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Dear Reader, 
 
Welcome to the August edition of our monthly online newsletter. We trust that you will find 
all the articles informative. Please do not hesitate to contact us if you require further 
information on any of the topics covered. 
 
Remember to view the deadlines for tax returns and keep in mind that we are here to 
assist you should you need us. The deadline for 2017 first provisional tax returns for 
individuals, companies and trusts is 31 August 2016. 
 
Regards, 
 
Rhoderic and Chrisna Roberts 
Partners  
 
 

Thinking more strategically 
The business environment has been quite volatile since 
the financial crash of 2008. Strategic thinking about the 
direction your company is taking is therefore imperative. 
Strategic thinking is an area of focus for senior 
managers to navigate a way forward for their 
businesses, despite the challenges they face in the 
current market. The benefit of strategic thinking is clear 
– competitive advantage. For most business managers, 
the first reaction is to deal with what is directly in front of 
them (for example, what is in your inbox). The 
perception might be that it is more urgent and it is 
without doubt more tangible. Unfortunately, while you 
concentrate on overcoming obstacles, you could miss 
opportunities, not to mention missing the signs that 
indicate the direction you are going is taking you off 
track.  
 

Here are a few tips to help you to think more strategically about your business. 
 
Ask questions 
Ask questions that encourage new ways of thinking. One of the first questions to ask is 
“Why are we a good business?” For the best answer, ask your customers. Ask them why 
they use your products or services. If you disappeared tomorrow, what would they miss 
the most about what you do for them? Another good question to ask could be, “How do I 
get my competitor’s customers to buy from me instead of them?” These questions will help 
you to think more strategically about the direction your business should take in the next 
few years.  
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Think critically 
A critical thinker will question everything. This means getting comfortable with challenging 
beliefs and approaches, even your own. Many business people will often respond to 
questions with answers like “we always do it this way”. You should ask, “Is there a better 
way to do it?” Following conventional wisdom is often considered to be a safe bet. 
However questioning convention is what creates new, disruptive business models such as 
Uber. If you always take the safe option, your business could lose its competitive 
advantage. 
 
Industry context 
When thinking about your business it is important to understand what strategy means in 
the context of your industry sector. In the accounting sector for example, it is important to 
understand contextual issues such as economics, key competitors, legal frameworks, 
technology and so on. Before developing the strategy for your own business, it is important 
to understand what strategies work for your competitors and why. This can help you to 
create a very different, and hopefully more effective, strategy.  
 
Create thinking space 
Set aside time alone for strategic thinking/planning at least monthly, if not weekly. Use this 
time to reflect, research, consider ideas and dream. The focus should not be to ‘do’ things. 
Getting outside or into a new physical space can make this time more effective. Try to get 
away from your desk and switch off your smartphone so that you can avoid distractions 
and think properly. 
 
 

Cross selling more effectively 
Customer retention and cross-selling is imperative in any industry, yet it is frequently 
overlooked. Here are a few tips to help you to cross-sell more products and services to 
your existing customers. 
 
The cross-sell 
Amazon.com attributes up to 35% of its revenue to cross-selling. When purchasing you will 
see both the “frequently bought together” and “customers who bought this item also 
bought” sections, promoting related products. The key is to illustrate the value to the client 
of purchasing a complimentary 
product or service. For 
example, an accountant may 
wish to communicate to clients 
that in addition to audit and tax 
services, their clients can also 
benefit from payroll or 
business advisory services. 
There is a ‘value add’ in that 
the client is buying all of these 
services from one accounting 
firm.  
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Data driven campaigns 
The companies that are most successful at cross-selling unite insights driven by data with 
focused marketing campaigns. There is a fine line between timely offers and annoying 
spam, and understanding buyer timing is critical. Your marketing content strategy is key to 
cross selling to existing customers, but you also need to understand how you will measure 
success. Use a Customer Relationship Management (CRM) system to record customer 
data including which clients bought what service. Use this database to identify clients who 
have not yet been cross sold to and create a campaign which focuses on creating a value 
proposition in the mind of those clients. Ensure your sales or business development 
people engage with these targeted clients at the appropriate time. 
 
Listen to your customers 
You can’t sell additional products or services to your customers if you don’t understand 
what they actually want or need. If for example, you are selling business services, ask your 
customer about their business plan. Where are they going in the next three to five years 
and how do they hope to get there or achieve it? Consider some of the challenges that 
they will face and identify where your services will be able to assist them in reaching their 
goals.  
 
Listen and respond to each client and every interaction. This two-way conversation should 
extend to your own internal teams, as you ask questions and measure outcomes to 
continuously improve the customers’ experience. 
 
 

Self-employed or starting a micro business? 
According to the Absa SME Index, business activity in South Africa rose during the second 
quarter of 2015. This can mainly be attributed to an increase in self-employment. 
 
