, and with the necessary degree of care, skill and 

diligence that may be reasonably expected from a person of 

their skill and experience. the duties of trustees as ‘volunteers’ 

are onerous and mostly dependent upon the guidance of outside 

‘third parties’ in a dysfunctional industry. this begs the question, 

is the body corporate fully compliant on all issues of legislation? 

this plays ‘Russian Roulette’ with the property ownership of 

protecting individual rights with a roof over their heads. opinion 

is that if you are a trustee of a Body corporate, your fiduciary 

duties are the same as being a director of a company. 

These are some of the weaknesses that are prevalent:  

•	 the Body corporate trustees and Managing Agents are 

unaware of their responsibilities;

•	 there are definite cases where there is a direct conflict of 

interest between a trustee or trustees and/or owner with 

outside third parties;

•	 Most Body corporates do not exercise strict enough internal 

controls regarding their funds management; and

•	 It is the primary duty of the trustees and the Body corporate 

to maintain and preserve the market value of the residential, 

commercial and common area property.

 

no experience or qualifications are presently required by 

trustees or Managing Agents, yet these parties manage and 

control assets worth well in excess of multi-millions of rands. Levy 

collections alone countrywide in all schemes would represent 

several millions per month. It is time that Professional Accountants 

(sA) took the high road when reviewing the affairs of Body 

corporates and likewise, protected the rights of ‘distressed’ 

and all owners and the Body corporate affairs.the criteria to 

be followed in these matters are the professionalism of fiduciary 

duties, transparency and Good corporate Governance by all 

parties concerned. 



24 Professional Accountant

sAIPA’s recently appointed Legal Administrator, Heide van 
der Westhuizen matriculated in 1972 and completed 
her B.Iuris degree in 1981. she then worked as a public 

prosecutor, and later as a magistrate for six years. this was 
followed by a post at the Department of transport where she 
led various projects and served on many committees. she  was 
involved with the training of traffic officers, prosecutors and 
magistrates in the more technical offences such as overloading 
of heavy goods vehicles, and was also responsible for drafting 
regulations and compiling training material for the legal 
subjects offered at all traffic training colleges throughout sA. 
Heide is currently studying towards her LLB degree.

on completing his BA degree in Information science at the 
University of Pretoria (majoring in Psychology), Benjamin 
Hegeni, sAIPA’s new Growth and transformation officer, 
learned to apply and use information within organisations 
to improve productivity. In addition, his extensive working 
experience within the Marketing and sales industry, has resulted 

in highly developed problem identification and solutions skills. 
Hengeni has clear and simple objectives; to grow the sAIPA 
membership base and break all barriers to transformation in 
the corporate market, government, universities and schools 
in order to increase employment equity and black economic 
empowerment within the accounting industry.
 
Thomas Hoeppli is an economist by profession and worked 
for trade & Industrial Policy strategies (tIPs) in Pretoria 
before joining sAIPA as a Research Analyst in April 2012. 
thomas grew up in switzerland, where he also completed 
most of his studies. After his master’s degree in Business 
Administration/economics (majoring in economics), he 
obtained a PhD in economics. He did a research stay of 12 
months at the University of cape town in 2009, facilitated 
by a fellowship from the swiss national science Foundation 
while completing his doctoral dissertation on emigration and 
the brain drain. He has published some studies and articles 
on this and other topics. 

Recent appointments at SAIPA

NEWS & VIEWS

Benjamin Hegeni
Growth & Transformation Officer

Heide Van Der Westhuizen
Legal Administrator

Thomas Hoeppli
Research Analyst

There are a number of new appointments at the SAIPA head office. 
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I n an ongoing effort to be proactive sAIPA has developed 
Premium Lifestyle Plus, a Loyalty Benefit Programme exclusively 
for sAIPA members. By partnering with specially selected high-

end partners, PLP members will have access to preferred rates, 
cash back on purchases and other special offers.

current member benefits include:

Lifestyle & Hospitality
Legacy Lifestyle offers PLP members preferred rates at their 4 
and 5 star rated hotels and resorts situated across south Africa, 
Africa and Madagascar. Members can also earn rewards on all 
expenditure at Legacy Lifestyle Partner stores including jewellery, 
fashion, dining, holiday destinations and more. 
Website: www.legacylifestyle.co.za

city Lodge offers preferred rates across their 3-star accommodation 
portfolio ideally suited to the business traveller.
Website: www.citylodge.co.za

Accounting
cQs technology Holdings is one of south Africa’s leading 
software houses specialising in the design, development and 
deployment of software products and the provision of professional 
services for the audit, risk management, financial services and 
corporate performance management markets.
Website: www.cqs.co.za

Business
nashua Mobile is an independent telecommunications solutions 
provider that has built up a range of offerings from Broadband, 
internet service provision and mobile data through to messaging 
and cellular voice solutions. 
Website: www.nashuamobile.com

McAtV is an independent subscription television service offering 
informative and educational content relevant to anybody who is 
in business, either as an owner or as part of a corporate team.
Website: www.mcatv.co.za

Insurance & Assurance
Amadwala provides specialised personal financial planning and 
Group employee solutions including Pension or Provident Funds, 
Group Medical Aid Funds, Group Life & Disability Funds, Group 
Buy & sell Agreements for Business owners, Group “total cost to 
company” advice and implementation, and Group Funeral Plans.
Website: www.amadwala.co.za

Booking or buying is easy with sAIPA Premium Lifestyle Plus. 
When transacting online, enter your sAIPA membership number 
for a seamless process which delivers your preferred rates. 
When buying in person, mention your membership to obtain your 
exclusive benefits.

Partners and benefits will be continuously added to ensure PLP 
members receive real rewards for their loyalty.

Go to the sAIPA website: www.saipa.co.za  to follow the simple 
registration process that will open a world of benefits for you. 

New Loyalty Benefit 
Programme for SAIPA members

NEWS & VIEWS
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The profession has a responsibility to 
ensure that professional accountants 
continue to develop and maintain their 
competence. 

the knowledge needed to function effectively as a professional 

accountant in public practice, industry, commerce, education 

and the public sector continues to expand and change at a rapid 

rate. Professional accountants face increased knowledge and skill 

expectations. Along with their professional associations, professional 

accountants also face unprecedented scrutiny about the quality of 

internal control, governance, financial statements, tax submissions 

and independent reviews. south African laws are changing at a 

rapid pace and professional accountants need to keep abreast of 

these new developments. In addition, the need to be competitive in a 

worldwide economy has prompted a more intense focus on the role 

and responsibilities of professional accountants in entities of all types. 

Professional accountants in all sectors have important contributions 

to make. continued development of professional competence and 

lifelong learning are critical if the professional accountant is to meet 

these expectations. 

the profession has a responsibility to ensure that professional 

accountants continue to develop and maintain the competence 

demanded by their professional roles and the users of their services. 

IFAc member bodies are encouraged to promote to their members, 

stakeholders and the public, the benefits of cPD highlighting the 

importance of continuous improvement of competence and a 

commitment to lifelong learning. 

on its own, cPD does not provide assurance that all members 

will provide high-quality professional service all the time. Doing 

so involves more than maintaining professional competence; it 

involves applying knowledge with professional judgment and an 

objective attitude. Also, there cannot be assurance that every 

person who participates in a cPD programme will obtain the 

full benefits of that program, because of variances in individual 

commitment and capacity to learn. nevertheless, it is certain 

that members who are not up-to-date on current technical and 

general knowledge pertinent to their work will not be able to 

provide professional services competently. therefore, despite the 

inherent limitations of any cPD programme, a cPD requirement is 

important to maintaining public confidence. 

In 2012 sAIPA introduced a once-off cPD fee to all its members 

and trainees. this initiative is aimed at making cPD accessible and 

affordable to all members. the members that have subscribed to 

the once-off fee can attend any number of cPD workshops during 

the calendar year without paying anything extra. this, however, 

excludes the breakfast seminars, regional forum meetings and the 

national convention. the offer is only open to sAIPA members and 

is not available to non-members. those that have failed to take up 

the offer by 30 April 2012 and non-members can still attend cPD 

seminars but they will have to pay the normal full or half-day cPD 

rates. the once-off fee is R2 850 (VAT inclusive). the uptake of the 

offer was very good although the ideal is that every sAIPA member 

takes up the offer and begins to enjoy the benefits that come with it. 

some members assume that cPD compliance is optional and 

consider it a waste of time. As a result they choose not to comply. 

these members need to be reminded that cPD compliance is a 

membership requirement for all IFAc member bodies and is 

compulsory. the compliance requirements are that members must 

accumulate at least sixty (60) structured hours and sixty unstructured 

hours over a three-year cycle. structured hours must be verifiable and 

may be accumulated from the following amongst other things:

•	 Attending workshops offered by sAIPA and other credible 

institutions. Proof of attendance may be requested.

•	 successfully completing a qualification from an institute of 

higher education. Results must be sent to the cPD unit for 

verification and allocation of hours.

•	 Reading articles that have review/assessment questions at the 

end and completing such questions. Proof may be requested.

27Professional Accountant

 CPD 

Faith Ngwenya, Technical and Standards Executive, SAIPA

CPD compliance is a serious issue



•	 McAtV cPD series.  A schedule is supplied by McAtV to secretariat.

•	 completing the sAIPA e-learning certificate on Independent review

•	 completing the Management Development programme on 

Bee offered by Unisa

•	 Unstructured hours can be accumulated from various sources 

including but not limited to:

•	 Reading the technical articles in the Professional Accountant 

magazine and many other finance, economic, tax and 

business publications.

