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the responsibility to ensure that we remain 
tax compliant and adhere to the highest 
ethical standards. This is not only for the 
clients we serve, but also our personal tax 

Word 
from 
CoTE

Phillip Joubert, 
CoTE Manager at SAIPA

TAX COMPLIANCE SHOULD 
ALWAYS BE A PRIORITY
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affairs must be up to date. 
The SAIPA Accounting iNdaba, held on 2-3 November, 

illustrated how we are all faced with unprecedented 
disruptive technological advances and socio-economic 
changes. However, although we should embrace new 
concepts such as data analytics, infonomics, blockchain 
and sustainable value creation, we should not be 
distracted. 

This fast-changing world demands compliance and 
ethical behaviour, the backbone of a society in which 
taxpayers have been discouraged by the continued 
scourge of waste, looting of state assets and corruption. 

We should be holding ourselves to a much higher 
standard. Compliance levels in our country have been 
slipping – with the prevalence of corruption affecting 
tax morality, which is generally influenced by the 
effectiveness of government and the delivery of services 
in exchange for individual and corporate taxpayers’ 
contributions.

RELENTLESS 
EFFORTS
We do support the South African Revenue Service’s 
robust drive to increase tax compliance, especially 
when it is aimed at broadening the tax base by bringing 
deviant taxpayers into the net. These relentless efforts 
may irritate and even frustrate compliant taxpayers, 
but SARS is working to get back on track to ensure that 
hardworking, compliant and ethical South Africans are 
getting the service they deserve. 

Our members have the training and the technical 
knowledge to assist in the rebuilding of our country by 
keeping themselves and their clients compliant. Tax 
Practitioners act as the bridge between taxpayers and 
SARS; therefore, it goes without saying that practitioner 
compliance is key to a healthy working relationship with 
SARS. We act as the bridge between our members and 
SARS, particularly if there are system issues preventing 
our members to be compliant. 

It is true that tax practitioners’ level of non-
compliance has been raised in various stakeholder 
meetings with SARS. We acknowledge that in their efforts 
to ensure compliance by their clients, their own affairs 
may be neglected to some extent.

Nevertheless, we all have a shared vision to do the 
right thing and any form of non-compliance or unethical 
behaviour is taken particularly seriously by SAIPA. We 
endeavour to assist our members to become and remain 
complaint and all matters are investigated to ensure that 
we as an institution and our members are held in the 
highest regard. 

OVERCOMING THE 
CHALLENGES 
A major challenge facing tax practitioners is the hijacking 
of eFiling profiles in order to commit fraud. SARS has 
undertaken to deal with the matter; however, it remains a 
serious concern for the institute and our members. 

Furthermore, the relationship between tax 
practitioners and SARS is especially strained at times 
when the revenue service is not adhering to their service 
delivery timelines, which places undue pressure on the 
tax practitioners. This also has a direct (negative) impact 
on the trust relationship between practitioners and their 
clients. 

We are encouraged by the strides made under 
Commissioner Edward Kieswetter to root out unethical 
behaviour in its own ranks and to restore taxpayer 
trust in the revenue authority. The country is facing 
almost insurmountable challenges in terms of poverty, 
inequality, and unemployment. SAIPA and the Centre 
of Tax Excellence are fully committed to the call for tax 
compliance to address these challenges. 

To this end, we are confident that our members 
are fully prepared to drive compliance through their 
digitalised and modern tax practices.   

Tax legislation 
allows for certain 
relief measures to 
assist companies 
in distress, such as 
debt write-offs, debt 
compromise and the 
deferment of tax 
payments of several 
tax types.”
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EMBRACING THE

ACCOUNTING 
REVOLUTION

As one of the main sponsors of 
the 2021 Accounting iNdaba, 
Standard Bank is driving the 
conversation around how the 
accounting sector can embrace 
the digital revolution and 
leverage Infonomics to ensure 
sustainability. 

Lee-John Maans CA(SA) is the  
Head of Client Coverage in 
Johannesburg for Standard Bank.
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These are exciting times for accounting 
professionals, who are seeing a dramatic shift 
away from traditional roles, in favour of a more 
strategic approach – that could ultimately 
drive business and economic growth in South 

Africa, especially among SMEs.
The changes we are seeing stem mainly from the 

automation of repetitive, manual accounting tasks, 
such as preparing financial statements and doing bank 
reconciliations, together with a proliferation of data.

However, as the Fourth Industrial Revolution and 
automation gain ground, accountants should not fear 
being displaced. Instead, we must adapt to the changing 
environment by applying new skill sets that will allow us to 
embed a higher degree of ‘value’ in the services we offer. 

THE PACE AND  
SCOPE OF CHANGE 
“The speed of current breakthroughs has no historical 
precedent. When compared with previous industrial 
revolutions, the Fourth is evolving at an exponential 
rather than a linear pace. Moreover, it is disrupting 
almost every industry in every country. And the breadth 
and depth of these changes herald the transformation 
of entire systems of production, management, and 
governance,” this according to Klaus Schwab, Founder 
and Executive Chairman of the World Economic Forum – 
the man who initially coined the term ‘4IR’ back in 2016.

“The possibilities of billions of people connected by 
mobile devices, with unprecedented processing power, 
storage capacity, and access to knowledge, are unlimited. 

WHAT IS 4IR?
The First Industrial Revolution harnessed the power of 
water and steam to mechanise production. The Second 
leveraged electric power to launch mass production. The 
Third relied on electronics and information technology to 
automate production. The Fourth Industrial Revolution 
(4IR), now here, is extending and accelerating automated 
production through a fusion of technologies that is 
blurring the lines between the physical and digital realms.
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Essentially Infonomics tells the story behind the 
numbers. When accounting firms leverage Infonomics to 
effectively optimise the data at their disposal, they’re able 
to offer greater value to clients by equipping them with 
the strategic insights needed to make better-informed 
business decisions.

With machines now doing most of the routine work 
in accounting, accountants need to spend less time 
preparing the information and pulling it all together 
and more time understanding what the information 
means and how this could create value for business – 
particularly in the SME market.

Usually, an SME owner is someone who can run a 
business, knows how to sell, and understands the basic 
numbers, such as when revenue is up or down. What that 
business owner does not necessarily know is why the 
numbers are behaving that way and what he or she could 
be doing to advance into the future and improve the 
business’s growth, profitability, and sustainability.  

In an automated world, this is where accountants can 
add significant value. We have access to huge amounts 
of data, and if we can take that data and tell the story 
behind the numbers, making connections between a 
company’s strategy and the micro and macro economy, 
businesses can use it to make strategic decisions.

WHAT IS INFONOMICS?
According to Gartner, Infonomics is an emerging 
discipline concerned with the managing of and 
accounting for information, with the same rigor and 
formality as applied to other traditional assets. 

And these possibilities will be multiplied by emerging 
technology breakthroughs in fields such as artificial 
intelligence, robotics, the Internet of Things, autonomous 
vehicles, 3-D printing, nanotechnology, biotechnology, 
materials science, energy storage, and quantum 
computing,” says Schwab.

While the pace of this advancement was astonishing 
two years back – the pandemic has further accelerated 
it. As the world adopted new ways of living and working 
virtually overnight, organisations from all sectors are 
building new capabilities, harnessing digital technologies 
and adapting their business models at unimaginable 
speeds to respond to the pace of change. 

So, the real question is how do we in the financial 
services industry rise to meet the challenges and 
opportunities presented by 4IR, and what does this look 
like in practical terms?

4IR AND ITS IMPLICATIONS  
FOR THE FINANCIAL  
SERVICES INDUSTRY 
As with the advent of any innovation, 4IR is set to disrupt 
sectors on a universal scale. Every industry will have to 
respond – and respond quickly – to ensure sustainability.

When it comes to the accounting field, the 
largest global players have already made strides in 
combining AI with other technologies, such as robotic 
process automation, to streamline and automate manual 
tasks performed by accountants today. 

Auditors, for instance, are employing machine 
learning tools in audits to ‘read’ documents, such as 
leases and sales contracts, perform trend analysis and 
identify discrepancies. 

EY has gone so far as to launch an AI proof of concept 
that leverages computer vision to enable drones to 
monitor inventory during the auditing process – for 
example, counting the number of vehicles in a production 
plant under audit and feeding collected data directly into 
their digital audit platform.

The purpose of these initiatives is to reduce 
administrative time spent on mundane tasks and time-
intensive reviewing of audit documents – enabling 
accountants and auditors to redirect their time to high-
value, high-impact tasks and areas that require inspection, 
problem-solving, decision-making and insights.

EMBRACING INFONOMICS TO 
DRIVE SUSTAINABILITY
What does a 4IR-driven future look like for independent 
accounting firms? In other words, how can SME 
accountants better-support their SME clients? The 
answer lies in ‘Infonomics.’ 

Auditors, for instance, 
are employing 
machine learning 
tools in audits to 
‘read’ documents, 
such as leases and 
sales contracts, 
perform trend 
analysis and identify 
discrepancies.”
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For example, an SME that does tax consulting is no 
longer just making sure that SME clients submit their 
VAT returns on time but, more strategically, has sound 
governance and the controls in place to ensure their 
clients’ sustainability. 

WE MUST ADAPT  
AND EVOLVE TO THRIVE
Over the past decade, Standard Bank has evolved from 
being a traditional financial service provider, to meeting 
and servicing our customers on various digital platforms. 

To this end we’re harnessing technology to reimagine 
our role in the financial services sector. In response to the 
digital revolution and in line with our future-ready strategy, 
we envisage Standard Bank to be a platform business by 
2025 – where we will be primarily focused on creating 
digitised solutions to engage and support various markets 
and eco-systems. A few examples include:

 SimplyBlu, an intuitive, do-it-yourself ecommerce 
solution that has enabled SMEs to access the 
necessary tech platform to extend their brick-and-
mortar operation by attracting new audiences and 
selling online; 

 PowerPulse, an end-to-end online solution that 
assists businesses to navigate the complex process 
of alternative energy installations. The platform 
matches businesses with vetted suppliers and 
delivers the right technical, legal and funding 
solutions in a simple, scalable manner.

At Standard Bank, we’re also harnessing behavioural 
economics and machine learning to drive our 
responsiveness and customer-centricity. In analysing 
our customer data-sets, we’re able to identify trends, 
anticipate needs and recommend solutions to better 
service our clients. 

We also acknowledge that as a data-driven organisation, 
we have a role to play in providing key insights and solutions 
to SMEs to support and enable them as critical role players 
in driving our economy’s growth. 