In the UK almost one in seven people are self-employed. 
You might also classify self-employment as ‘freelance 
work’. Research suggests that 30% of those who work in 
the media call themselves “freelancers”. 
 
Research by Skills Development Scotland noted that the 
creative sector is dominated by sole traders, micro and 
small businesses. Approximately 13,500 businesses 
employ 0 to 49 employees and accounted for nearly 
98% of the total number of businesses in 2014. This is 
an increase of 35% in the number of small and micro 
businesses since 2009. 
 
So why start a micro business or become self-employed? 
 
The Royal Society for the Encouragement of Arts, Manufactures and Commerce (RSA) 
conducted a survey in which 27% of people who moved into self-employment within the 
last 5 years said they did so to escape unemployment. 
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The Government 2015 Workplace Employment Relations Study reported that 
microbusinesses accounted for 33% of private sector employment and 19% of total output. 
Although microbusiness employees tend to earn less, receive less training, and have 
fewer benefits, it found that these employees were also the most satisfied group of 
workers in the labour market. Factors like job control, influence in decision-making, 
business loyalty and even satisfaction with pay played a role. 
 
The benefits of a micro business or becoming self-employed include: 

 Flexible working hours 

 Ability to choose your work 

 Developing a relationship with customers who you want to work with 

 Ability to respond quickly to opportunities 

 Making a greater impact. 

 
However there are drawbacks which include: 

 No sick pay, holiday pay or redundancy pay 

 Little or no support, training, no back up if you can’t work 

 Not a 9 to 5 job - it’s 24 hours a day 

 No company contribution to a pension 

 What if I can’t get paid on time? 

 
Micro-businesses and self-employed people need assistance and if you are starting up or 
feeling the pressure, get in touch with Wallrich. We offer valuable and cost-effective 
services, such as statutory requirements, and business advice to individuals and 
businesses. An integral service offering of Wallrich is to assist and support owner 
managed businesses. 
 

 
Creating a more cost-effective (and profitable) business 

Competition in business is more intense than ever before, 
with tough economic conditions in most sectors and rival 
companies battling harder than ever for market share. There 
are new threats from online providers, new business models 
and global competitors. As a result, increasing profit levels 
is quite a challenge. If you can’t increase your sales 
volumes, consider how to reduce costs in order to increase 
profits.  
 

Build a culture of cost saving 
Everyone can and should take some level of responsibility for the costs related to their 
work. One way is to involve more people in the budgeting process. All employees could be 
partially accountable for the costs that affect them. 
 
Negotiate with your suppliers 
Renegotiating contracts with suppliers may bring surprising results. Every service provider 
will be keen to retain your business. As such, they may be open to renegotiating contracts. 
If you are in a position to negotiate a volume discount in return for another six to 12 
months of loyalty, you may be able to benefit from some substantial savings.  
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Decrease waste 
Depending on your business, this could be wasted materials, time, effort or money. 
Everyone in your business should learn to identify and take steps to reduce or eliminate 
waste. Decrease waste further by ‘going green’ to reduce utility bills and become more 
energy efficient. 
 
Decrease stock levels 
Stock is a dead cost and soaks up cash. Decreasing stock levels may require the 
streamlining of some of your business systems but it may produce some significant cost 
savings. If you carry excess stock and/or inventory you should be able to free up some 
cash flow in the business by reducing stock levels. 
 
Overtime 
Overtime is expensive, but a little pre-planning of your work schedules will go a long way 
to helping reduce overtime costs. If you have more demand than you can handle, it might 
be cheaper to outsource some of the extra capacity. 
 
Reduce debtor’s days 
Cash flow tied up on the debtor’s ledger is effectively 
costing the business money. Reducing the average time 
it takes to collect outstanding debts from say, 60 to 30 
days, can increase cash flow, reducing the need for 
expensive overdrafts and bank credit. 

 
 
 
TAX NEWS 
Future changes to interest-free loans to trusts 

For the past number of years, the National Treasury have 
indicated in budget reviews that they would look into trusts used 
by high net worth individuals as a tax planning tool. Most of 
these warnings have not materialised into legislation. The draft 
Taxation Laws Amendment Bill for 2016 (hereafter referred to as 
the draft TLAB) changes this trend by proposing an amendment 
in the form of a new provision, section 7C, that is likely to have a 
significant impact on mechanisms used to transfer wealth into 
trusts. 
 

Even though at this stage section 7C is only proposed legislation, it does provide a good 
indication of what is likely to become law at the end of the year. Throughout this article, it 
should be borne in mind that this is only a proposal which may still change or be 
withdrawn. This article reviews the transaction that this proposal targets and provides a 
brief overview with some analysis of the proposed amendment. 
 
The transaction targeted 
Section 7C applies to loans made by a natural person, or any company that is connected 
to such natural person, directly or indirectly to a trust. The natural person or the connected 
company or any person who is connected to either of them, must be connected to the trust 
for section 7C to apply.   