•	 Research conducted t

•	 hat has culminated in paper, thesis being completed.

•	 Attending lectures for relevant courses that have produced an 

academic qualification.

•	 Mentoring another member or trainee

Members need to take their cPD compliance seriously. they must 

keep a record of all the hours that they have claimed and should be able 

to produce this evidence in the event of a cPD review by secretariat. 

sAIPA will be rolling out these cPD reviews with effect from the current 

year, 2012. Members will be informed when their cPD compliance will 

be reviewed and the assessors may request a portfolio of evidence for 

all the hours that have been claimed over the last three year cycle. We 

will also be conducting a cPD compliance audit of all members and 

those that are not in good standing due to cPD compliance will receive 

two letters; the first informs them of their non-compliance and the second 

one will be a warning letter. Failure to comply within the time specified 

in the warning letter will lead to non-compliance.

The sanctions for non-compliance 

Members who do not comply with cPD requirements will be referred 

to the sAIPA’s Investigations committee and could possibly be struck-

off the roll and/or be subjected to a fine as determined by the 

Investigations committee. notwithstanding any other provision, a 

member so suspended and/or having his/her privilege withdrawn, 

will have a right to request that the matter to be referred to the Board. 

It is, therefore, imperative that members take cPD compliance 

seriously, and should contact the cPD unit should they require 

guidance on cPD-related matters. 

CPD

the online world changes everything and its frightening how 

big the change can be. Apart from revolutionising the way 

we conduct business and accounting processes, cloud 

has the potential to change entire global software distribution 

channels, leaving a disconnect between clients who rely on 

distributors and not their vendors for support. 

Trouble brewing

Recently, a U.s. developer of a globally renowned brand of 

accounting software terminated an agreement with its Australian 

distributor because of a divergence in their online strategies. 

this wasn’t an insignificant decision and caused a share price 

plummet of 6% for the listed Australian company. the result for 

end users in Australia is that they are left without the support 

and technical expertise that a local distributor is equipped to 

handle. considering cloud can be hosted anywhere, it was no 

longer necessary for the U.s. company to rely on an Australian 

distributor to capture that market and it simply directed the end 

users straight to America, keeping the profits. on the flip side of 

the coin, the Australian company became concerned about the 

legal implications of hosting user’s data overseas, which then 

falls subject to those laws. For example, in America, legislation 

states that government can access data at any time if need be.

What does this mean for us?

so, what happens if a foreign vendor cuts off its distributor in 

south Africa?  this poses two serious questions for local end 

users. Firstly, clients are potentially forced to move onto a cloud 

solution based in a foreign country, with data subject to that 

state’s jurisdiction. secondly, without a local distributor there is 

no provision of backup support, technical expertise or training - 

leaving end users in the dark. essentially, dealing with distributors 

who operate through vendors in other markets poses serious risks.

Riding the storm

the safest bet is to remain close to vendors that operate in 

south Africa, who develop and supply their own online products 

to the local market. this will ensure readily available backup 

and technical support with data safely hosted close to home 

and subject to our laws and regulations. times are changing 

and technology continues to shape business faster than many 

are aware of. As a client, the trick is not to get sidelined in 

the equation, so that business and accounting processes can 

continue to operate the way they should with cloud– better, and 

with all help close at hand! 

Steven Cohen, MD of Softline Pastel

Radical changes to hit cloud market  
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mark@accfi n.co.za | www.accfi n.co.za 
 Call us now TEL 0861 ACCFIN

... still the only software 
in SA to be able to eFile a 
tax return straight into the 
SARS eFiling system ...

Accfi n’s Tax Systems are aimed ...
at running your tax compliance department effi ciently, saving you 40% 

of your tax compliance labour.  The administration and tax return data 

interacts with SARS eFiling systems without you having to go onto a 

website. Improve your profi ts and reduce your risk by applying our tax 

methodology.

Tax Manager  |  Tax Advisor  |  iTax Connect

... something worth celebrating!

ACCFIN’s TAX SYSTEMS
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IFAC

How important are small- and medium-sized accountancy practices?

small- and medium-sized practices or sMPs constitute the vast 

majority of accountancy practices worldwide and, in many areas 

of the world, are believed to employ the majority of professional 

accountants working in practice. sMPs provide a broad range 

of high-quality professional services—from the traditional audit, 

accounting, and tax services, to value-adding business advisory—to 

meet the needs of their clients who are typically small- and medium-

sized entities (sMes). sMes are crucially important to the health 

and stability of the global economy: sMes account for the for the 

majority of private sector GDP, employment, and growth globally, 

and, moreover, hold the key to the global economy’s recovery from 

one of the deepest economic downturns in modern times. 

IFAc recognizes that addressing the needs of sMPs and sMes 

is important. And its members echo this sentiment. the most recent 

IFAc Global Leadership survey, which polls the presidents and chief 

executive officers of IFAc member bodies, found that addressing the 

needs of sMPs and sMes is the second most important issue facing 

the Global Accountancy Profession in 2012. 

Why do SMEs often choose SMPs for various professional services?

our global research as summarised in the IFAc information paper the 

Role of sMPs in Providing Business support to sMes, has indicated 

that sMes look to sMPs for a range of professional services for 

various reasons, most notably their reputation for competency and 

trust, responsiveness, and geographical proximity.

Why did IFAC establish the SMP Committee? What is its role?

In recognition of the importance of sMPs, especially in supporting 

sMes, IFAc created the sMP committee in 2006. since then 

IFAc, largely at the behest of its member bodies, has increased 

its commitment to helping cultivate robust sMPs. today the sMP 

committee supports sMPs in various ways. It does this primarily 

through IFAc member bodies—helping them support their sMP 

stakeholders. the committee develops guidance and tools and works 

to ensure the needs of the sMP and sMe sectors are considered by 

standard setters, regulators, and policy makers. the committee also 

speaks out on behalf of sMPs to raise awareness of their role and 

value and the importance of the small business sector overall. 

What changes do you see in the global landscape in so far as SMPs 

are concerned? 

the global economy has changed a lot in the past few years and 

the accounting industry has not escaped these changes. Hence, 

it’s no surprise to find that sMPs are facing a changed economic 

and regulatory landscape—one characterised by significant 

challenges, but also with great opportunities if the results of 

the fourth quarter IFAc sMP Quick Poll are anything to go by. 

the poll revealed that regulatory burdens and economic woes 

continue to top the list of challenges faced by sMPs and their 

small business clients. of course, the overall results mask some 

significant regional variations. But a key lesson, if there is one, 

for sMPs is that they are best placed to thrive in the new global 

economy by changing with the times.

Helping Small- and Medium-Sized 
Practices Meet the Challenges and 
Seize the Opportunities of Tomorrow 
Interview with Giancarlo Attolini, Chair, IFAC Small and Medium Practices 
(SMP) Committee
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What are the key challenges that SMPs are facing? 

the fourth quarter IFAc sMP Quick Poll pulled in over 2,400 

responses from around the world thanks to the promotion efforts of 

many IFAc member bodies. In all regions barring europe, burden of 

regulation ranked as the top challenge faced by practitioners’ small- 

and medium-sized entity clients. Meanwhile, economic uncertainty 

ranked as the top challenge in europe. When accountants were 

asked to name the biggest challenge facing their practices, keeping 

up with new standards and regulations ranked first, followed by 

attracting and retaining clients in almost all regions (in Asia, these 

top two were reversed). the poll showed that respondents were 

generally more positive about 2012 compared with 2011, though 

europeans were noticeably less optimistic about the future than those 

from other regions. As the global economy starts to pick up, sMPs 

should adapt to capitalise on the emerging opportunities. 

How can SMPs best overcome economic uncertainty and 

other challenges?

While sMPs are facing significant challenges, the poll showed that 

respondents were generally more positive about 2012 compared 

with 2011. As the global economy starts to pick up, there will be 

emerging opportunities and sMPs should be ready to adapt to 

embrace them. 

•	 Firstly, boost marketing and promotion efforts – According 

to the poll, growth in practice fees will be driven primarily 

by winning business from new clients. this will demand 

more and smarter promotion and marketing efforts that 

should focus on what distinguishes sMPs—as mentioned 

before, most notably their reputation for competency 

and trust, responsiveness, and geographical proximity. 

Accounting and compilation services are perhaps worth 

special focus as poll respondents saw this as the fastest 

growing source of revenue, and the marketability of 

compilations should increase with the release of the 

International Auditing and Assurance standards Board’s 

new standard on compilation engagements.

•	 secondly, focus on advisory/consulting services – these 

services, ranging from tax consulting and financial 

management to newly emerging services like wealth 

management and advice on sustainable business practices, 

are a crucial growth area for sMPs. the poll found it was the 

second fastest growing source of revenue after accounting 

and compilation. But perhaps most telling was the finding 

that insufficient partner time and marketing services to clients 

jockeyed for the position as the top challenge in building 

advisory/consulting services work. this suggests sMPs need 

to free up partner time to make it work, perhaps use value-

based pricing to ensure a good return, and, as mentioned 

previously, increase their marketing and promotion. the 

poll also revealed that an existing client relationship is the 

main reason that sMes seek advisory/consulting services, 

suggesting practices should, where ethical rules allow, 

promote them to existing clients.   

In what ways has the world changed and how can SMPs change 

with it?