HOW WE’RE SUPPORTING THE 
ACCOUNTING REVOLUTION
As we move into the future, the importance of 
accountants being able to add greater value to their 
clients by providing strategic insights is clear – however, 
not everyone will feel comfortable with taking on a 
strategic role in accounting, and that’s where we at 
Standard Bank are adding value to this sector. 

We are proud to announce our new Edge proposition 
that has been purpose-built to support Accountants and 
Entrepreneurs. By bridging the current gap that exists 
between traditional banking and accounting software 
solutions, we’re able to deliver on our motto: ‘Less 
Banking. More Business.’ 

OUR EDGE PROPOSITION IS AVAILABLE TO SOLE 
PROPRIETORS, CCS, OR PTYS THAT HAVE: 

  A Standard Bank business account 
  Been established for 12+ months 

  An annual turnover between 
R2 million and R50 million.

How Edge equips ccountants to 
better serve their SME clients:
1.	 Access	to	client’s	financial	info:	
 a.Through Power of Accountant permissions, 

accountants can access and/or request 
nominated banking documentation and 
manage administrative and financial business 
tasks. 

 b. Quick access to your client’s documentation 
including; FICA, Confirmation of Bank Details, 
Letter of Good Standing, and Tax certificates 
such as IT3B and IT3C. 

2.	 Streamlined	credit	applications,	
tailored	to	SMEs:

 a. SMEs need access to credit to bridge cash 
flow gaps and fund grow. We provide credit-
scoring and insights to enable your SME clients 
to become funding-ready, together with a 
streamlined credit application process that is 
less admin-intensive for you. 

3.	 Access	to	financial	insights:	
 a. Accountants can access revenue, 

expenditure and budgeting dashboards 
that display a summary of business-related 
behaviors to help optimise decision-making 
and profitability tracking.

4.	 Dedicated	concierge	team:	
 a. Consultants and Specialists within the 

Edge team will assist you with your business 
development and banking needs, thereby 
anchoring your relationship with the Bank

 b. Your dedicated Edge Consultant will be your 
sole point of contact into the bank. Never again 
be handed off, or deal with a call centre.

5.	 Access	to	specialist	assistance:	
 a. Need additional specialist insights? Your 

Edge consultant will source assistance from 
various divisions within the bank to assist you 
with business and sector-relevant insights.

Interested	to	learn	more?	
Mail	us	at:	edge@standardbank.co.za

mailto:edge%40standardbank.co.za?subject=
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By Phillip 
Joubert, CoTE 
Manager at 
SAIPA
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Why does it feel like, as a 
compliant taxpayer, you are 
targeted by SARS, because 
of others’ non-compliance? 
Because you probably are – 
but not always intentionally. 
With all the reconciliations, 
verifications, audits on the go, 
and delays in paying refunds, 
SARS is trying to tighten the 
net around those who are non-
compliant, and you, perhaps, 
just got caught in the middle. 

Our, and any, society relies on taxes for 
existence – there would be no roads, no 
police, schools would close, and with no 
hospitals, the sick and dying would be 
in the streets. Paying taxes and being 

compliant is about more than just keeping SARS off your 
back, it’s a societal obligation, and it’s the glue that holds 
our country together.

Over the last few years, and specifically with what 
came to light recently through various investigations, the 
South African fiscus took a huge knock. Whether due 
to poor leadership at institutions, state capture, fraud, 
corruption, or whatever the reason, it resulted in what 
seems like the perfect environment of non-compliance – 
and now, SARS is fighting back.

Although SARS has good reason to be aggressive 
in collecting our taxes, it is often seen as a bully, which 
leaves the public with an aversion to dealing with such 
institutions. However, we have an estimated tax gap of 
around R200 billion. And while some of the tax gap can 

NON-
COMPLIANCE: 

The writing is 
on the wall! 
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be attributed to honest mistakes, the majority is due to 
fraud and non-compliance. In the end, this gap costs you 
(as a taxpayer) more tax, so why not do your best to help 
close the compliance gap?

A recent article by Ciaran Ryan published on 
Moneyweb claimed that a tobacco company owes SARS 
over R19 billion in customs and excise duty. A taxpayer 
was recently sentenced to six years imprisonment for 
defrauding SARS of R8.8 million with fictitious invoices, 
income tax and VAT claims, and SARS claims that two 
famous SA house musicians owes about R9 million 
in taxes spanning almost all tax types, interest and 
penalties. And these are just the cases that have been 
in the media over the last week. Can you, as a taxpayer, 
imagine the impact these collections, and the collections 
from all the cases not mentioned, could have on the 
revenue fund? 

There is no denying that there are still issues at 
SARS. Taxpayers and tax practitioners, at times, loathe 
dealing with SARS and what might just be extremely 
overworked consultants. There are still a number of IT 
issues with the various SARS platforms, and yes, there 
may still be consultants assisting fraudsters to get away 
with illegal activities. We must, however, recognise SARS’ 
successes in recent times. Jashwin Baijoo, legal manager 
at Tax Consulting, was recently quoted in an article by 
BusinessTech on how SARS is making good on their 
promise to come down hard on non-compliant taxpayers, 
“Now is not the time to take risks. SARS’ approach 
clearly shows we are dealing with a competent revenue 
authority, so why risk it when compliance is evidently the 
preferred way forward.”

Tax practitioners who assist taxpayers with illegal 
schemes and plans to avoid taxation will be dealt with 
in the same manner as the taxpayer: to the full extent 
of the law. Furthermore, recognised controlling bodies 
will discipline any of their members found guilty. Thus, 
although a tax practitioner cannot dictate ethics to a 
client, they can choose to walk away. Making the ethical 
choice of distancing yourself from an unethical client can 
be difficult, but only by choosing that which is right over 
that which is easy will we avoid repeating the problems 
of the past. By bridging the gap between taxpayers, 
SARS and various bodies, could we reach the level of 
compliance needed to shrink the tax gap to a negligible 
amount? Can we fulfil our societal obligations and focus 
on growth rather than maintaining what little we have?

Taxpayers and practitioners can be assured that the 
days of non-compliance are numbered. Very creative 
taxpayers and tax practitioners may come up with new 
ways to avoid taxes, but in the end, compliance will rule 
the day. 

And for compliant taxpayers? The day will come (soon) 
when your dealings with SARS will be as smooth and 
sweet as a trip to an ice cream parlour. 

“Now is not the 
time to take risks. 
SARS’ approach 
clearly shows we 
are dealing with a 
competent revenue 
authority, so why risk 
it when compliance is 
evidently the preferred 
way forward.”

https://www.moneyweb.co.za/mymoney/moneyweb-tax/sars-claims-astronomical-r19bn-in-taxes-from-company-accused-of-tobacco-smuggling/
https://www.iol.co.za/news/kzn-man-jailed-for-6-years-after-submitting-fictitious-invoices-to-sars-during-tax-returns-82c0f4e6-2f95-4def-bcb5-aa20c77d4a18
https://www.iol.co.za/news/kzn-man-jailed-for-6-years-after-submitting-fictitious-invoices-to-sars-during-tax-returns-82c0f4e6-2f95-4def-bcb5-aa20c77d4a18
https://sundayworld.co.za/news/sars-declares-war-on-major-league-djz-and-tumi-masemalo-for-unpaid-taxes/
https://businesstech.co.za/news/finance/519666/sars-makes-good-on-its-promise-to-come-down-hard-on-non-compliant-taxpayers/
https://businesstech.co.za/news/finance/519666/sars-makes-good-on-its-promise-to-come-down-hard-on-non-compliant-taxpayers/
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By Hylton Cameron, Director: International 
Taxation at BDO in South Africa

For almost a decade South 
Africa has been levying a 
dividend withholding tax 
(DWT) on dividends paid to 
non-residents.

Various Double Taxation 
Agreements (DTA) reduced the DWT 
rate, with some reducing the rate to 
nil.

A reduced rate of nil was 
detrimental to the fiscus and SARS 
tried to have such DTA’s amended 
as quickly as possible. The problem 
is that in order to change a DTA, the 
Government of SA and that of the 
foreign country need to agree on any 
change. 

Surprisingly, this was completed 
rather quickly before the introduction 
of DWT and for the few remaining 
countries after the introduction of 
DWT – except for one.

Fortunately, or unfortunately, 
depending on which side of the 
fence you were sitting, the DTA with 
Kuwait still provides that SA cannot 
levy any DWT on a dividend.

GOING, 
GOING, 
GONE?

THE LAST TAX 
TREATY LOOPHOLE 

Practically this did not seem 
to create much of a problem for 
the fiscus in regard to dividends 
declared to Kuwait.

The main problem involved 
Swedish and Dutch companies. In 
terms of the Swedish and Dutch 
treaties there is the so called “most 
favoured nation” (MFN) clause.

Using the applicable countries, 
in essence a MFN clause states 
for example that the Netherlands, 
in terms of the DTA, will agree to 
a withholding rate of say 10% but 
if SA then agrees to a rate of say 
5% with another country, then the 
treaty rate (per the treaty between 
SA-Netherlands) will automatically 
reduce to 5% - there is no need for 
further time consuming negotiation: 
the rate is automatically reduced.

A BRIEF HISTORY
In 2004 SA concluded a DTA with 
Kuwait (with the effective date being 
a few years later). Per the DTA, SA 

could not levy any DWT on any 
dividends paid to a company which 
was a resident of Kuwait.

The Swedish DTA had a similar 
exclusion clause that applied in 
certain circumstances and, due 
to the introduction of DWT, SA 
negotiated a Protocol with Sweden 
which entered into force on 18 
March 2012. In summary per the 
Protocol, the levying of DWT was 
now allowed at a maximum rate 
of 5% if the shareholder (being a 
company) owned at least 10% of 
the company paying the dividend. 
Basically, in the cases where the rate 
had been 0%, it went to 5%.

However, the Protocol also 
provided that if any agreement 
between SA and a third state 
provides a better rate generally or 
specifically then such rate generally 
or specifically as the case may 
be would automatically apply in 
terms of the SA- Sweden DTA. This 
is a MFN clause and importantly, 
it was not made to apply only to 
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agreements between SA and a 
third state entered into after the 
date the Protocol was entered 
into: it therefore also applied 
retrospectively.

Since the SA-Kuwait DTA 
does not levy a DWT, the MFN 
clause in the SA-Sweden Protocol 
automatically meant that there 
would be no DWT on dividends paid 
to residents of Sweden.

Probably by default as opposed 
to design, it did not seem as if 
companies were making use of the 
MFN clause. In turn this did not 
seem to cause much of an issue for 
SARS.