•	 Firstly, internationalise - cross-border trade, in goods 

and services, and investment is growing exponentially 

and great advances in transportation, It, and 

communications infrastructure are making the world a 

smaller place. As a result, sMes are increasingly doing 

business internationally. sMPs will, therefore, need to 

internationalize themselves if they are to effectively 

support these sMes. A good place to start is to have 

a strategy, which might include joining an international 

network or association of practices, possibly to affiliate 

with a national firm with international connections. the 

value of an international network or association comes 

from the local knowledge that member firms can offer 

to clients. this means even a small practice can help a 

client go global and may help the practice retain clients 

that might otherwise choose a larger firm. 

•	 secondly, exploit emerging technologies – emerging 

technologies like cloud computing offer the opportunity 

to both increase your practice’s service offerings and, 

generally, do more with less. From a remote location, 

sMPs can now provide sMes with a full range of services, 

from basic book-keeping and payroll to virtual cFo, in 

a way that is safe, secure, and more cost effective than 

traditional face-to-face delivery. sMes can thus enjoy many 

of the same benefits of having an in-house professional 

accountant that larger entities enjoy. 

The global economy 

has changed a lot in the 

past few years and the 

accounting industry has not 

escaped these changes
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What are the potential implications for policy makers, regulators, 

and standard-setters?

even at a time of global economic uncertainty, concerns around 

regulation and standards are still uppermost in the minds of sMPs 

and sMes for whom compliance may be disproportionately 

burdensome. And according to an earlier poll, the nub of this 

concern seems to be the pace or speed with which regulation and 

standards are changing, more than complexity and volume. 

Regulation is intended to bring benefits, for example by helping 

markets operate fairly and efficiently. We somehow need to ensure 

that these benefits outweigh the burden and are widely recognized. 

IFAc has spoken out on these issues. IFAc believes that regulatory 

reform should not create unreasonable obstacles for the progress 

of sMes: costs and complexities that will impose burdens on, and 

threaten the sustainability of, the small business sector must be 

carefully examined. In addition, international standards should be 

applicable, accessible, and cost-effective for sMPs and sMes. the 

committee plays a pivotal role here by stressing the need for a stable 

platform of regulation and standards that are relevant to sMes and 

sMPs and capable of being applied in a manner proportionate to 

size of practice or entity.

What role can individual SMPs play in shaping the global policy, 

regulation and standard setting agenda?

While an individual sMP may feel that it is too small to make a 

difference or that it lacks the capacity to contribute in a significant 

way, it needs to be remembered that the strength of the sMP voice 

comes from their sheer numbers. therefore, it is important that we 

all play our part, no matter how small, and get involved in some 

way, be that by writing a comment letter on an exposure draft, 

responding to a survey or poll, or participating in the initiatives of the 

sMP committee. the challenge, however, is to ensure one cohesive, 

clear, and collective message. the sMP committee aims to act as 

a mouthpiece for the voice of sMPs. the committee has an online 

Discussion Board and conducts regular polls, which we encourage 

our member bodies to promote to their sMPs so that we can channel 

the voices from a global representation of this sector. 

see www.ifac.org/sMP to learn more about the IFAc sMP 

committee and its support for sMPs through collaboration with IFAc 

member bodies.

Copyright © March 2012 by the International Federation of Accountants 

(IFAC). All rights reserved. Used with permission of IFAC. 
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PRODUCT REVIEW

Product: Little LogBook
Price: R899

every time you start your engine you must first catalogue an 

abundance of information, delaying your rush to get into the 

next traffic jam, with speeding cameras and potholes around 

every corner. the simple truth is that many people do not have 

the tenacity to regularly maintain a travel logbook. An easy-to-use 

electronic logbook that automates this task would be ideal.

With the past few years’ changes to tax treatment with regards to 

company cars and travel allowances, it has become essential to 

maintain a travel logbook. the days of maintaining a manual written 

logbook are over. some vehicle security tracking systems offer the 

option of using the tracking information to maintain the required tax 

travel logbook. the Little LogBook is a product that requires almost no 

installation, is easy to use and affordable. 

My personal experience is that a successful logbook system should 

be easy and not time consuming. this little GPs device simply plugs 

into the lighter plug in the vehicle for its power source, which also 

engages the GPs recording. At the end of the week, you simply 

download the GPs data using the provided software and designate 

the business trips. In fact, the software allows you to label the GPs 

co-ordinance and next time you download your GPs data, the 

previously labelled destinations are clearly identifiable.  

the software allows you to upload a map of the GPs satellites for one 

week in advance, which allows the device to speed up the acquisition 

of the satellites improving the accuracy. this avoids the familiar delays 

when you’re other GPs device is searching for satellites.  

this device could also be used to track reimbursement claims 

and monitoring vehicle use or staff out of office. the GPs data 

downloaded includes Google map integration for route and speed 

monitoring.

I often face the taxpayer that failed to maintain a proper logbook 

and, on assessment, owes sARs money with regards to travel 

allowance received, even when the taxpayer used his vehicle for 

business purposes. 

tax practitioners may find it helpful to suggest that their clients use 

a GPs device such as the Little LogBook. A referral program is 

available for tax practitioners. 

Ettiene Retief, SAIPA

COMPETITION GIVEAWAY
Professional Accountant is giving away 5 Little LogBook units 
to sAIPA members. All you need to do to stand a chance of 
winning is answer the following question: Do current tax laws 
in south Africa require all taxpayers with a car allowance to 
submit a detailed logbook of business mileage?

send your answer, along with your name, contact details 
and sAIPA membership number to 
debbief@thefuture.co.za

competition closes: 31 August 2012.
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TAX PROFESSIONAL

I t has been a long-held philosophy that civilisation is 

dependent on a government, and a government is reliant 

on taxes. some of the often used dictums find their origins 

in tax, such as ‘daylight robbery’ and ‘peeping tom’. In an 

effort to collect more taxes for the government and corrupt 

tax collectors, the residents of 17th century europe were 

taxed for each window they had. As the concomitant of 

taxes became unaffordable, residents would brick up their 

windows in order to avoid the window tax. this became 

known as ‘daylight robbery’. In fact, some deliberately built 

houses and castles with additional windows in order to 

assert their wealth.

As the world is attempting a recovery from the economic 

meltdown, the question of taxation has been on everyone’s 

agenda. However, taxation has a strong emotional and 

moral attachment. When a person believes that the taxes 

paid are too high, unbalanced, or used for the wrong 

reasons, that person starts looking towards ways of 

avoiding their tax liability.

Last month we witnessed the introduction of a ‘Granny 

tax’ in the UK. the core motivation for the change was that 

all should be subjected to the same tax burden regardless 

of their age. At the same time the maximum tax rate would 

be reduced by five percent as this would help combat the 

level of tax avoidance by high earners. While counsellor 

osborne has become very unpopular for the proposal 

of a ‘Granny tax’, his reasoning is sound. It is estimated 

that in south Africa a mere 4,5% of individuals contribute 

38% of the taxes. We have a significant disproportion of 

contributing taxpayers versus people claiming social grants 

and relying on government assistance. In fact, we have 

seen numerous tax legislative amendments that decade to 

extinguish, reduce, or limit the deductions and allowances 

available to individual taxpayers, with the aim at maximising 

the amount of taxes that could be collected from them. the 

focus had been to progressively tax a person more the 

CPD15 mins

Getting to grips with the 
Administrative Tax Burden
Ettiene Retief, Head of Tax Committee, SAIPA
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It is estimated that in south Africa a mere 4,5% of individuals 

contribute 38% of the taxes. We have a significant disproportion 

of contributing taxpayers versus people claiming social grants and 

relying on government assistance. In fact, we have seen numerous tax 

legislative amendments that decade to extinguish, reduce, or limit the 

deductions and allowances available to individual taxpayers, with 

the aim at maximising the amount of taxes that could be collected 

from them. the focus had been to progressively tax a person more 

the greater their earnings or asset base. It comes as no surprise that 

we now see news articles and press releases declaring that sARs 

will be focusing on high earners and people of significant wealth. 

A person at the maximum tax rate faces not only 40% personal 

tax, with little deductions or allowances, but will also pay VAt for 

most of the services and goods purchased, to again face capital 

Gains tax when disposing of assets. When you depart this mortal 

world your estate faces estate Duties and capital Gains tax. In fact, 

estate Duties is an inefficient double tax. It could be argued that other 

countries have a higher personal income rate, but in those countries 

the individual has many deductions and allowances that could be 

utilised to reduce the final tax burden. Many countries, such as the 

UK, Italy, and Greece are faced with the challenge of tax avoidance 

exacerbated by the high tax rates. 

the national Budget and fiscal spend will increase yearly, 

not to mention the funds needed to implement national Health 

Insurance (nHI). this year’s national Budget presented by the 

Minister of Finance and the state of the nation address presented 

by the President provided some comfort in that focus will be on 

infrastructure. the infrastructure is needed for private sector, which is 

where sustainable jobs can be created. Prior to this year’s state of 

the nation address government shouldered the burden of creating 

jobs, while it is the general consensus that the public sector will 

not be able to create sustainable jobs. this year’s national Budget 

proposals include further relief for small businesses. However, this 

relief is not sufficiently accessible as the small Business corporation 

relief is limited to not include ‘personal service’, unless that small or 

start-up business has at least three full-time employed independent 

persons that are also engaged in the core operations in providing 

relevant services to the business’ clients. this means that a small or 

start-up accounting firm must have at least three full-time employees 

that provide accounting services to their clients, and those employees 

cannot have any equity in the business, nor be connected to any 

person that has equity in the business. the receptionist, driver, and 

cleaning staff may not qualify as they surely do not provide core 

operations or accounting services to the clients. the current restriction 

provides no relief for family businesses, which have demonstrated 

their ability to survive tough economic times.

sAIPA recently made a submission and presented in Parliament 

at the end of February that the small Business corporation tax 

relief should be more accessible to small and start-up service-based 

businesses, as service-based businesses require less start-up capital, 

are less volatile to labour and raw material disruption, electricity 

blackouts, and generally provide transferable skills and skills 

development that we have a shortage of. In fact, worldwide it has 

been estimated that the greatest short to medium-term economic 

growth will come from small to medium service-based businesses. 

the difference in sustainability and volatility is evident when you 

peruse the list of companies that have been liquidated or awaiting 

forced liquidation. 