The main issue was the 
Netherlands which only became 
a concern after the Protocol with 
Sweden was effective.

Prior to 2009, the Netherlands-
SA DTA also stated that there would 
be no DWT if the shareholder (a 
company) owned at least 10% of the 
company paying the dividend. 

In view of such clause, SARS 
also entered into a Protocol with 
the Netherlands to change the rate. 
This was done on 23 January 2009 
(before the Sweden Protocol). 

In summary, DWT was now 
allowed to be levied at a maximum 
rate of 5% if the shareholder (being 
a company) owned at least 10% of 
the company paying the dividend.

The SA-Netherlands Protocol 
also contained a MFN clause. The 
clause in essence stated that if 
after the conclusion of the new 
Protocol with the Netherlands, SA 
and a third country enter into a DTA 
which reduces such DWT, then such 
reduced rate will automatically apply 
to the SA-Netherlands DTA.

With some not so fancy footwork 
it can be seen that the updated DTA 
with Sweden which was entered 
into after the Protocol with the 
Netherlands could be utilised to 
reduce the DWT to nil i.e. per the 
Swedish DTA (as amended and per 

the MFN) no DWT could be levied 
due to the Kuwait rate of nil. 

Then per the MFN clause of the 
Netherlands DTA, since the Sweden 
DTA had a better rate (nil), such 
better rate should then be applied 
in the case of companies holding at 
least 10 percent of the capital of the 
company paying the dividends, in 
terms of the Netherlands DTA.

To be fair the treatment per the 
DTA applies both ways, so if the 
Netherlands company declares a 
dividend to a South African company 
that holds at least 10 percent of its 
capital, it may not levy DWT.

It seemed as if both SARS 
and the Netherlands tax 
authorities disagreed with such an 
interpretation and the matter went 
to court in the Netherlands. 

The tax authority lost, with 
the result being the dividend paid 
in that case to a South African 
resident company was not subject 
to DWT.

https://www.bridgement.com/?utm_campaign=1750385276&utm_source=google&utm_medium=cpc&utm_content=384456915506&utm_term=bridgement&utm_adgroup=67442031294&gclid=Cj0KCQiAqbyNBhC2ARIsALDwAsAQWRrTSwPB3yoggnR0oFV4JqyJgyqWIXy_4GXwSOq20JoJA9wq08YaAsDxEALw_wcB
mailto:partners@bridgement.com
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A South African Income Tax 
Court also supported the above 
interpretation, in ABC (Pty) Ltd v 
CSARS (Case 14287).

The above interpretation was 
more problematic for the South 
African fiscus as the Netherlands has 
historically been favoured as what 
would often be referred to as a good 
intermediate holding location, i.e. a 
large corporate group would often 
locate a company in the Netherlands 
and such company would own 
various subsidiaries.

It would seem that this factual 
scenario did indeed apply to various 
Netherlands companies which 
owned shares in SA companies. In 
view of the above, the terms of the 
treaties needed to be changed. This 
is a task easier said than done.

A NEW PROTOCOL
On 1 April 2021 SA and Kuwait 
entered into a Protocol to amend 
the DTA. In short in terms of DWT 
the DWT rate will be 5% if the 
shareholder owns at least 10% of 
the SA company.

What this means is that, once the 
Protocol is ratified, effectively the 0% 
‘loophole’ will no longer be available.

EFFECTIVE DATE
An important issue in terms of the 
Protocol is when will it will take 
effect. The Protocol will need to 
be Gazetted and it would then 
be effective once Kuwait and SA 
have notified one another that the 
Protocol is in force. The effective 
date will be the date of the later of 
these notifications.

An unusual feature of the 
Protocol in regard to the dividend 

amendment is the following passage:
“The provisions of this Protocol 

shall thereupon have effect 
beginning on the date on which a 
system of taxation at shareholder 
level of dividends declared enters 
into force in South Africa.”

The passage is somewhat 
confusing. An easy interpretation 
could be that as DWT was 
introduced almost a decade ago, the 
Protocol applies from then onwards. 
This could of course mean that 
any dividends declared from SA to 
Netherlands/Sweden or vice versa 
on which no DWT was withheld, was 
incorrect.

If SARS were to attempt to follow 
this interpretation, ignoring possible 
prescription issues, we would be of 
the view that a SA court is unlikely 
to allow for such retrospective 
application.

Another interesting issue is 
given that now that the Protocol 
is available (although, it must be 
conceded that it could not be found 
on SARS’s website) whether a court 
would hold that any dividends 
declared now, even before such 
Protocol is effective, still be subject 
to such DWT because of the 
above passage. The Protocol is not 
currently effective. However, if it 
becomes effective by the end of 
the year, will SARS be allowed to 
go back to any dividends declared 
from at least 1 April 2021 and argue 
that such dividends should have 
been subject to DWT on the basis of 
the above passage? No immediate 
answer can be provided, but we 
must caution that there is a risk in 
continued reliance on the zero rate 
of DWT. 

*This article was first published by BDO in 
South Africa on 25 June 2021*

The Protocol 
is not 
currently 
effective. 
However, if 
it becomes 
effective by 
the end of 
the year, will 
SARS be 
allowed to 
go back to 
any dividends 
declared 
from at least 
1 April 2021 
and argue 
that such 
dividends 
should have 
been subject 
to DWT on 
the basis of 
the above 
passage?”
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WITH ACCOUNTING RECORDS

BRIDGING 
THE 
INCOME 
TAX ACT

By Phillip Joubert, CoTE 
Manager at SAIPA
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Many professional accountants and tax 
professionals face difficult questions 
from their clients on an almost daily 
basis. What is this deferred tax on my 
balance sheet? Why can’t I just write off 

my assets over the same period SARS uses? Well, the 
response is quite simple. 

South African financial reporting, which is done in 
terms of International Financial Reporting Standards 
(IFRS) or IFRS for Small- and Medium-sized Entities (IFRS 
for SMEs) follows different rules and regulations than 
what is prescribed in terms of the Income Tax Act 58 of 
1962 (ITA).

IFRS or IFRS for SMEs require companies to report 
certain aspects of their statements of financial position at 
fair value, which can be determined in various ways, while 
the ITA works mainly on a historical cost basis. The ITA 
treats certain income and expenses differently from the 
reporting frameworks and makes allowances that can be 
seen as “off balance sheet”. 

To bridge this gap, IFRS and IFRS for SMEs makes use 
of deferred tax.

IAS 12 Income Taxes and section 29 of IFRS for SMEs 
provide for both taxable (a liability) and deductible (asset) 
temporary differences. This allows companies to follow 
the matching principle in the reporting frameworks, 
regardless of the actual income tax treatment. 

 Let’s create a scenario 
Company A qualifies as a small business corporation 
(SBC) in terms of section 12E of the ITA. Company A has 
a contract with the Department of Basic Education and 
manufactures pencils used by matriculants in their final 
accounting exams. 

During the 2021 year, the company’s first year of 
operations, they purchased plant and machinery to the 
value of R1 million, IT equipment amounting to R90 000, 
and at year end had inventory amounting to R250 000. 
Management of Company A assessed the useful lives 
of the plant and machinery to be eight years with an 
approximate residual value of 7.5% of the original cost 
price. 

IT equipment has a useful life of four years and no 
material residual value. All the assets were bought as new 
on 1 March 2021, and the company has a December year 
end. 

 How would the accounting and 
 tax treatments differ? 
For accounting purposes, the assets are depreciated 
over their useful lives to their estimated residual values. 

The treatment of these assets for tax purposes would 
be quite different. Firstly, the ITA does not recognise 
depreciation as an expense. It does, however, provide 
for various capital (wear and tear) allowances that can be 
claimed. 

For our scenario, section 12E applies and Company A 
may claim wear and tear on the plant and machinery at a 
rate of 100% and 50% of the value of the IT equipment – 
the remainder can be claimed at 30% in FY2 and 20% in 
FY3. 

But this won’t align with what is required by the 
reporting framework, which gives rise to a temporary 
difference and, in this case, a deferred tax liability.

Company A would expense R103 594 as a 
depreciation charge to the statement of comprehensive 
income, while the wear and tear claim, in terms of section 
12E, would amount to R1 045 000. This is quite a big 
difference – R941 406 by which the taxable income will 
additionally be reduced.

IFRS or IFRS for 
SMEs require 
companies to  
report certain 
aspects of their 
statements of 
financial position  
at fair value, which 
can be determined  
in various ways, 
while the ITA works 
mainly on a  
historical cost basis.”
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 Calculation of depreciation 
Plant and machinery: 
R1 000 000 – R75 000 (7.5% residual value) over  
eight years, for nine out of 12 months = R86 719
IT equipment: 
R90 000 over four years, for nine out of 12 months = R16 875

Item Carrying 
amount Tax base Temporary 

difference
Inclusion 

rate Tax rate
Deferred 
tax asset 
(liability)

Plant and 
machinery 913 282 0 (913 282) 100% 28% (255 719)

IT equipment 73 125 45 000 (28 125) 100% 28% (7 875)

Inventory 250 000 250 000 0 100% 28% 0

1 236 407 295 000 (941 407) (263 594)

This means that, going forward, Company A 
will have an expense of depreciation and no 
allowances to claim, but will keep on recognising 
a deferred tax movement as if the allowance had 
been allowed. This is to comply with the matching 
principle in accounting. In year two, Company A 
would recognise R138 125 as depreciation expense, 
but claim only R30 000 in total as wear and tear 
allowance, which gives rise to a taxable temporary 
difference movement of R108 125, and will result 
in an increase in taxable income. The deferred tax 
movement will counter the tax movement, and the 
liability will reduce.

So, why is it important for accountants to 
understand the tax treatment? And for tax 
professionals to understand the accounting 
treatment? 

To be a professional business advisor, you must 
be able to bridge the gap for your clients between 
the requirements of their relevant reporting 
framework and the tax treatment. It will help you 
answer the question of why deferred tax exists. 

Furthermore, it will allow you to assist your 
client with tax planning, managing budgets and 
cash flow, and planning for capital expansion and 
replacement. Understanding the tax effect will thus 
help your business grow. 

Lorem ipsum dolor sit amet, consectetur adipising elit. Pellentesque m ipsum dolor sit amet, consectetur adipiscing elit. Pellentesque 

The taxable temporary difference of R941 406 
will give rise to a deferred tax liability of R263 594 
(R941 406 × 28%) for the first year, and is supported 
by the balance sheet as follows:
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https://www.pps.co.za/protectinsure/carhomeinsurance/pro-insure-business
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With an array of 
world-changing 
technologies at 
the command of 
businesses and 

tax authorities, it is incredible that 
VAT still takes so much effort.