While Government maintains the illusion of a coherent vision and 

mission, the reality is that tax relief is only a small part of stimulating 

small to medium business. the impending amendments to labour 

The added compliance 

reporting and enquiries has 

shifted the testing and risk 

assessment on to the taxpayer. 

TAX PROFESSIONAL
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laws will have an impact on the country’s high unemployment 

rate and willingness of small to medium businesses employing new 

staff. surely the labour laws should not be regarded as a hurdle 

and risk for employers. Who wants to employ a person if it comes 

with the significant threat of ccMA and Labour court if you later 

wish to terminate when the person is not pulling their weight. 

the President and Minister of Finance has repeatedly promised 

relief and easing up of burden to do business. the small business 

has some relief in terms of BBBee, tax, and corporate law, but the 

small business still faces the same burden that large companies do 

with regards to compliance and legislative risks. sARs in its effort 

to improve tax compliance and meet its ever-increasing revenue 

collection targets, subjects the taxpayer to additional administrative 

burden by means of the It14sD and VAt reviews. the complexity 

or size of the business is disregarded and business is held to a strict 

deadline. the added compliance reporting and enquiries has shifted 

the testing and risk assessment on to the taxpayer. the additional 

It14sD and VAt reviews are issued without regard for the other 

burdens that the company face, such as year-end, provisional tax, 

monthly/bi-monthly VAt, employer reconciliations, labour and other 

reporting. sARs issued letters of VAt audit engagement against 

a number of LBc taxpayers during December 2011 demanding 

supporting documentation and reasoning for a five year period. 

shifting the burden of risk assessment and supporting audit 

evidence on to the taxpayer during annual shutdowns and yearend 

holidays, with a 21 calendar day deadline. some taxpayers had 

already shutdown for the festive season when the letter was issued, 

with a disregard for reasonable notice.

every March we have the aggressive tax collection tactics of 

sARs to contend with. I experienced one case where sARs was 

threatening a taxpayer with judgment proceedings one day after 

the assessment was issued by sARs.  

every person that starts and sustains a small business has become 

self-employed, and provides employment for a few more people, 

with the opportunity of skills transfer and development, personal 

and employees’ tax, and VAt. even if every small and new business 

merely employs only a handful of people, the compounding effect 

would be that we will see a significant reduction in unemployment 

and an increased base that contribute towards income tax. 

We must get a grip on corruption, wasteful and fruitless 

spending of taxpayer’s money, lowering the costs of doing 

business, with a business-friendly legislative environment, 

regulatory certainty and improved infrastructure. A tax system 

that is not merely focused on collecting taxes can be attested 

by many a taxpayer that has engaged with sARs in dispute 

of an assessment or administrative action. 
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Answer: 

the Income tax Act defines any trust as a person, implying that 

the trust can be taxed in its own right. 

Moreover there are three types of trusts:

Firstly, a trust can be discretionary which means that the 

beneficiaries have no vested rights. In this case, it is not certain 

that the beneficiary will receive the income and therefore the 

beneficiary will not be taxed on it. 

secondly, a trust can be vesting which means that the 

beneficiaries have vesting rights. If a beneficiary has a vested 

right to the income retained in the trust, it means that that the 

income is effectively the beneficiary’s and will be taxed on it.

thirdly, a trust can be bewind which means that the trust 

does not own the assets, but that the beneficiaries are the 

owners of the assets. A trust, in this situation, only has 

the authority to manage the assets. the trust, in this case, 

controls and manages assets on behalf of beneficiaries who 

own the assets.

so in vesting and bewind trust types, the beneficiary will 

respectively have a vested right to the dividend or be the owner 

of the dividend. In both of these trust types the beneficiary is 

the beneficial owner of the dividend for the purposes of the 

dividends tax. If the beneficiary wishes to claim an exemption 

from the dividends tax (for example, because it is a resident 

company) that beneficiary must complete the prescribed 

Beneficial owner Declaration Form and submit it to the 

company declaring the dividend. 

the Dividend tax discourse would change if the trust is a 

Discretionary trust. In the case, of a discretionary trust-type, 

the trust will be the beneficial owner of a dividend unless the 

trustees have:

•	 Vested that dividend in a beneficiary before the date on 

which the dividend is paid or becomes payable by the 

company declaring it; or

•	 Vested the dividend after the date on which the dividend 

becomes paid or payable but before the end of that year 

of assessment of the trust, in which case the beneficiary 

will be the beneficial owner of the dividend. thus, 

provided that vesting takes place in the same year of 

assessment, section ___ of the Income tax Act will deem 

the dividend to have been received by or accrued to the 

beneficiary during the year of assessment thereby making 

the beneficiary the beneficial owner of the dividend for 

dividends tax purposes.

should the trustee fail to vest the dividend during the same 

year of assessment in which it was received by or accrued to 

the trust, the trust will be the beneficial owner of the dividend 

and the company paying the dividend must withhold the 

dividends tax at 15%.

the dividend will become part of the trust capital and will lose 

its character as a dividend in subsequent years of assessment. 

It follows that no refund to an exempt beneficiary such as 

a resident company will be possible in these circumstances 

because the beneficiary would never have become the 

beneficial owner of the dividend. A refund would, however, 

be possible as long as the vesting of the dividend occurs 

during the same year of assessment in which the dividend was 

received by or accrued to the trust. 

Dividend tax consequences
Mahomed Kamdar, Technical Advisor, SAIPA

CPD45 mins

UNPACKING TAX LEGISLATION

Question: 

What are the dividend tax consequences when a dividend 

is distributed to a trust?
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What is a Restraint of Trade?

A restraint of trade may be enforced by your employer which 

entails the employer placing certain limitations on your freedom of 

employment thus rendering you ineligible to trade within the same 

industry you currently work in, should you resign. 

Does a Restraint of Trade apply to me?

Restraints of trades are not a pre-described feature in a standard 

employment contract and thus are an additional clause added to 

unique employment agreements. As this is an addition to a contract 

a restraint of trade is considered to be above and beyond an 

employee’s call of duty. An employee is required to agree to that 

which is stated in the employment contract in order to accept the 

propositioned role. Although you might not agree, it will be to your 

benefit to be aware of these restrictions before accepting a role. If 

you aren’t sure if you are bound by a restraint of trade, go through 

your employment contract as it is here where this will be documented.

How can a Restraint of Trade affect my job?

A restraint of trade will impact your employment agreement in one 

of the following ways:

•	 Whether you are on contract or a permanent employee, 

if you are restricted by a restraint of trade you cannot do 

business with anyone else. A restraint of trade typically limits 

employees from making use of ‘company resources’ for 

personal gain. An employee’s unique skills are considered to 

be ‘company resources’ and it is this that you are not entitled 

to utilise for the benefit of anyone else other that your current 

employer. For example; you cannot perform any freelance 

work whilst employed with the company with a restraint of 

trade in place.

•	 At termination of employment. this means that an employee 

restricted by a restraint of trade is able to resign from a 

position, but may not continue to work for a similar company 

that competes directly or indirectly with the company once you 

have resigned from the company. A restraint of trade therefore 

effectively ‘bans’ an employee from working in a similar firm 

and/or industry to the one directly relating to their current job. 

this restraint would apply for a specific time period detailed in 

the employment contract and usually specifies a geographical 

range in which these restrictions may reasonably be enforced 

on the employee by the employer.

to many, a restraint of trade impacts on their entire livelihood, 

although it may become very difficult for an employer to enforce 

a restraint of trade in the instance where any employee is unable 

to make a living from an alternative field of work due to limited 

skills. this is spelt out in the Magna Alloys Appellate Division case 

of 1984.

the Appellate Division came to the conclusion that the position in 

south African Law is that the sanctity of a valid contract overrides the 

right and freedom to trade. And on that basis, restraints of trade are 

deemed prima facie valid and enforceable, unless they are contrary 

to public policy. As a result of the Magna Alloys decision, restraints 

of trade are therefore in the first instance deemed enforceable unless 

the employee, who alleges that the contract is against public policy, 

is able to prove so. the courts will therefore interfere with restraints 

of trade only where the restraint is unreasonable in relation to the 

employee’s freedom to trade.

To test the enforceability of a restraint of trade clause, the 

following assessment may be useful:

•	 Is there a legitimate interest of the employer that deserves 

protection at the termination of the employment agreement?

•	 If so, is that legitimate interest being prejudiced by the employee?

•	 If the legitimate interest is being prejudiced, does the interest of 

the employer weighed up against the interest of the employee 

not to be economically inactive and unproductive – section 36 

of the constitution of the Republic of south Africa? 

•	 Is there some other aspect of public policy which indicates that 

the restraint of trade requires enforcement or not?