VAT 
DIGITAL

By Ettiene 
Retief, 
Chairman of 
the National 
Tax and SARS 
Committee  
at SAIPA

THE QUEST TO MAKE

Chile, on the other hand, has 
gone almost 100% digital in managing 
VAT, having started adoption in 2002. 
Its tax agency reports that 93.7% of 
the country’s businesses use pre-
filled VAT returns while declaring and 
paying VAT is 60% faster.
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Hindered by years of stagnation 
during the period of state capture, 
SARS has effectively only just begun 
its own programme to make VAT 
digital.

BENEFITS
Digitalising VAT substantially reduces 
the effort and time wasted on 
reconciliation and declarations. 
Companies and SARS are both sure 
to welcome this relief.

The cost of performing these 
activities is also lowered considerably.

In addition, digital VAT promises 
to reduce the opportunity for error 
and improves the accuracy of 
records and submissions.

Also, if physical invoices and 
forms are eliminated, the process 
reduces paper production and 
industry’s carbon footprint. Chile’s 
transformation means that more 
than 8 million books are no longer 
used every year.

One of the most interesting 
benefits is that digital invoices could 
be tagged with a cryptographic 
mark that ties supplier invoices 
to matching customer invoices. 
This can reduce fraud by making 
it impossible to pay false suppliers 
or hide income because each 
debtor document sent must have a 
corresponding creditor document 
received for the same value.

The Professional Tax Practitioner 
(SA) is also freed from repetitive 
manual processing of VAT 
reconciliation, submissions and 
reporting, and can instead invest 
their time into mining client tax data 
for business value.

STRIVING 
FOR 100% 
DIGITAL 
VAT
Obviously, the first step is to ensure 
all qualifying companies run on 

computerised accounting systems 
or have the tools to digitise their 
invoices. Since many South African 
small and micro enterprises earn 
below the mandatory VAT threshold 
of R1 million, this should not be a 
problem.

In an ideal world, all VAT invoices 
would be digitally entered and 
transmitted to reduce input and 
calculation errors. 

For physical invoices, companies 
should employ AI-capable 
OCR software to read scanned 
documents and transform them into 
input for their VAT system.

In short, SARS could make it 
compulsory to hold all VAT-related 
records digitally, as several countries 
have already done.

Many accounting software 
developers provide for automated 
VAT calculations using prescribed 
methods coded into both their 
desktop and browser-based 
products.

SARS already provides a remote 
API through third party providers 
to allow taxpayers to submit their 
VAT declaration directly to eFiling. 
This requires that companies use an 
accounting package that supports 
this functionality.

However, using this interface 
is still optional. Some countries, 
like the UK, are making electronic 
submission compulsory from 2022 
or 2024 depending on the business 
type. 

In Lithuania, taxpayers must 
submit their electronic register of 
sales and purchases in XML along 
with their VAT return by the 20th of 
each month.

Other nations – with Chile again 
being the pioneer – have gone a step 
further by implementing real-time 
reporting. This approach requires 
companies to transmit each invoice 
directly to the tax authority as it is 
posted to their accounting software. 
At the same time, while paper or PDF 
copies can still be sent to customers, 
it will eventually be mandatory to 
furnish them with an e-invoice as 

well. 
When e-invoicing is 

complemented with real-time 
reporting, that is when a country 
achieves 100% VAT digitalisation.

DIGITISING 
SOUTH  
AFRICAN 
VAT
100% VAT digitalisation cannot be 
achieved by SARS simply installing a 
new system and flipping the switch. 
A phased approach is needed to 
preserve the existing VAT process. 

Likewise, new functionality 
cannot be dropped onto legacy 
systems that may not support digital 
requirements. 

Most importantly, the cost to 
companies upgrading their existing 
capabilities should not be excessive.

Naomi Ferguson, Commissioner 
of New Zealand’s Inland Revenue 
Department, said digitalisation of 
tax has to consider the limitations of 
existing systems: “...once you started 
thinking about changing 20-year-old 
technology, you realise that actually 
some of the customer’s needs were 
different, customer experiences 
were different, business processes 
that were built 25 years ago don’t 
suit today’s world.”

Any changes to the current 
VAT ecosystem must be carefully 
engineered for the future so 
systems, legislation and procedures 
can be upgraded in a modular 
fashion. This will ensure they 
are resilient enough to scale 
with advances in current and yet 
unforeseen technology and business 
trends.

Ultimately, VAT should become 
something that just happens 
silently in the background while the 
Professional Tax Practitioner (SA) 
uses that opportunity to advance 
their role as Chief Value Office for 
Tax. 



21 Tax Professional Back to top

A
ud

its
 a

nd
 R

ef
un

ds

Back to top

VAT AUDITS 
AND 
REFUNDS:
 IS IT REALLY A NIGHTMARE?

By Phillip Joubert,  
CoTE Manager at SAIPA South Africa has a seemingly simple VAT system 

– almost every time a consumer buys goods 
or procures a service from a business, the 
transaction attracts VAT. The supplier of the 
goods or service, assuming they are registered 

vendors in terms of the Value Added Tax Act 89 of 1991 
(VAT Act), pays the tax they collected to SARS. 

If a person, or business, is a vendor in terms of the 
VAT Act, they must levy VAT at the prescribed rate on 
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Input tax, however, should be claimed in the VAT201 
return in the period in which the vendor paid the tax to 
their supplier. Yes, section 16(3) of the VAT Act allows 
for a “delay” in claiming input tax, but this should be 
used only as a period in which to obtain the correct 
documentary proof to substantiate the input tax (to be) 
claimed. 

Delaying the claiming of input tax, just to avoid 
the potential verification or audit, could be seen as an 
intentional manipulation of the tax system and non-
compliance with the VAT Act and TAA and could lead to 
more in-depth audits and investigations. 

If a vendor complies with the requirements of the VAT 
Act and TAA, there is no need to worry about what SARS 
may find during their verifications or audits.

SARS IS SITTING  
ON MY MONEY
Another complaint from vendors is the time it takes 
for SARS to finish a verification or audit. Verifications 
are usually completed within 21 business days, but 
this period can be extended if SARS requests further 
information or notices something untoward. An audit 
time frame is not defined in the TAA or VAT Act, and this 
could also lead to a disgruntled feeling among vendors 
that “SARS is just sitting on my money.” 

This was the case in 2020 with Rappa Resources when 
SARS instituted an audit against the vendor for refund 
claims. As the matter dragged on, it finally ended up in 
court. Rappa approached the court and, among other 
matters, sought the court to order SARS to complete 
the audit of the returns under refund within 15 days. 
SARS contested that they would need at least another six 
months. 

The court ruled the period sought by Rappa to be 
unreasonable, but since SARS had “had the necessary 
information since at least 11 August, and that any further 
information requested may only supplement a process 
already well under way” instructed that SARS complete 
the audit in progress by 11 December 2020. Yacoob, 
J ruled as follows: “Taking the scheme of the TAA as a 
whole, where SARS has withheld a refund, particularly 
where the refund is as integral to the business model of 
the taxpayer as in this matter, it cannot be allowed to 
take an indefinite time to complete an audit. This 
would mean that the TAA is inherently unfair towards the 
taxpayer. The audit has to be completed in a reasonable 
time, taking into account the circumstances.”

Refunds owed to vendors
Many vendors rely on their VAT refunds for cash flow 

and to fund day-to-day operations. This was the case with 
Rappa as well, as their taxable supplies were zero-rated 

their taxable supplies (output tax), and input tax (being 
the qualifying VAT paid by the vendor on their purchases) 
can then be claimed against the output tax. The net 
amount is either claimed from SARS (should input tax 
exceed output tax) or the net output tax is paid over to 
SARS. Simply put, the VAT system works on a basis of: 

OUTPUT TAX – INPUT TAX 
+/- ADJUSTMENTS 

= NET AMOUNT DUE TO/
FROM SARS

INPUT TAX AND  
VAT AUDITS
The VAT system is a self-assessed tax system, where 
vendors submit their period VAT201 returns, which result 
in a net amount due to, or from, SARS. It seems simple 
enough – once submitted and paid (or awaiting a refund), 
all is done and dusted. However, SARS has no way of 
knowing whether a vendor’s submission is actually true 
and correct without verifying or auditing the submission. 

Section 40 of the Tax Administration Act 28 of 2011 
(TAA) gives SARS the authority to select a taxpayer for 
inspection, verification or audit on “the basis of any 
consideration for the proper administration of a tax Act”. 
These inspections, verifications or audits could thus be 
done randomly or based on SARS’ risk assessment or any 
other information. 

VAT verifications and audits are usually triggered 
when there is a refund due to a vendor in terms of the 
VAT201 return that was submitted. For many vendors, 
being owed a refund by SARS on their VAT return 
can cause a lot of anxiety, especially when there is a 
verification or audit on the returns submitted.

DELAYING INPUT 
TAX CLAIMS
This anxiety could make a vendor feel that they are “being 
targeted by SARS” or they “just don’t have the time or 
energy to deal with SARS”. 

In turn, this often leads the vendor to delay claiming 
input tax allowed in terms of section 16 of the VAT Act so 
that they could “rather pay money to SARS” and claim the 
additional input tax later when a large payment is due, 
because they “have five years in which to claim the input 
tax”. 

https://www.sars.gov.za/wp-content/uploads/Legal/Judgments/HC/DRJ-HC-2020-29-Rappa-Resources-Pty-Ltd-v-CSARS-20-18875-2020-ZAGPPHC-5-November-2020.pdf
https://www.sars.gov.za/wp-content/uploads/Legal/Judgments/HC/DRJ-HC-2020-29-Rappa-Resources-Pty-Ltd-v-CSARS-20-18875-2020-ZAGPPHC-5-November-2020.pdf


23 Tax Professional Back to top

exports, and having paid input tax on their purchases, 
they were entitled to claim the input tax paid to suppliers 
(the validity of the VAT input tax claims was the subject of 
the SARS audit).

Cash flow management and the payment of 
employees and suppliers are vitally important to vendors, 
and should a vendor not have access to further funding 
and financing options, a delay in a refund from SARS 
could be detrimental to their operations. 

It’s easy enough to say the vendor must do better 
planning and cash flow management and exclude any 
refunds due from their cash budgets, but it is not that 
easy in practice. Unforeseen circumstances, such as 
the cancellation of banking facilities, could place further 
pressure on a vendor. 