•	 Is the ambit of the restraint of trade (in respect of its nature, area 

and duration) justifiable and necessary to protect the interests of 

the employer? 

Restraint of Trade Explained
Aneesa Cassim Ahmed, Legal and Compliance Officer, SAIPA

TRANSPARENCY
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Recently sARs implemented the It14sD return as a supplementary 

declaration to the It14 tax return that companies and close 

corporations file annually. this introduced a mechanism that 

requires the taxpayer to reconcile their VAt201 returns, import and 

export customs declarations, and employees’ tax declarations for 

the same financial period as that of the annual financial statements, 

which was the basis for the It14 return.

Previously, sARs would apply similar comparative testing. sARs 

would issue a letter requesting the taxpayer to explain the differences, 

which was either part of an audit, or could lead to an audit based 

on the risk associated with the response provided. 

compiling the information required to populate the fields of 

the It14sD is generally not a simple administrative exercise, but 

requires substantial effort and time. consideration should be given 

to differences caused by timing and financial reporting disclosure 

requirements. In fact, some fields of the It14sD relate to values that 

were not previously required in sARs declarations, or a disclosure 

item for the annual financial statements.

Filing the It14sD with un-reconciled differences, or a difference 

of greater than R100 will most likely result in an assessment. this 

assessment issued by sARs will not easily be disputed as you require 

sufficient grounds for the objection, considering that the assessment 

is based on the values that you filed with sARs.

the issue is further exacerbated when the vendor did not disclose 

the different types of supplies correctly. often the vendor is merely 

concerned that the net amount paid to sARs is correct with reference 

to total output tax and total input tax, with disregard to the distinction 

of adjustments, deemed supplies, separating capital and non-capital 

supplies and input tax deductions. As an example, capital input tax 

deduction will not be tested against the detailed income statement 

(statement of comprehensive income), but rather the statement of 

cash-flow and balance sheet (statement of financial position). 

In some cases the taxpayer is not registered for VAt, but issues a 

tax invoice by default, and perhaps in ignorance. A person who 

raised tax (as a tax invoice could imply) on goods or services by him 

is deemed to be a vendor for VAt (section 31(6) of the Value-Added 

tax Act), and any tax represented to be charged on a supply is thus 

deemed to be a tax payable by him. this provision does not entitle 

the deemed vendor to a deduction of input tax. Many off-the-shelf 

accounting systems will by default issue a tax invoice. even if the tax 

invoice expressed the VAt amount to be zero, an argument could 

be made that the issue of a tax invoice implies a taxable transaction 

with regards to VAt. 

Getting to grips with 
the IT14SD
SAIPA Tax Committee

VALUE ADDED TAX 
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Also, VAt provisions and timing rules do not align with accounting rules.

At the time of writing this, it was apparent that sARs was not merely 

pursuing administrative penalties for not filing the required It14sD 

timeously, but in fact issues an additional assessment disregarding 

deductions and allowances. this generally will result in a substantial 

assessed tax liability, together with penalties for under estimation of 

provisional tax. sARs is not using the It14sD as a risk assessment 

tool only, and great care should be taken in filing the It14sD.  

Registered VAt vendors are required to file regular VAt201 

returns. the return forms the basis of the liability and disclosure 

of output tax levied on behalf of state and the input tax 

deductions claimed. It’s often forgotten that the output tax levied is 

already state funds and should not be used by the vendor as part 

of its cash-flow. For this reason, I generally educate my clients that 

a separate VAt bank account should be maintained, separating 

the output tax received from the general bank account used for 

day-to-day cash-flow and operations. this limits the risk of a vendor 

manipulating the value of output tax disclosed in their returns. 

During the last few months we have all become accustomed to 

the sARs review notice issued shortly after filing a VAt201 return. 

this review is aimed at identifying that proper accounting records are 

maintained, that the output and input tax values match the accounting 

records, and in many cases include a review of about five tax invoices 

that were claimed for input tax deduction. In some cases, the review is 

a prelude to an audit when risk has been identified. the consequence 

of ignoring the notice of review is that sARs will raise an assessment 

writing back all the input tax deductions claimed, generally resulting 

in a short payment of VAt for that period. In order to remedy this, the 

vendor cannot simply reclaim the input tax in another period, but an 

objection must be lodged with sufficient grounds to justify the input tax 

deductions claimed. the lodging of an objection is more onerous and 

time-consuming.  

It’s important that proper disclosure is made when filing the 

VAt201 return. the newest thorn in the taxpayer’s side is the It14sD 

that requires the taxpayer to reconcile the VAt disclosure as per the 

VAt returns to the It14 return and annual financial statements. 

sARs has a time limit of five years to recover tax or raise an 

assessment for tax due, with regards to VAt. However, this 

prescription will not apply if an assessment of the unpaid tax has 

been raised at any time within the five year period, nor will it 

apply if the vendor fails to prove that the amount due was not paid 

for reasons other than a deliberate intention to pay the tax, the 

vendor acted in good faith and on the assumption that the supply or 

importation was correctly taxed and that input tax deductions was 

in fact applicable, and this assumption was based on reasonable 

grounds and was not due to negligence on the part of the vendor. 

VAT Disclosure 
and Recovery

VALUE ADDED TAX
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Failure to make proper disclosure would allow sARs to pierce 

the prescription provisions, and deliberate incorrect or manipulated 

disclosure could even be prosecuted as fraud, as you declare the 

information submitted on the return to be true and correct when 

signing the return or submit the return using e-filing.   

Proper disclosure and maintenance of supporting documentation, 

such as the original tax invoices for input tax deductions, is essential. 

A properly maintained accounting record, accounting system, correct 

setup of the accounting system, and regular reconciliation of the VAt 

control account(s) is advised.  

Incorrectly 
charging VAT

W here a person who is not a vendor for VAt, meaning 

not registered for VAt nor liable to be registered 

for VAt, raises tax on goods or services supplied 

by them, that person will be deemed to be a vendor in terms of 

section 31(6) of the Value-Added tax Act. Any tax represented to be 

charged by this deemed vendor is thus deemed to be tax payable 

by him. since the person is deemed to be a vendor, it should follow 

that he may deduct any input tax incurred in making the supply on 

which the output tax is now due. While the tax is payable once 

assessed, the deemed vendor may find it very difficult secure any 

input tax deduction, considering the requirements for such deduction. 

Also, the client that paid the VAt will most likely not be in possession 

of a valid tax invoice, which is one of the requirements for claiming 

an input tax deduction. 

similarly, where a vendor represents that tax is charged or 

chargeable on a supply that is in fact not taxable or should be 

zero-rated, any tax charged will be deemed to be payable by the 

vendor in terms of section 31(1)(e), 31(2)(d), and 31(6)(b) of the 

Value-Added tax Act. the fact that such supplies yield a deemed 

liability to pay the tax, such deeming provision will not automatically 

change the nature of the supply, and as such will not automatically 

entitle the vendor to related input tax deductions that would normally 

have been denied or apportioned.  

To make a reservation visit www.citylodge.co.za or call 0861 LODGES 

Make Yourself at Home
Whether it’s at The Courtyard, City Lodge, Town Lodge or Road Lodge, we have a conveniently located hotel to suit all pockets

C
L1

3



17Professional Accountant

the Income tax Act, section 101, requires that every 

company conducting business or having an office in the 

Republic must at all times be represented by an individual 

residing in the Republic, known as a ‘Public officer’. the same 

applies for collective investment schemes.

the public officer must be appointed within one month of a 

company (including close corporations) commencing business 

activities or acquiring an office in the Republic. the public 

officer is appointed by the company, or agent/attorney who 

has authority to do so. When appointing the public officer it is 

important that the required resolution is passed conferring the 

required authority to sign returns, objections, appeals, to take 

legal notices, and generally to represent the company. 

the public officer is responsible for undertaking all acts, 

matters, or things as required to be done in terms of the Income 

tax Act by a taxpayer, and is liable for any penalties in respect 

of defaults by the taxpayer. the public officer performs his 

tasks as a representative of the company. 

In the event that the company is placed in liquidation (either 

voluntary or compulsory liquidation), the liquidator is required 

to perform the functions and assume the responsibilities of the 

public officer until the liquidation process is finalised.

If the required public officer has not been appointed, the 

public officer of the company will by default be the managing 

director, financial director, director, company secretary, or other 

officer of the company or person acting in the management of 

the business or affairs of such company, as the commissioner 

may assign for that purpose. 

Any notice, process, or proceeding that may be ser ved, 

given, or taken against any company in terms of the 

Income tax Act, may be ser ved, given, or taken against 

the public of f icer. 

other than the appointment of the public officer, every 

company must also within one month after commencing 

business, or acquiring an office in the Republic, appoint a 

place in the Republic at which any notices or other documents 

may be served in terms of the Income tax Act. this may a 

different address as the address listed in the company 

registration documentation. 

every company is required to keep the office of public 

officer filled and to maintain a place for service or delivery of 

notices at all times. Until sARs has been given notice of the 

public officer, it will be deemed that no appointment has been 

made. the notice lodged with sARs must specify the name 

and contact details of the public officer, clearly stipulating the 

address to be used for servicing or delivery of notices. Any 

change in who is appointed as the public officer, or place for 

the service or delivery of notices, must be communicated to 

sARs within fourteen days of such change. 

If a company fails to appoint the required public officer, or 

elect the place for service or delivery of notice, or fails to keep 

the office of public officer constantly filled, or maintains the 

place for service or delivery of notice, or fails to notify sARs of 

any change of public officer or place for service or delivery of 

notice, the administrative penalties (as per section 75B) may 

be levied by sARs for such failure to comply. 

With regards to VAt, the Value Added tax Act imposes 

various duties and obligations on vendors. When the vendor is 

not a natural person (such as a company or close corporation) 

someone must be appointed to be responsible for performing 

the duties and obligations imposed by the Act. In terms of 

section 46 of the Value Added tax Act the representative will 

be the public officer in the case of a company (including a 

close corporation). If the company is placed in liquidation, the 

liquidator of that company will be the representative. 

Examining the Tax Requirements 
of a Public Officer
SAIPA Tax Committee

TAX PROFESSIONAL

Every company is required 

to keep the office of public 

officer filled and to maintain a 

place for service or delivery of 

notices at all times. 

CPD
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cloud computing is changing how accountants do their 

business. It is a rather simple and uncomplicated model 

of how technology continues to find solutions in improving 

business functions. cloud computing providers have already 

provided a lot of services to cater to the needs of accounting firms 

and accountants. Most of these services deal with internal accounting 

firm applications and solutions where accountants can work with 

their clients.

When an accounting firm decides to take advantage of cloud 

computing, it is highly significant to consider the internet connectivity 

TECHNOLOGY

Steps Accounting Firms can take 
to move to Cloud Computing
Florence de Borja, Freelance writer
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because the internet plays a vital role in cloud computing systems. 

once you avail of cloud computing, you also have to move to a higher 

bandwidth internet subscription. As much as possible, you have to 

buy the internet service offering the best bandwidth availability you 

can afford. As your accounting firm grows, your bandwidth needs 

will also grow. Also, you may have to inform your internet service 

provider about the significant rise in bandwidth usage during the 

usual accounting busy season.

You don’t need to be locked with bandwidth contracts for a long 

time because technology is continuously evolving which drives 

internet service providers to offer more services at a lower price. 

You may also consider blocking some media sites which stream 

huge amounts of information to end users. Instead of blocking these 

sites, some companies initiate internet acceptable use policies which 

determine acceptable and unacceptable utilization of your company’s 

bandwidth. However, for better management of bandwidth, you can 

implement both. You can have an internet acceptable use policy 

and, at the same time, block sites which stream a lot of data.

When an accounting firm first migrates to the cloud, it is expected 

that it has no knowledge about which applications to migrate first. 

Although a lot of accounting applications can be migrated to the 

clouds, the best and easiest application to migrate is the applications 

for tax preparations. tax applications on the clouds offer accountants 

flexibility because tax returns can be generated anywhere and 

anytime. this move will greatly benefit those accounting firms who 

want to improve their employees’ work-life balance. this also benefits 

the younger generation of employees who desire to work differently 

than the previous generations ahead of them. More importantly, 

updates to the tax software become the responsibility of the cloud 

computing provider.

the next phase of migration must move document or content 

management of the accounting firm. Document management becomes 

a breeze with cloud computing. An accounting firm employee will 

just need keywords or phrases to be able to search voluminous data 

hosted in the clouds. Recovery of information is faster with cloud 

computing than physically going through file cabinets for the needed 

information. Data is also protected and secured from unauthorized 

access by other employees.

Aside from tax and content, the accounting firm can then migrate 

other practice areas like cPe and education tracking; employee 

evaluation; electronic Workflow; and Practice Management. Aside 

from migrating applications specific to the accounting profession, 

the accounting firm can also move other solutions common with 

other industries like e-mail. Applications used to collaborate with 

clients can also be migrated to the clouds. there are applications 

available which lets an accounting firm bill a client and provides 

a way for that client to pay online. Most of these applications can 

even be integrated to the current accounting system being used by 

the accounting firm.

Moving your applications and data to the clouds may not 

necessarily decrease overall spending. Although the clouds provide 

reduced spending on on-premise infrastructure, an accounting firm 

may need to spend more money on internet service, space allocation 

subscriptions, and storage. In essence, cloud computing does offer 

a lot of benefits to accounting firms. However, extreme caution must 

be exercised in choosing the right cloud computing vendor in order 

enjoy all benefits the clouds can offer. 

Re-printed with permission from CouldTweaks. www.cloudtweaks.com

When an accounting firm 

first migrates to the cloud, 

it is expected that it has no 

knowledge about which 

applications to migrate first. 
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to determine the tax liability of a taxpayer, it is required to 

establish the ‘taxable income’, which is the amount remaining 

after deducting all allowable deduction and allowances 

from the income of a taxpayer. the foundation for such deductions 

and allowances is the ‘general deduction formula’, and additional 

specific deductions and allowances to extend or limit deductions 

or allowances, such as section 11(gA) of the Income tax Act with 

regards to expenses incurred with reference to a trade mark. 

the general deduction formula (sections 11(a) read together with 

section 23(g)) has the following pillars:

•	 carrying on any trade;

•	 expenditure and losses;

•	 Actually incurred;

•	 During the year of assessment; 

•	 In the production of income;

•	 not of a capital nature; and

•	 to the extent not laid out for the purposes of trade.

expenditure and losses are not restricted to cash payments and 

losses, but include outlays of amounts in other forms. It has been 

the practice of sARs to allow the nominal value of the own shares 

issued for services rendered as a deduction. this practice is based 

on the judgment in Itc 703, 17 sAtc 208. However, some have 

TAX LIABILITY

Determining expenditure actually incurred 
using the General Deduction Formula
SAIPA Tax Committee

CPD
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held the opinion that a deduction should not be allowed as the 

company issuing the shares has not lent or parted with any asset 

and therefore, has not expended anything. Also, the meaning of 

‘incurred’ generally means paid or payable (liability to pay).

As the general deduction formula does not allow for a deduction 

in regards expenses incurred with regards to a trade mark, a special 

inclusion by means of an allowance is available. the following case 

further evolves our understanding and interpretation of the deduction 

rules, specifically with the regards the meaning of ‘expenditure’, 

which is not limited to an allowance for expenditure incurred for the 

purposes of section 11(gA) of the Income tax Act.

In a recent decision of the supreme court of Appeal, in c: sARs v 

Labat Africa Ltd, the court was charged with the question of whether 

the issue by a company of its own shares in consideration for a trade 

mark constituted ‘expenditure actually incurred’ for the purposes of 

section 11(gA) of the Income tax Act. the commissioner for sARs 

had contended that no required expenditure had actually been 

incurred by the taxpayer, and therefore no deduction was available 

in terms of section 11(gA). 

the taxpayer (previously Acrem Holdings Ltd) purchased the 

business operations of Labat-Anderson (south Africa) (Pty) Ltd during 

mid 1999. the business operations of Labat-Anderson included all 

its tangible and intangible assets, which included its trade mark. the 

taxpayer therefore had acquired the trade mark ‘Labat-Anderson’ 

through assignment during the 2000 year of assessment, and 

claimed a deductible allowance in terms of section 11(gA). 

the taxpayer entered into a sale agreement in which the taxpayer 

agreed to purchase the business operations for a consideration 

of R120 million, which would be discharged by the issue of 133 

333 333 Acrem Holdings Ltd shares at an issue price of 90 cents 

per share. to give effect to the sale, the taxpayer increased and 

subdivided its authorised share capital. the agreed shares were 

issued. the value of the shares issued at the date of transfer was in 

excess of the issue price. 

the sale agreement provided that the purchase price was to be 

apportioned to the net tangible assets (as per the values reflected in 

the accounts), then to the value of the trade mark (as determined by 

an independent qualified valuator), and the residue to be allocated 

as goodwill. the trade mark was valued at R44 462 000. the 

section 11(gA) allowance was based on the valuation value, which 

was not in dispute. sARs had disallowed the taxpayer’s claim in 

terms of section 11(gA) on the grounds that no expenditure had 

actually been incurred by the taxpayer in acquiring the trade mark in 

question. the issue before the court was whether ‘any expenditure’ 

had ‘actually been incurred’ by the taxpayer. 

the taxpayer appealed sARs’ decision to disallow the section 

11(gA) allowance to the Pretoria tax court, which upheld its appeal, 

whereupon sARs then appealed to a full bench of the north Gauteng 

High court, which dismissed sARs’ appeal against the judgment of 

the tax court. sARs pursued an appeal with the supreme court of 

Appeal with special leave from that court. 

the tax court was of the view that the issuing of shares with a value 

equal to that of the trade mark justified that the taxpayer had actually 

incurred expenditure in acquiring assignment of the trade mark. the 

court agreed with the tax court’s conclusion in that the taxpayer 

did actually incur expenditure in obtaining assignment of the trade 

mark, with reference to edgar’s stores Ltd v cIR 50 sAtc 81 and 

nationale Pers Bpk v KBI 48 sAtc 55 in that ‘expenditure actually 

incurred’ meant in context that the taxpayer must have incurred an 

unconditional legal obligation in respect of the amount and it was 

not required that the obligation be discharged. once the obligation 

was incurred the expenditure should be deductible. However, the 

tax court failed to deal with the meaning of ‘expenditure’, and 

only addressed the question of when the expenditure had actually 

been incurred. the issue to be addressed was whether the issuing 

of shares by a company amounted to ‘expenditure’ and not merely 

whether the undertaking to issue shares was an obligation. 

the court identified that ‘expenditure’ required a diminution or 

some movement of assets of the party who expends. this would 

not mean that the taxpayer would be poorer as the result of the 

assignment of the trade mark would be of similar or greater value. 

the court, therefore, found that Labat-Anderson had assigned the 

trade mark as consideration for the shares it was issued, and the 

taxpayer did not in fact ‘expend’ any money, or assets in acquiring 

the trade mark. the allotment or issuing of shares did not reduce the 

assets of the company, although such may have reduced or diluted 

the value of the shares held by its shareholders. the court referred to 

cIR v estate Kohler and others 18 sAtc 354 as authority that an 

allotment of shares did not diminish a company’s assets. 

the supreme court of Appeal ruled that no expenditure had 

actually been incurred by the taxpayer in acquiring assignment of the 

trade mark, and therefore not permitted a section 11(gA) allowance. 

the appeal was upheld with costs. 
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UNPACKING TAX LEGISLATION

t
he VAt Act and the sARs Guidelines on the input VAt 

deductibility outcomes of motor vehicles are very clearly 

detailed. the facts and circumstances of every situation 

differ so vastly that the input VAt deductibility outcomes 

cannot be predicted without a careful study of the transaction and a 

proper application of the VAt legislation.