While SARS is obligated to pay refunds to a taxpayer, 
where a refund is due, section 190(1), subsection (2), of 
the TAA states that SARS may withhold a refund until 
such time a verification or audit is completed. SARS, 
for the first time in Rappa’s history of input tax claims, 
applied subsection (2) and had valid reason for doing so. 

Rappa tried to convince the court that it was due the 
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refund, as they had submitted a VAT return indicating 
that the refund is due, and requested that the court 
order SARS to pay the refund in terms of subsection (3). 

Rappa also stated that the order for SARS to pay the 
refund could be an interim order, as SARS could always 
claim the refund back from Rappa once the audit had 
been finalised. Yacoob, J found that this could not be 
the case, as, unfortunately, Rappa did not have any real 
security (as was evident in their submission to the court) 
and would not be able to repay the refund if so ordered.

BALANCING 
INTERESTS
The TAA tries to balance the interests of the taxpayer and 
the state by allowing SARS to withhold the refunds due 
to a taxpayer until the outcome of an audit is provided. If 
this is not done, any taxpayer can claim refunds in terms 
of the self-assessment system, and SARS would only be 
allowed to withhold refunds once there is clear evidence 
of something untoward. 

Back to top

Transforming 
the way auditing 
and accounting 
professionals work

Technology presents an 
opportunity for accountants 
and auditors to diversify 
their skillsets by adding more 
value to their clients, and the 
opportunity to work remotely. 
CaseWare Africa’s software 
solutions provide automation of 
audits, and financial reporting.

Key benefits with  
CaseWare Software

Work Smart, efficient and effective with CaseWare Africa

Contact us for a demo 
+27 10 494 1000   |   CaseWareAfrica.info@adaptit.com

Automation Remote 
working

Built in compliance for IFRS, 
IFRS for SME and audit

About CaseWare Africa
CaseWare is the global leader in auditing and financial reporting software and is used 

in over 170 countries worldwide. CaseWare Africa powers over  
20 000 users across Africa, consisting of audit and accounting firms, government 

entities, municipalities as well as large blue chip companies.
CaseWare is the undisputed leader when it comes to compliance. Our leading content 
providers ensure you are always compliant with the latest disclosure changes on ISAs, 

IFRS for SME’s, IFRS and IPSAS. Our world-class products are not only designed to 
deliver on our compliance promise but ensure quality results, increased effectiveness 

and improved profitability.

www.casewareafrica.com

https://www.casewareafrica.com/practice/?gclid=Cj0KCQiAqbyNBhC2ARIsALDwAsBOLVWsVzrrDANrDa4w_Cz2sAgYtp30u7NDhb1WNjQqe20F0MXeTl0aAlHCEALw_wcB
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FOR BECOMING 
A TECH-SAVVY 
ACCOUNTANT

5 
TIPS

Mongezi Lupindo
Mongezi Lupindo is the Content Manager at 
Sage Africa and Middle East. He has 10 years 
of experience in content and digital marketing 
in both B2C and B2B environments.

During product demos in firms across the 
country, we hear a common refrain: “That’s 
great, but my clients won’t use it.” Whether 
we’re talking about client portals, digital 
signatures or electronic delivery of tax 

returns and financial statements, a few professionals 
continue to use client aversion to technology as an 
excuse to stay firmly rooted in the status quo.

When we hear “My clients won’t use that” or client 
pushback, we ask more questions. How does the firm roll 
out new technology to clients? What are clients’ specific 
concerns? Usually, we find out that it’s not an issue of 
clients refusing to try new technology. The problem is 
the firm hasn’t done a good job of selling the internal 
team on why the change will be better for the firm and 
its clients. The truth is there is a rising comfort level with 
technology among most people – your clients included.

In the 2020 Practice of Now (PoN) survey, 91% of 
accountants believe technology delivers value to their 
business, and 58% said technology had improved efficiency 
and productivity – vital for creating space for the additional 
service offerings clients demand. The survey findings further 
suggest that accountants recognise that clients expect 
the latest technologies to be utilised to unlock business 
potential and model new revenue streams.

Download your copy of The Practice of Now 2020
If your clients own smartphones, make purchases 

on mobile devices and use a mobile phone for banking, 
are they really not tech-savvy enough to use cloud-
accounting software and record expenses with a mobile 

app? Or is the real issue that it’s easier for firms to stick 
with the way things have always been done because 
change is difficult?

Clients increasingly expect tech-savvy experiences. Are 
you up to the task? If not, here are five tips for getting there. 

1 Invest	the	time
In the short term, it’s undoubtedly quicker to do 
things the way you’ve always done them. Whether 

that involves manually entering a trial balance or 
collecting a box of receipts from your client at year-end. 
But short-term thinking is short-sighted. Time invested 
in learning new technologies will more than make up for 
itself in the mid-and long-term. 

2 Prioritise	the	client	experienceRemember utilising technology to make our lives 
easier isn’t just about our own ease. It’s about 

providing ease of use for your clients. When you are 
actively bringing solutions to your clients that make 
their lives and work more manageable, it sends a strong 
message to clients that your firm is not becoming stale or 
oblivious to the technological innovations happening all 
around. You’re adopting new tech and new processes to 
make the client experience easier and more enjoyable. 

3 Ask	for	helpIf you personally struggle with adopting new 
technologies, it’s ok to admit where you have 

challenges. Reach out to the people on your team 
who are tech-savvy and have them help you along the 
path. FYI: that doesn’t necessarily mean turning to the 
“younger” people on your team. Age is not the sole 
determinant of comfort with emerging tech. 

4 Partner	with	solution	providers
Think of your vendors as partners in this transition 
rather than simply a party to a transaction. If 

you partner with them, they’ll help you with rollout, 
onboarding and change management in your firm and 
your client base. 

5 Start	small
Still convinced your clients won’t use new 
technologies? Give it a try. Start small with a few 

more forgiving and easier clients. Getting a few short-
term wins under your belt will help you gain confidence 
and provide tangible evidence of the validity of the 
change vision. 

Sa
ge

 A
fr

ic
a

 
Subscribe	to	the	Sage	Advice	Newsletter

https://www.sage.com/en-za/accountants/practice-of-now/
https://www.sage.com/en-ca/sage-business-cloud/accounting/
https://www.sage.com/en-ca/sage-business-cloud/accounting/
https://www.sage.com/en-ca/blog/moving-your-practice-to-the-cloud/
https://www.sage.com/en-za/blog/tips-for-becoming-a-tech-savvy-accountant/#gate-84fe79b5-668d-41f8-a0cc-6229018c4ac9
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VAT ON THE SUPPLY OF 
ELECTRONIC SERVICES: 

The fallout from the global pandemic, the economic hardship caused 
by lockdowns and restrictions have left most governments around the 
world with no option other than to prioritise revenue collection. With 
this in mind, the importance of indirect taxes and the significant role 
they play in assisting in revenue collection has come to the forefront 
once again with the South African Revenue Service (SARS) identifying 
the electronic services sector and its compliance with the electronic 
services VAT regulations as a focus area.

By PriceWaterhouseCoopers South Africa

WHERE 
ARE WE 
NOW?
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National Treasury first introduced VAT 
regulations on electronic services 
supplied by foreign suppliers in 2014. The 
application of these regulations was limited 
to a specific prescribed list of electronic 

services, which predominantly focused on electronic 
services acquired by private individuals. 

When the regulations were amended with effect 
from 1 April 2019, it became clear that there was a policy 
shift within National Treasury to include as many foreign 
electronic service suppliers in the South African VAT net 
as possible. 

These amendments broadened the scope of 
electronic services by defining ‘electronic services’ 
as any service supplied by means of an electronic 
agent, electronic communication or the internet for 
any consideration. The amendments also introduced 
intermediary rules and allowed a concession for 
intercompany supplies, amongst others. However, 
the amendments did not make a distinction between 
business-to-business (B2B) and business-to-customer 
(B2C) supplies, which would have aligned the South 
African VAT treatment of B2B and B2C supplies with 
many other international jurisdictions.

As a result, the South African VAT rules are applicable 
to all electronic services supplied by a foreign service 
provider, regardless of the status of the recipient 
of those services. Currently, a foreign electronic 
services supplier will be required to register for VAT in 
South Africa if at least two out of the following three 
requirements are met and the registration threshold 
(ZAR 1 million) has been exceeded: 

 the recipient of the services is a South African resident; 
 payment for the service originates from a South 

African bank account; or 
 the recipient of the services has a business, residential 

or postal address in South Africa. 

The following services are, however, excluded from the 
definition of electronic services: 

 educational services provided by a person regulated 
by an educational authority; 

 telecommunications services; and 
 certain intercompany services 

 Recent developments 
The concept of human intervention. Due to the broad 
scope of electronic services envisaged above, National 
Treasury and SARS, by reference in policy and guidance 
documents issued, explained that electronic services that 
involve significant human intervention are not intended 
to fall within the scope of the definition of ‘electronic 
services’ and the regulations, notwithstanding the wide 
definition included in the regulations. This exception was, 
however, not specifically contained in the principal Act 
or the regulation and is merely stated in the Explanatory 
Memorandum to the regulations and SARS guidance 
documents. 

The guidance set out in the Explanatory Memorandum 
and SARS publications would regard, for example, a legal 
opinion drafted and provided to a South African client via 
email as non-electronic in nature as substantial ‘human 
intervention’ is required in order to complete this service; 
that is, the service in its nature is not electronic but rather 
characterised as legal services provided. 

It is our understanding that SARS’ view regarding the 
concept of human intervention is contrary to the policy 
and guidance documents (these guidance documents were 
issued by SARS in the form of FAQs) issued alongside the 
regulations; that is, SARS still views services that involve 
significant human intervention as electronic services. 
Notwithstanding the guidance available, the interpretation 
currently applied by SARS would require the non-resident 
supplier of legal services (or similar services) to register for 
VAT in South Africa. 

This is currently being discussed with SARS and National 
Treasury with a view to have clarity on SARS’ approach, 
and potentially amendments to the principal Act that will 
eliminate any doubt. 

 Intermediary rules 
Prior to the promulgation of the intermediary rules in 2019 
and during discussions and engagements with National 
Treasury, it was submitted that in order to assist with 
compliance and administration, the legislation should make 
provision for the intermediary (marketplace) to account 
for VAT in respect of all supplies made via its platform. 

SARS has identified 
the electronic 
services sector as 
an area of focus and 
established a specific 
division to review the 
sector and ensure 
compliance.” 
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This would have removed the VAT administration and 
compliance burden for foreign electronic services 
suppliers. 

However, when the legislation was promulgated and 
came into effect, it was drafted in such a way that the 
intermediary will only be allowed to account for VAT in 
respect of supplies made on behalf of a foreign electronic 
services supplier who is not registered for VAT in South 
Africa. The intermediary is not allowed to account for VAT 
on supplies made on behalf of foreign electronic services 
suppliers that are registered or are required to be 
registered for VAT in South Africa. In this case, the foreign 
electronic services supplier will have to account for such 
supplies in its own VAT return rendered to SARS. 

Practical difficulties have arisen in administering this 
arrangement, as most intermediaries are unaware of the 
distinction and merely assume the VAT rules are aligned 
with other territories around the world. 

In most cases, this has resulted in the double 
payment of output tax on the same supply, i.e. by 
the electronic services supplier and the intermediary. 
In addition to the aforementioned, this manner of 
VAT accounting is also not practical in the scenario 
and adds drastically to intermediaries’ and principal 
electronic services suppliers’ administrative burden 
in accounting for VAT in a foreign jurisdiction. It is 

suggested that electronic services suppliers approach 
SARS on an individual basis where there are difficulties or 
impracticalities experienced. 

 SARS task team 
SARS has identified the electronic services sector as an 
area of focus and established a specific division to review 
the sector and ensure compliance.

The division is actively pursuing foreign electronic 
services suppliers that failed to register for VAT in South 
Africa by approaching the South African Reserve Bank 
(SARB) and local businesses for information relating to 
foreign payments made from South Africa in order to 
identify suppliers. 

Where payments made to non-registered electronic 
services suppliers are identified, SARS would issue 
requests for information and reasons as to why no 
VAT registration was obtained. Following this, SARS will 
register the foreign electronic services supplier for VAT 
and assess it for all VAT due on the past supplies of 
electronic services to South African recipients

 The takeaway 
The absence of specific reference to the concept of 
human intervention in the principal Act has created 
uncertainty around the scope of the electronic services 
rules. The view taken by SARS, which appears to be 
contrary to the guidance provided, has added to this 
uncertainty and foreign electronic services providers are 
thus encouraged to investigate whether the services they 
render to South African recipients could be affected by 
this. 

Foreign electronic services providers and intermediaries 
need to be made aware of the practical difficulties caused 
by the intermediary rules. While is it uncertain whether the 
principal Act will be amended to align the South African 
intermediary rules with other international jurisdictions, 
there is an opportunity for foreign electronic services 
providers to approach SARS on a case-by-case basis to 
seek dispensation to obtain approval to only account for 
VAT on supplies made via its own platform on the basis that 
the intermediary would account for VAT on supplies made 
via the intermediary’s platform.

As SARS is now actively engaged in identifying non-
compliance amongst foreign electronic services suppliers, 
it has become imperative for such suppliers to determine 
whether the services they supply to South African 
recipients fall within the ‘electronic services’ definition 
and whether they have met the VAT registration 
requirements. 

Any delays by the foreign services provider to register 
for VAT and regularise its tax position may be costly due 
to additional penalties and interest arising. 

 *This article was first published by PwC in 
their Tax Alert Newsletter on 10 September 2021*
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Taking the dispute to the 
tax court is a long, messy 
and costly affair that 
neither party wants to 
initiate, so ADR is almost 

always preferable. If a taxpayer 
is unhappy with the outcome of 
the ADR procedure, they can still 
proceed with litigation afterwards.

Any formal proceeding will be put 
on hold while the ADR procedure is 
in progress.

AN OVERVIEW 
OF ADR
ADR is more informal, less costly, 
less burdensome and – according to 
SARS – “less adversarial”. Regardless, 
ADR is governed by prescribed 
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GETTING 
TO KNOW 
ALTERNATIVE 
DISPUTE 
RESOLUTION

By Phillip Joubert, CoTE 
Manager at SAIPA

When a taxpayer objects to an assessment 
or decision made by SARS and their 
objection is denied, they have the right to 
appeal. This may lead either to litigation or 
alternative dispute resolution (ADR).
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rules and the taxpayer must meet 
their requirements of correct 
participation, documentation and 
deadlines to be successful.

A taxpayer can apply for ADR 
when they raise their appeal. Even 
if they don’t, SARS may offer to 
engage them through this provision. 
However, SARS has the final say on 
whether or not the case is suitable 
for ADR – it is not an automatic 
means to avoid the courts.

According to the SAIT’s Short 
Guide on Tax Dispute Resolution 
Rules, this is also the critical time 
when the taxpayer must apply to 
invite a representative and SARS 
must agree to this request.

The process itself is a simple 
matter of the taxpayer meeting with 
a SARS official to argue their case and 
the proceedings may be overseen by 
a nominated facilitator, if the taxpayer 
wants one. Alternatively, SARS and 
the taxpayer can agree to proceed 
without a facilitator.

Note that the facilitator is chosen 
by a senior SARS official (SSO) from 
a list they drew up. However, SARS 
guides state that the facilitator is 
bound by a code of conduct and the 
process is governed by terms and 
conditions the taxpayer must agree 
to. 

Still, taxpayers often do not see 
the facilitator as a completely neutral 
party and fear a conflict of interest. 
However, independent parties would 

charge for facilitation services, which 
is probably why SARS utilises its 
employees.

That said, the process is non-
prejudicial, and information shared 
during the procedure may not be 
used in later proceedings.

The goal of ADR is for the SARS 
official and the taxpayer to reach 
agreement and, failing this, a 
settlement. This will either result in 
a new assessment being issued in 
favour of the taxpayer, or the existing 
assessment staying in place and the 
taxpayer accepting the outcome or 
proceeding with litigation.

THE TAX 
PRACTITIONER’S 
PART
Regardless, an acceptable outcome 
in the context of the tax practitioner’s 
services is that they have carefully 
planned out their objections, 
formulated their arguments, gathered 
sufficient supporting documents 
and evidence, and represented their 
clients with full consideration for ADP 
pitfalls.

For example, the SAIT warns 
that, during the objection phase, 
tax practitioners must be careful 
to identify all grounds for dispute 
on behalf of the taxpayer they 
represent. If they do not, they will 
not be able raise any new objections 

during the appeal process, only 
new grounds for already stated 
objections. 

Failing to identify all 
objectionable elements early on will 
put the taxpayer at a disadvantage 
and could harm the practitioner’s 
reputation as a trusted advisor.

This suggests that the tax 
practitioner must not only know the 
requirements of the ADR procedure 
itself but must also research external 
references on ADR for wisdom that 
could help them serve their clients 
better in general.

A BETTER 
ADR?
Although ADR is a desirable 
alternative to litigation, some believe 
the system could be better and 
disputes resolved earlier.

This was highlighted by a 2019 
Juta Talking Points panel. During 
the discussion, Tax Ombud CEO, 
Eric Mkhawane, pointed out that, 
according to his department’s 
research at the time, 98% of ADR 
cases were the result of insufficient 
documentation being received 
during the assessment phase. 

This could easily have been 
resolved through direct discussion 
between the taxpayer and assessor. 

UCT professor Jennifer Roeleveld 
put forward Australia as an example, 
where resolution is sought during 
the assessment phase through a 
meeting or conference call (probably 
a video conference in 2021) between 
the assessor, the taxpayer and a 
facilitator from the tax authority who 
was not involved in the case.

The panel experts felt that 
SARS electronic requests for 
documentation and communications 
were often vague and confusing to 
tax practitioners and their clients.

However, as SARS continues 
to invest in and improve its digital 
capabilities in 2021, we can hope 
that faster resolution will soon be 
available to taxpayers. 
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The goal of ADR is for 
the SARS official and the 
taxpayer to reach agreement 
and, failing this, a settlement.”
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As we emerge from the 
Covid-19 pandemic, our 
economy faces a long 
road to recovery. The 
unemployment rate has 

reached an all-time high of 34.4%, 
with the economy only set to recover 
to pre-pandemic levels by 2025.

The outlook is bleak, but we 
have an opportunity to significantly 
improve it if we better support the 
engine of our economy – small 
businesses. They employ nearly 80% 
of the workforce and will be the ones 
creating jobs and opportunities in 
the future. 

That’s why at Xero, we recently 
launched our Time to Rebuild: 
Accelerating small business 
growth in SA manifesto calling 
for greater government support 
for SMBs and accountants. It sets 
out Xero’s nine recommendations 
for the government and business 
community to support small firms 
and unlock economic growth.

South Africa has the potential 
to turn the tide and revolutionise 
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TO 
REBUILD 
CREATING A BRIGHTER 
FUTURE FOR  
SOUTH AFRICA’S 
BUSINESS COMMUNITIES

By Colin Timmis, Head 
of Accounting at Xero in 
South Africa

https://www.xero.com/za/covid19/time-to-rebuild-report.html
https://www.xero.com/za/covid19/time-to-rebuild-report.html
https://www.xero.com/za/covid19/time-to-rebuild-report.html
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Xero Customer

Designed to  
work for you.
Xero gives you the tools to take 
care of the numbers, so you get 
time back to focus on building your 
business – and even get paid faster.

Xero 
accounting 
software

Xe
ro

 S
of

tw
ar

e

the world of small business through 
digitisation, innovation, expanding 
the taxpayer base, creating fairer 
trading conditions, and supporting 
accountants as key enablers of the 
small business community.

But it won’t happen on its 
own. We need greater action from 
the government and stronger 
collaboration amongst the wider 
business community to force change.

 Our nine 
 recommendations 
Over two thirds (68%) of small 
business owners told us they 
see economic instability as their 
biggest challenge. Which is why 
it’s so important that we create an 
environment where businesses can 
actually grow.

The nine key areas we truly 
believe can improve the prospects 
of small business owners are 
highlighted in our manifesto. 
These include tech adoption, skills 

development, greater collaboration, 
simplifying tax compliance, innovation 
and the critical role of accountants. 

Two of the most critical areas 
are digital adoption and the role 
of accountants in helping support 
small businesses. We’ve already 
seen the transformational role of 
tech during the pandemic – it’s been 
the difference between survival and 
closure for many SMBs. 

With 41% of businesses feeling 
they are only just keeping up with 
it. Xero is asking the government 
to increase support as business 
owners adopt new digital tools, 
including a campaign to create 
better awareness and break down 
the barriers to access through tax 
relief. 

 The role of 
 accountants 
Now more than ever, accountants 
have a vital role to play. They are the 
untapped resource of the SME com-

munity. Our research shows that 40% 
of SMEs said working with an adviser 
meant they could keep employees on 
the payroll during the last year.