Question:

A  sAIPA member sketches the following scenario:

A cc wishes to purchase a bakkie financed in the names of the 

member of the cc, and later to be financed in the name of the cc. 

Is the cc permitted to claim VAt under the deemed input rule? Is it 

permissible to complete a VAt264 and claim VAt through the cc 

once purchased and registered in the name of the cc?

the VAt was not claimed by the member, nor is he a VAt vendor. 

the cc trades as a butchery and so uses the bakkie to make 

deliveries, to purchase stock and collect inventory goods (meat, 

fruit, vegetables etc.) 

Follow-up investigations reveal the following: 

the Buyer: the cc

the seller: the member

Purchase price: the settlement amount owed to the bank.

this transaction does not relate to loan accounts. the cc will 

purchase a two-seat bakkie from the member, which means that the 

question is whether input VAt on the bakkie is deductible since the 

bakkie is used for purposes of deliveries by the cc only. this means 

that it is a private finance transaction with the bank.

Answer:

three items comes into consideration, and the sequence of these is 

crucial:

 

1. It is alleged that it is the intention of the cc to purchase the 

`bakkie’. We need to understand what constitutes a purchase 

of an asset in the above situation. You merely indicated that 

your client, the cc, would take over the monthly payments to 

the bank. this does not constitute a purchase. since there is a 

written agreement between the Bank and the Member, not the 

cc. the cc is merely paying the bond on behalf of the Member. 

the ownership of the asset still resides with the Member of the cc. 

so this type of transaction is not a purchase in real terms. Moreover, 

in terms of the VAt legislation, the cc may claim a notional input 

VAt of a delivery vehicle only if the cc owns the asset. It is clear 

that the cc does not own the asset and therefore cannot claim the 

input VAt deduction in this situation

Deductibil i ty of input VAT  when 
an asset is purchased by a CC
Mahomed Kamdar, Technical Advisor, SAIPA
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UNPACKING TAX LEGISLATION

2. secondly, no mention is made of the status of the agreement 

between the `bank’ and the individual member. For this 

transaction to constitute a purchase the individual member would 

reasonably have to terminate the agreement with the bank and 

subsequently a new agreement would need to be concluded 

between the bank and the cc. there is no indication whether 

this has happened. It is only in this context that a `true’ purchase 

of the bakkie has occurred.

3. thirdly, only after the issues identified in item 1 and item 2 

have been settled can one consider the matter of the cost of the 

vehicle. If this transaction is a ‘true’ purchase, then the VAt Act 

is absolute in stating that any transaction between a vendor and 

a connected party (in this instance, the cc and the Member 

are a connected party) then the input VAt deductable is based 

on the lesser of the two: the market value of the bakkie and the 

consideration paid by the vendor.

As per the facts supplied, the purchase price is the settlement amount 

owing to the bank. If the settlement price is higher than the market 

value, then it is the market value that must be used to calculate the 

deduction of the input VAt. In this situation - the case of the delivery 

vehicle - it is often that the market value is less than the purchase 

price. In addition, it would be difficult for the cc (the vendor in this 

situation) to inflate the market price of the delivery vehicle.

 

It addition, it is given that the bakkie will be used by the butchery in 

order to make deliveries and collect inventories. Given this situation, 

it is likely the same member would use the same bakkie to undertake 

these tasks. If this is correct, the cc would have to declare output 

VAt on the fringe benefit, since it is also likely that the member would 

use the bakkie for his own use and would also park the at his place 

of residence. 
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INTERNATIONAL TAX

Acrucial function for foreign investors assessing a potential 

investment jurisdiction is the rate of tax applicable for the 

investment, as well as the familiarity of, and the ease with 

which they can understand the applicable local laws. It is crucial 

to understand how taxation systems apply to residents and non-

residents, and indeed, how such terms are defined, in order to 

correctly assess the investment attractiveness of a particular state.

Residency-based system

since 2001, south Africa has had a residency-based system of tax. 

A residency taxation system is founded on the principle that a state, 

which provides various services and amenities to its citizens, has 

a claim against those citizens for the amount required to fund the 

services it provides.

In contradistinction to a residency taxation system, many states will also 

tax the income derived by a person from commercial activities undertaken 

in their states. thus a source-based system of tax imposes a taxation liability 

on income arising within a specific jurisdiction or territory. 

south Africa, while subscribing to a residence basis of tax, still 

implements a source-based system of tax in respect of non-residents. 

each of the systems applies to both natural and juristic persons. the 

residency of a natural person will often depend on factors such as 

nationality, habitual living patterns, family ties, business links, as well 

as a test which considers the physical location of the person.

CPD15 mins

Principle of Residence Tax 
– transactions, tax and investments
Ross Robertson, Tax Consultant, Norton Rose SA

CPD

20 mins
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INTERNATIONAL TAX

south Africa applies two tests in determining whether or not a 

natural person is a resident for the purposes of tax. Firstly the south 

African Revenue service (sARs) would look to establish whether or 

not the individual can be said to be ‘ordinarily resident’ in south 

Africa based on their factual living patterns.  

the aim of the test is to assess if the person regards south Africa as 

their permanent home or domicile. If it cannot be said that a person 

is ordinarily resident, sARs will then apply a physical presence test 

which seeks to establish whether or not, owing to the number of days 

spent within the borders of south Africa, a person can be considered 

to have resided within south Africa. A person who is not ordinarily 

resident will be deemed to be a resident if he or she is physically 

present in south Africa for more than 91 days in each of the current 

and preceding five years and for a period or periods exceeding 

915 days in aggregate during the preceding five years.

the implication of being tax resident in south Africa, either by 

way of being considered to be ordinarily resident or by means of the 

physical presence test, is that residents are subjected to tax in south 

Africa on all of their worldwide income and capital gains. 

that being said, whenever income or capital gains are derived 

from a foreign jurisdiction by a resident, that person should always 

look to avail themselves of the alleviating provisions of any double 

tax treaty entered into by south Africa with that other country that will 

regulate the taxing of that investment or any gains derived thereon.  

Juristic persons

For juristic persons, the above-mentioned indicators of a residency 

system of tax have to be modified, because by its very nature, a 

juristic person cannot be subjected to tests involving physical 

presence and habitual living patterns. one is therefore required to 

look to the place of incorporation of the juristic person, or where the 

Place of effective Management (PoeM) of that person can be said 

to be situated.

numerous commentators have tried to establish exactly what is 

meant by the phrase ‘effective management’. It is sARs’s view (as 

outlined in Interpretation note 6 to the Act), that in order to determine 

the place of effective management of a juristic person, one must look 

to where the day-to-day operations of that entity are controlled and 

managed. this view differs slightly from international interpretations 

of the similar concept of ‘management and control’ and has not, as 

yet, been tested in front of a south African court of law. 

However, of particular interest is a point made in passing in the 

recently delivered judgment of the Oceanic Trust Co. Ltd N.O vs 

C:SARSi. In this case, which considered whether a trust was a 

resident of south Africa by virtue of it having its place of effective 

management in south Africa, Louw J endorsed the principles laid 

down in the english case of Commissioner for Her Majesty’s Revenue 

and Customs v Smallwood and Anor [2010] EWCA Civ 778 

(Smallwood), delivered on 8 July 2010.

smallwood essentially provided that -

•	 the PoeM is the place where the key management and 

commercial decisions that are necessary for the conduct of the 

entity’s business are in substance made; and

•	 the PoeM will ordinarily be the place where the most senior 

group of persons (e.g. – but not necessarily – a board of 

directors) makes its decisions, and where the actions to be taken 

by the entity as a whole are determined. 

the courts seem to agree with the international 

interpretation of the PoeM as opposed to the meaning given 

to the phrase by sARs. sARs issued a Discussion Paper on 

Interpretation note 6 (the Paper) in september 2011. In 

the Paper, sARs acknowledges that the meaning of PoeM 

is problematic and in need of revision, but they give no 

indication of any possible change to their current practice 

of following Interpretation note 6. It is envisaged that if 

sARs were to follow the international school of thought and 

change their current approach, many tax efficient structuring 

opportunities would present themselves.

We submit that any revision of the law will have to be carefully 

considered to ensure that existing structures are not unfairly affected.

Non-residents

non-residents will only be subject to income tax in south Africa if 

the income is found to arise from a source within south African. 

owing to the variety of ways in which income can be earned 

The implication of being tax 

resident in South Africa, either 

by way of being considered 

to be ordinarily resident or 

by means of the physical 

presence test, is that residents 

are subjected to tax in South 

Africa on all of their worldwide 

income and capital gains. 
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and capital gains generated, the common law has historically 

defined certain tests to be applied in determining where the true 

source of income-generating activities can be said to be based. 

the overriding principle that has been established by the courts is 

that the true source of income is where it has its origins or where 

that income is derived.