An overwhelming proportion 
(86%) indicated that they would 
support a call on the government to 
recognise accountants as ‘essential 
workers’ in economic recovery. 
Accountants will be critical in helping 
drive digitisation amongst businesses, 
improve cash flow, and help them 
access the funding they need. 

We need to see greater encour-
agement from the government for 
small firms to make more and better 
use of accountants. A government 
campaign to promote the role of 
accountants and encourage small 
business owners to work with one if 
they don’t already. This will be key in 
helping them to take better control of 
their finances and prepare for future 
bumps in the road.  
 
You can read the full Time to Rebuild 
report here.

https://www.xero.com/za/try-now/accounting/xero-accounting-software/?gclid=Cj0KCQiAqbyNBhC2ARIsALDwAsCKH2TTcAN6PvKG3bfhb5vhiM45i6A6xKBhk6qp7Tb7krLeyYQgPZgaAih9EALw_wcB&gclsrc=aw.ds
https://www.xero.com/za/covid19/time-to-rebuild-report.html
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HOW GOOD IS YOUR CLIENT’S
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DATA  REPUTATION?

We regularly hear of those 
in the spotlight being held to 
account for a questionable 
comment they made ten or 
fifteen years ago when social 
media was still new, and 
they were young and foolish. 
With SARS developing its 
capabilities to monitor data 
from multiple third parties and 
cross reference them to detect 
non-compliance, one wonders 
if we will soon see the same 
situation with taxpayers.

Back to top

By Ettiene Retief, 
Chairman of the 
National Tax and 
SARS Committee 
at SAIPA 
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DATA LEAVES  
A TRAIL
What we put out onto the Internet stays on the Internet. 
How much data have companies and individual taxpayers 
sent out to their third-party providers that could now be 
used against them?

As I mentioned during my presentation at the 2021 
Accounting iNdaba, it’s not just what they did five or ten 
years ago that could catch up to them. What they do right 
now leaves a trail of digital breadcrumbs that could be 
traced back to them over the next five or ten years.

In fact, developments at SARS and other tax 
authorities around the world might become the very 
catalyst companies need to develop their own big data, 
data analytics and AI capabilities – mainly to ensure they 
are on the ball with their tax affairs.

That’s why it’s critical that taxpayers get their houses 
in order from today, and it starts with taking greater care 
of how they structure and manage their data and their 
digital footprint.

In a world where it’s not just Big Brother who is 
watching but everyone else as well, data is reputation 
and SARS wants to see integrity.

TAX DATA  
MANAGEMENT
Data is the fundamental unit of currency in a digitally 
taxed economy. What can your client’s buy from SARS – 
traceability and clarity, or confusion and distrust?

Data scientists always talk about “clean” data, but 
you don’t need to invest in AI as an excuse to get your 
data in shape. As I said at the iNdaba, finances are 
presentational, but tax is transactional.

Can your client describe each transaction so that any 
informed third-party immediately understands why 

they declared it as they did for tax purposes? Can 
they attach the original document trail so all the 
evidence supports their treatment and can be 

accessed digitally?
This is not something the client should do only 

when the pressure is on, and 
SARS wants answers. Good 

housekeeping should form 
part of their work habit 

so the explanatory information – “metadata” if you will – is 
there from the start.

Begin with a risk-based approach that segregates 
most seldom-questioned transactions from those that 
are likely to be flagged for further investigation. For those 
high-risk entries, switch to an assurance-based approach 
that ensures every “t” is crossed and every “i” is dotted, 
leaving nothing to chance.

TAX DATA  
FOOTPRINT
Above all, make your clients aware of their data 
reputation. SARS has access to third-party data and is 
looking for congruence between those sources as well as 
the client’s own declarations.

If their data has integrity across sources, they’ll 
gain a good reputation with SARS. If not, they may find 
themselves under constant scrutiny or even in hot water.

THE FUTURE- 
READY TAX 
PRACTITIONER
As future-ready tax practitioners and trusted strategic 
advisors, we need to educate ourselves and project our 
informed imagination into the future, asking ourselves 
what the tax system will look like in 10 to 15 years from 
now. How should we prepare ourselves and our clients 
for the tax regime of tomorrow?

I imagine a time when SARS is no longer waiting for 
us at the end of every year or every six months but is an 
integral part of the process. 

There won’t be period-end submissions, assessments 
and refunds. Instead, tax will be as natural as banking 
and submissions will happen at the same time as the 
transactions that spawned them. 

Purchases will be matched automatically to 
subsequent sales and VAT will be reconciled on the spot, 
possibly through the Blockchain.

PAYE will be deducted and paid in as employees’ 
salaries hit their bank accounts – maybe even releasing 
employers from that burden entirely. Allowed deductions 
might become tax credits as they are incurred.

That might be an optimistic forecast but whatever 
happens, one thing is for certain: data will play a central 
role in the way tax is administered in the future.

Where will the tax practitioner fit in and how 
important will their services be? I assure you, we will be a 
more essential tax partner than ever, because if there’s 
one thing clients will want to protect above all else, it’s 
their data reputation. 
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THERE’S 
A NEW 

GLOBAL 
TAX 

SYSTEM 
ON THE 

HORIZON

Current national tax 
systems, developed a 
century ago, are based 
on the archaic concept 
that global trade amounts 
to nothing more than 
companies in one country 
doing business with 
companies in another. 
Each is taxed based on 
their respective income in 
their home nation.

By Kevin Minshaw, 
Independent Writer for SAIPA
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35 Tax Professional

This one-dimensional 
perspective does not 
scale to a world where 
multinationals span 
the globe and digital 

providers can deliver their products 
or services to any location on the 
planet. 

Often, they operate through 
associated but independent entities 
outside their head office’s region.

To bring taxation into the 
21st century, the Organisation 
for Economic Cooperation and 
Development (OECD) has spent 
the last decade developing a 
framework for implementing a 
modern, global tax system that 
participating governments can use 
to rein in rampant tax avoidance by 
multinational giants.

The organisation’s work will help 
to measurably reduce Base Erosion 
and Profit Shifting (BEPS) and bring 
about tax parity.

 What is 
 BEPS? 
BEPS is the umbrella term for legal 
and illegal tax management practices 
companies employ to exploit gaps 
and mismatches between each 
country’s tax system. 

This allows them to shift profits 
to locations with low or zero tax 
rates and low economic activity but 
erodes the tax base of their home 
country.

According to the OECD, BEPS 
costs governments between 100 
and 240 billion USD in annual 
revenue losses, amounting to 4% to 
10% of global corporate income tax 
revenue.

 Tax 
 havens 
In fact, several countries hold 
themselves out as tax havens, and 
organisations who set up operations 
there could pay unusually low tax 
rates or no tax at all.

A tax haven might have a 
lower corporate rate but also offer 
allowances, exemptions or rebates 
on revenues generated from 
nominated local and international 
sources of income.

An example is tax on royalties. 
A multinational based in a high 
tax jurisdiction could set up an 
independent entity in a tax haven. 
This new entity becomes the owner 
of its intellectual property (IP), such 
as patents.

When the original company sells 
its products anywhere in the world, 
it pays the new owner royalties, 
thereby reducing its own profits and 
its home country’s high tax on them. 

Meanwhile, the IP holder pays 
a low rate of tax on its royalty 
income. The same is true for IP the 
original company licenses to other 
enterprises, local or abroad.

While governments have 
scrambled to close loopholes 
like this in their own jurisdictions, 
they often cannot address the 
incompatibilities between their tax 
system and those of other nations. 

This is where the OECD’s 
framework comes in, which it hopes 
to implement fully by 2023 and will 
ensure multinational enterprises 
(MNEs) pay a minimum global tax 
rate of 15%.

 The pillars of 
 a new tax era 
The OECD has implemented a two-
pillar approach.

The First Pillar lays the 
groundwork for ensuring that taxing 
rights are more closely associated 
with the local market in which goods 
and services are exchanged. This 
pillar uses the concepts of nexus 
and profit allocation.

The economic nexus principle 
asserts that a vendor must 
collect and remit sales tax to the 
government of the jurisdiction where 
its sales occur even if that vendor 
does not have a physical presence in 

that region.
Residual profit allocation (RPA) 

allocates ‘routine’ profits, earned 
through direct local market activities, 
to the country in which those 
activities took place. 

‘Residual’ profits, generated 
by other means, are distributed 
between participating countries 
using a given formula.

The Second Pillar presents 
a system that ensures MNEs 
pay a minimum level of tax on 
their worldwide profits (the 
aforementioned 15%).

 South African 
 outlook 
South Africa is one of 137 countries 
that joined the OECD’s call for the 
introduction of a global tax.

International vendors who sell 
into the country, although not 
located here, are already required 
to charge VAT on their sales and 
remit this tax to SARS. An example is 
Amazon.

With the introduction of the 
Second Pillar sometime next year, 
South Africa will also benefit from 
lower tax competition from tax 
havens.

For example, a local company 
relocating to one well-known tax 
haven would pay a corporate tax of 
15% that, with certain allowances 
and rebates, might drop to as little 
as 3%. South Africa would be hard 
pressed to compete with such an 
offering.

When the OECD’s framework is 
fully implemented, it will not make 
South Africa a more desirable 
location for multinationals, but it will 
inhibit tax havens from dissuading 
those who might otherwise set up 
operations here.

To leverage this opportunity, all 
governments will have to compete 
harder in a world where all nations 
invoke the same tax rate advantage 
for attracting investment and 
development. 
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BENEFIT OPTION CHANGES FOR 2022 NOW OPEN

Do you want to change your benefit option for next year?
We have increased your choice by introducing four additional benefit options from next year. You can view the 
full benefits for 2022 on our website.

If you want to change your option, follow the simple process below. 

It is important that you go through the benefit brochure carefully in order to select the benefit option that best suits 
you and your family’s healthcare needs.

www.camaf.co.za0860 100 545

Go to Member 
login page on 

www.camaf.co.za

Click ‘Get 
Contributions’ to 
calculate your 

revised monthly 
contribution for 

2022. 

Go to Benefits 
and select 

Option Change.

You will receive 
an email 

confirming that 
your request has 
been received.

Enter your ID 
number and 

password. 

If not registered, 
click ‘Register’ 

at the top of the 
page.

Click ‘Accept 
as final’. Once 
this command 
is initiated, no 

further changes 
can be made.

Complete the 
online form to 
indicate your 
2022 Benefit 

Option Choice.

A second 
email will follow 
confirming your 
option change 

has been 
implemented. 