New source rules 

effective 1 April 2012, new codified source rules have been 

introduced into the Act. Important examples of the source rules in 

terms of this new section are as follows:

section 9(2) provides that amount is received by or accrues to a 

person from a source within south Africa if that amount –

a) constitutes a dividend received by or accrued to that person 

(a dividend is defined in section 1 of the Act as an amount 

transferred or applied by a company that is a resident for the 

benefit or on behalf of any person in respect of any share in 

that company);

b) constitutes interest as defined in section 24J where that interest –

•	 Is	 attributable	 to	 an	 amount	 incurred	 by	 a	 person	

that is resident, unless that interest is attributable to 

a permanent establishment which is situated outside 

south Africa; or

•	 Is	 received	 or	 accrued	 in	 respect	 of	 the	 utilisation	

or application in south Africa by any person of any 

funds or credit obtained in terms of any form of interest 

bearing arrangement.

c) constitutes a royalty that is attributable to an amount incurred 

by a person that is a resident, unless the royalty is attributable 

to a permanent establishment which is situated outside south 

Africa; or

d) constitutes a royalty that is received by or accrues in respect 

of the use or right of use or permission to use in south Africa 

any intellectual property defined in section 23I.

these new source rules, along with the others contained in 

section 9(2), generally do no more than codify the principles 

established by common law and on the whole simply legislate 

principles already applied. of interest to note is that sub 

paragraph (a) refers to a dividend, which is defined in section 

1 of the Act, as an amount transferred or applied by a company 

that is a resident for the benefit or on behalf of any person in 

respect of any share in that company. this definition also only 

came into effect on 1 April 2012. It is in the definition of dividend 

that the previous common law principle of source in relation to a 

dividend received, has been codified, with the new section 9(2)

(a) merely linking this definition’s application to a non-resident. 

the companies Act of 2008 has no definition of a dividend.

In conclusion, it can be said that the codified source rules create 

certainty regarding what constitutes south African source income. 

We do however; need more of the same regarding the place of 

effective management. In addition, we need to be careful that the 

rates of taxation adopted in south Africa, especially in relation to the 

dividends and foreign interest withholdings taxes, allow us to remain 

competitive in a global context.

Norton Rose South Africa (incorporated as Deneys Reitz Inc) is 

a member of Norton Rose Group, a leading international legal 

practice offering a full business law service to many of the world’s 

pre-eminent financial institutions and corporations from offices in 

Europe, Asia, Australia, Canada, Africa, the Middle East, Latin 

America and Central Asia. 

1Reference: case number: 22550/09

INTERNATIONAL TAX
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My family and friends would attest to the fact that I am an 

‘immediatist’; I want results, action and joy on demand 

and without delay. All of my life it has frustrated me 

to no end if someone said “I’ll do it tomorrow,” especially when, 

it could be and should be done right away. As I get older, I have 

realised that some things cannot be done immediately. My most 

recent romantic break-up refers. I hasten to point out that I wasn’t, 

technically in a relationship beyond the confines of my imagination. 

Alas. nonetheless, I have comforted myself with platitudes (which I 

swore I would never use, much less to myself) such as “take it one 

day at a time”.

one evening while wallowing in acute agony of “what could 

have been”, just as I was reaching for my Joni Mitchell cD (only 

ever listening to Both Sides Now), the wisdom of the Bards took on 

a new synthesis. never before had I really paid much attention to 

compound interest, unless it concerned my modest unit trusts. My 

mother very studiously conveyed this message (along with others, 

which I diligently ignored) to me as a rebellious adolescent, “Always 

put a little bit away”. I however, followed the advice of Miss Piggy 

instead, “Many people think money is 

something to be set aside for a rainy 

day. But honestly, how much money 

do you really need for a dozen or so 

hours of inclement weather?”

In that evening upon hearing the 

Bard, I thought about how my heart 

had gotten so broken and my rainy 

days so badly budgeted for, and 

much more frequent than I would like. 

How did it happen? How would I 

fix it? Quo Vadis? After all, I had not 

suffered some catastrophe or sudden 

distress. then finally, it was clear; it is 

a process, not a product.

When we were all in our infancy, 

learning to walk was somewhat of 

a challenge. even after falling down 

unsuccessfully for the umpteenth time, none of us concluded “oh 

well, I guess I wasn’t destined to walk after all. I’m just not cut out for 

it. I think I will just crawl for the rest of my life.” the fact is that before 

there was any murmur of success, a period of successive failures 

or misguided and different attempts to succeed were endured. the 

success versus failure ratio wasn’t favourable at all.

I digress; back to my secret. I found that somewhere along the 

line, I forgot that the discipline of doing little things every day 

led to achievement of great things over a period. I blame my 

‘immediatism’ on the culture of instant gratification in which we all 

now find ourselves. But our culture is not wholly to blame, I am – we 

are. culture does not disclaim personal responsibility.

shakespeare said “to climb steep hills requires slow pace at 

first”. How often has an opportunity been lost because we were 

ill-prepared, didn’t read the manual or meeting pack or didn’t have 

the time? Yet, we expect things to be instant. While I agree that 

on some days even instant coffee takes too long, there is certainly 

merit in studying that meeting pack, investing the time and making 

the difference. 

Rob van Zyl, CPD Coordinator, SAIPA

He who understands it, earns it...
He who doesn’t...pays it.

OFF BALANCE SHEET
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A related problem might be that a lack of clear, unambiguous 

goals. the quote “if you don’t know where you’re going, any road 

will take you there” expresses this aptly. It might sound obvious, but 

if you didn’t set goals before you thought of a method to realise 

them, how would you know whether you had achieved them? Ac 

Grayling in his book The Form of Things writes: “to draw together the 

threads of one’s various experiences, one does well to look for where 

the threads’ ends touch and intertwine in the multiplicity of the world. 

that, in turn, involves being alert and observant; it involves reading, 

thinking, conversing, learning, enjoying, judging, being sceptical, 

being open-minded – in short, in involves electing oneself a votary 

of ‘the considered life’”.

I’m sure we’ve all at some point in our lives heard this story, if you were 

offered R1 million right now in cash, or one cent every day, doubled 

each day for one month, which would you choose? If you’ve heard this 

before, then you probably know the answer. Most people would take 

the million up front. that is the wrong choice. If you took a cent, doubled 

each day, you would have R 10 737 418.24 at the end of one month. 

Geometric growth is incredible, right?

The Challenge

If you were to improve just 0.003 each day (that’s 3/10 of 

one percent) and you kept that up for five years, this would be 

what happened:

•	 In year one you would improve 100% (you would be twice 

what you are today).

•	 In year two you would improve 200%

•	 In year three 400% and year four 800% improvement. 

•	 In the fifth year, that is 1600% or 22 times what you are today.

•	 those figures aren’t even compounded.

this effect or principle is always operating, for or against us. 

What we do with it, where we end up, is totally up to us. the 

thing is this we know we ought to study, we ought to finish that 

book, we ought to do whatever – but those things are easy not 

to do. the good news is that things that are up building and 

edifying are just as easy to do; especially in 0.003 increments. 

If you don’t do apply this principle, will it totally and irrevocably 

destroy your life? not today, no. But a simple error in judgement 

compounded over time will be devastating. 

one cannot “go it alone” in life, and one needn’t. everyone needs 

support. People are likely to hurt you, disappoint you, sometimes very 

deeply. support anyway. Love anyway; irrationally and recklessly. 

Do it anyway. that might be your 0.003 for today, or maybe theirs. 

I have found the following model to be useful, and share it with you 

in the hope that you too will benefit in some way. It is adapted and 

integrated with various models, but primarily stems from the work of 

Lazarus & Folkman.

1. Primary appraisal: Where am I? What are the problems that 

I face?

•	 One	 needs	 to	 realistically	 assess	 what	 the	 current	

challenges are;

•	 Be	open	with	yourself,	make	a	list.	It	is	nobody’s	business	

but your own. the more honest and open you are, 

especially with yourself, the better.

2. Secondary appraisal: How bad/good are the various 

situations? What are possible solutions to the problems?

•	 Rank	the	items	in	the	first	step	in	a	type	of	order	that	makes	

sense to you;

•	 For	example,	if	the	bank	is	about	to	repossess	your	house,	

that would rank quite highly on my list.

3. Make a plan: Research and look at various alternatives or 

combination type approaches to best address the problems you 

have identified.

•	 It	might	be	helpful	to	seek	the	help	of	a	Debt	Counsellor	(to	

try and sort out about the debt repayments) and/or see a 

psychologist (having someone to confide it and be open 

with is incredibly important, especially in hard times);

•	 Important:	set	deadlines	by	which	certain	things	must	have	

happened (and stick to them unfailingly!), but be realistic.

4. Implement the plan: Make the call to the Debt counsellor, 

speak to a psychologist/minister. taking the first step is always 

the hardest. Any long journey starts that way.

5. Evaluate the results: Go back to your list of problems, and 

compare that to how well (or not well) your efforts to sort out 

the problems has gone. It is likely that whatever problems 

are apparent at the moment didn’t appear overnight and are 

therefore not likely to be sorted out overnight either. 

The fact is that before there 

was any murmur of success, 

a period of successive 

failures or misguided 

and different attempts to 

succeed were endured.
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