If second email 
is not received, 

contact 
Customer Care 

on 0860 100 545.
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https://www.camaf.co.za/benefit-options-2022/
http://camaf.co.za
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 BETWEEN CEOS, INDEPENDENT 

DIRECTORS AND TAX AVOIDANCE
The top award in SAIPA’s 2021 Tax Thesis 
Competition went to Eka Nugraha Tan of Monash 
University. Tan was a PhD student at the time and 
is now a Research Fellow at Deakin University in 
Victoria, Australia. He holds a PhD in Accounting.

By Kevin Minshaw, Independent Writer for SAIPA

Eka’s thesis is titled CEO-
Board Social Ties and 
Corporate Tax Avoidance. 
It analyses the probability 
that companies whose 

CEOs maintain social ties with 
non-executive directors are more 
closely associated with corporate tax 
avoidance.

Tax avoidance
It is important to note that the thesis 
is purely comparative and does not 
attempt to suggest that all CEOs or 
all non-executive directors employ 
tax avoidance strategies. Also, 
this article attempts to add some 

expression to the findings that is not 
put forth by the research itself.

Further, as the reader well 
knows, tax avoidance is not 
necessarily illegal and seeking 
ways to reduce one’s personal 
or corporate tax obligation is a 
common practice for taxpayers and 
their tax advisors. 

According to Investopedia: 
“Tax avoidance is the use of legal 
methods to minimise the amount 
of income tax owed by an individual 
or a business. This is generally 
accomplished by claiming as many 
deductions and credits as are 
allowable.”

This is in contrast to any deceitful 
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According to Tan’s paper, 
although managers make 
decisions on financial and tax 
matters, the board can exert 
control over the level of tax 
avoidance being implemented.” 
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tactics or the withholding of 
information that result in illegal tax 
evasion.

However, from Tan’s research, 
we can infer that where what it 
calls “CEO-Board social ties” exist, 
the Board’s monitoring effort over 
executive activity may be relaxed. 

Findings of 
interest
The study states that CEOs play an 
important role in developing tax 
avoidance strategies. 

This is because of several innate 
characteristics they may possess. 
Prior studies showed that these 
can include their personal tax 
aggressiveness, military experience, 
narcissism, political orientation, 
and their previous employer’s tax 
strategies.

In addition, tax inevitably reduces 
profits and this can impact the CEO’s 
measured performance and claim to 
their incentives. So it is in their own 
interest to save their organisation 
money on unnecessary taxation.

Yet, CEOs themselves are 
unlikely to be tax experts. So we can 
deduce that they would have to seek 
outside assistance to minimise their 
business’s tax obligation.

Seeking 
support
To this end, says Tan, they may 
support the appointment and 
retention of independent directors 
who are socially connected and 
can provide the means to establish 
tax avoidance strategies. “Socially 
connected” refers to the CEO’s 
social ties with those independent 
directors.

These non-executive directors 
would have the knowledge or 
contacts – or both – to support the 
CEO’s ambitions. However, there’s 
also the implication that their most 
important contribution, apart from 
their willingness to implement tax 

avoidance measures, is their vote in 
favour of the CEO doing so.

Some board members might 
be hesitant about complex tax 
avoidance strategies because, 
though they may be legal, their 
convoluted nature could make 
it hard to prove in tax court that 
they indeed are and that all legal 
requirements had been met in their 
application. An experienced and 
informed independent director may 
influence others by giving them the 
confidence to proceed.

Relaxing of 
control
According to Tan’s paper, although 
managers make decisions on 
financial and tax matters, the board 
can exert control over the level of 
tax avoidance being implemented.

Whereas a more independent 
board is associated with less 
extreme tax avoidance, the opposite 
is true when non-executive directors 
engage socially with their CEO. In 
this case, monitoring by the board 
is weaker because this familiarity 
makes them less willing to monitor 
the CEO’s decisions in order to 
preserve those social ties.

Tan observes that self-interested 
CEOs may take advantage of this 
leniency to implement corporate 

tax avoidance to meet their targets, 
increase their compensation 
incentives, and potentially conceal 
rent extraction.

Rent extraction occurs when 
a party gains wealth without any 
investment on their part. In this 
case, the CEO achieves an incentive 
advantage without contributing to 
company performance. 

Prudent tax 
practices
Again, there is nothing criminal or 
even untoward about such practices. 
In fact, tax avoidance measures 
benefit organisations who are paying 
over that level of tax they are legally 
required to. Tax inefficiency is as 
much a sin as tax evasion, at least 
from a corporate perspective.

Tan’s research simply correlates 
the CEO-Board relationship with 
the level of tax avoidance within 
an organisation, and provides an 
excellent foundation for further 
research.

What is critical is that complex 
tax avoidance measures should be 
legally sound, absolutely transparent 
and their case-by-case application 
must be completely traceable.

If they are not, the company 
needs to seek more prudent tax 
solutions. 
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Why pay for something you don’t use?
In times like these, one can ill afford to outlay valuable cashflow unnecessarily.

Even the way you bill your clients has changed, and we’ve got the solution to assist you.

Draftworx Cloud enables you to conduct your client engagement through your web browser,
as and when you need to. No software installation required and no subscription fees;

you only pay for what you use.

Templates available:

-  IFRS
-  IFRS-SME
-  Consolidation
-  CC
-  NPO/NPC
-  Body Corporate
-  Trust
-  Sole Proprietor
-  Partnership
-  Monthly Management Pack

Working Papers:

-  Compilation
-  Accounting Officer
-  Independent Review
-  Audit (Coming soon)

Simply log on to https://cloud.draftworx.com to sign up now.

Have questions? Drop us a mail at info@draftworx.com or call us on +27 (10) 900 0000

Or to see our other product offerings, go to www.draftworx.com

https://www.draftworx.com/
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A rugby team that plays to win can still lose on 
penalties if they don’t know the rules of the 
game or just choose to ignore them.

In this first of a planned series of articles 
on getting tax administration right, we want 

to discuss the rules you need to apply to win that game. 
However, let’s skip the legislative peculiarities you already 
know and take a more pragmatic, nuts-and-bolts approach.

Before we even reach the assessment, dispute 
process and everything that follows, we need to look at 
the very first touchpoint in the tax journey: preparing for 
disclosure. That is the subject of this article.

STARTING ON 
THE RIGHT FOOT
We must acknowledge that SARS will not take action 

PRACTICAL TAX 
ADMINISTRATION PART 1: 
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STARTING OUT RIGHT
By Ettiene Retief, Chairman of the National 
Tax and SARS Committee at SAIPA

against our clients unless there is good cause to do so. 
The taxpayer may not have made a submission; if they 

did, it is missing supporting documentation or essential 
data; or the documentation or data is somehow invalid; 
or the information is inconsistent with the third-party 
data at SARS’ disposal.

Unlike previous decades where taxpayers were the 
main source of income disclosure, they are now more 
responsible for verifying third-party information SARS 
already has, providing the balance of the information, and 
answering for any discrepancies or missing parts.

There is thus greater pressure on taxpayers to 
ensure that what they disclose agrees with the rest of 
their financial profile. Therefore, tax practitioners are so 
necessary - we know the law and what is required.

It is unfortunate that some professionals act more like 
a secretary than a trusted advisor, submitting whatever 
their client presents to them without questioning its 
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completeness. As their agent and advisor, we provide 
a quality assurance function that demands four 
considerations.

FULL 
DISCLOSURE
The first question the practitioner needs to ask is: “Am 
I making a full and proper disclosure on behalf of my 
client?” Have they provided every piece of data and 
documentation that needs to be submitted or did they 
decide to leave something out because they believed 
they wouldn’t be taxed on it anyway?

SARS can cross-reference any declarations with third-
party data to detect what is missing and it only takes one 
exclusion to trigger a query. 

Tax practitioners don’t have such access; we rely 
on our clients to provide information that is true, 
transparent and traceable. It falls to us to play detective, 
check what has been left out, and question the client 
more assertively.

DATA 
QUALITY
It is absolutely essential that clients can back up what 
they declare. This does not just mean that all supporting 
documents must be attached but also that they conform 
to legal requirements, no matter how petty. Is the 
full address on the document, for instance? A SARS 
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assessor has every right to reject an invoice lacking this 
information.

Playing the role of the assessor, would you be able to 
match a journal entry to a supplier invoice if the invoice 
number was not entered as a reference? Or would a 
cover letter help to explain a complex transaction that, 
taken out of context, would immediately appear to 
possess the incorrect information?

Providing good and sufficiently annotated source 
material can ensure a submission is accepted the first 
time.

COOPERATION 
WITH SARS
If SARS does request supporting documents, how well 
do you respond? Prompt submission of all the required 
information with, as above, explanatory notes to clarify 
complex transactions or missing documentation, can go a 
long way towards a care-free assessment.

ADVANTAGE IN 
DISPUTE
There’s one thing a client shouldn’t want and that is to 
enter into a dispute having failed to provide SARS with a 
coherent set of data. Without this, they have no case. 

However, giving SARS the information, it needs can 
often prevent a dispute and keep matters out of court to 
both parties’ advantage. 

THE 
PRACTITIONER’S 
RESPONSIBILITY
As tax practitioners who know the tax laws and SARS’ 
processes, it is critical that we do not fall into the trap of 
simply relaying whatever information we receive from our 
clients to SARS, without quality checking that information 
for completeness and accuracy.

If we do, we put them at risk and neglect our fiduciary 
duty towards them. 

Instead, we need to think like an assessor would and 
ask for the missing information they would before it ever 
gets to that point.

In the next article, we’ll look at the assessment, why 
SARS might make a decision against the taxpayer, the 
fundamentals of compiling grounds for objection, and the 
taxpayer’s rights during dispute resolution. 

SARS can cross-
reference any 
declarations 
with third-party 
data to detect 
what is missing 
and it only takes 
one exclusion to 
trigger a query.”
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Professional Accountant (SA) is not 
just a professional designation. 

IT’S A SEAL OF TRUST.

SAIPA members aim to 
provide the highest level 
of expertise and service 

to clients and are bound by 
the Institute’s Professional 

Conduct Standards and Ethical 
Pledge. They also act as trusted 
business advisors, assisting and 

driving businesses to not only 
survive but thrive.

SAIPA – DEVELOPING FUTURE-READY PROFESSIONALS

S O U T H  A F R I C A N I N S T I T U T E  O F
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YOUR W E A LTH

SAIPA TM

Y O U R  W E A L T H

www.saipa.co.za

info@saipa.co.za

http://www.saipa.co.za

	_Hlk88105854

	Button 1: 
	Button 2: 
	Button 3: 
	Button 4: 