Page | 6 

In its simplest form, the transaction to which section 7C will apply can be depicted as 
follows: 

 
 
The purpose of this transaction from a tax perspective is planning to avoid estate duty on 
the value of the asset in the hands of the natural person. The asset, which has growth 
potential, is transferred to the trust which is not subject to estate duty.  This leaves the 
natural person with the loan, which does not grow, included in his or her estate for estate 
duty purposes. As such, the transaction freezes the value of the estate at the value when 
the transfer of the asset takes place. The loan would normally not bear any interest as this 
interest would increase the estate of the natural person again, which would be contrary to 
the planning. 
   
The transaction happens at market value and therefore attracts capital gains tax on the 
difference between this market value and the base cost of the asset. As the transaction 
took place by way of a sale rather than a donation, the argument is that it does not attract 
donations tax. The natural person would annually make donations of R100 000, which is 
the exempt amount, to the trust, which the trust then uses to settle the loan.  
 
Many tax practitioners advised their clients to use this type of transaction, or variations of 
it, to transfer assets to trusts. As a result, many natural persons have significant loans 
owing to them by their family trusts. 
 
The proposed amendment 
The new proposed section 7C, as it currently stands in the draft TLAB, will have the 
following effect: 

 The lender may not claim any loss or deduction in respect of the loan to the trust if it is 

waived or becomes irrecoverable. 

 If the trust does not incur an obligation to pay the lender interest at a rate at least equal 

to the official rate (repurchase rate plus one per cent), the difference between interest 

at the official rate and the actual interest charged (if any) should be included in the 

income of the lender. 

 Any tax that the lender incurs on the above interest may be recovered from the trust. If 

it is not recovered within 3 years after the year of assessment in which the income was 

so included, the lender will be deemed to have donated an amount equal to this tax to 

the trust. 

 The annual donations tax exemption will not apply to donations in respect of the 

disposal of loans to which section 7C apply. 
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The proposed amendment will, if it goes ahead as planned, take effect from 1 March 2017 
and apply in respect of years of assessment starting on or after that date. No distinction 
will exist between new loans advanced to trusts after this date and loans advanced 
previously. Existing loans will therefore be subject to section 7C. 
 
This proposal will leave taxpayers who engaged in the type of planning described earlier 
with two choices: 

 Charge interest on the loan going forward:  

o This would to a large extent nullify the estate planning done as the natural 

person’s estate will grow by the compound interest amount each year. In the 

case of high growth assets there may be a residual growth above the official rate 

which will still effectively accrue in the trust. 

o In this scenario the natural person will pay tax on the interest income earned, 

which will be an annual cash tax outflow. Depending on the nature of the asset, 

the trust may or may not be able to deduct the interest incurred to restore the 

position to a neutral one from an income tax perspective. 

 Do not charge interest on the loan going forward: 

o If no interest is charged, the estate of the natural person will not grow in the 

manner discussed above. In this regard the estate planning exercise done will 

still achieve its purpose.   

o However, the natural person would need to find cash to pay the income tax on 

the deemed income equal to the interest that should have been charged on the 

loan at the official rate. This arrangement will in many cases give rise to tax 

leakage as the interest taxed in the hands of the natural person is not deductible 

by the trust.   

o The balance of the loan cannot be reduced without triggered donations tax on 

the waiver of the loan. It should be borne in mind that donations tax is 

essentially the earlier alternative to estate duty at 20% on a person’s wealth, 

which would defy the purpose of the original exercise to save estate duty if the 

loan were to be waived prior to death.   

o Where the natural person does not recover the tax on the deemed interest from 

the trust, a donation will in any case arise every year. Assuming an official rate 

of 8%, a loan of R1 million and a tax rate for the natural person of 41%, the 

deemed donation that will arise every year that the loan remains outstanding will 

be R32 800. Over a period of approximately 33 years, the value of the loan (R1 

million in this example) will have been subject to donations tax on deemed 

donations while the loan still remains intact and included in the natural person’s 

estate. As such, this planning exercise will then cost the natural person both 

donations tax and estate duty on the value moved into the trust. 

 
A third alternative, which is unlikely to be a popular one, would be to unwind the planning 
structure, which would amongst others require the trust to now pay capital gains tax on the 
growth in the asset value since the initial transfer of the asset to it. 
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Concluding thoughts 
If section 7C is enacted as it stands currently this 
provision is likely to affect many tax planners and 
their clients and leave them with some difficult 
choices as the obvious benefits of a widely used 
structure are no longer available. It is submitted 
that it may even in some cases cause the 
structure to become counterproductive. Until the 
draft TLAB is promulgated towards the end of the 
year however, it should be borne in mind that 
section 7C is currently only a proposal which can 
still change or be refined further. 
 

 
Deadlines looming 
 31 August 2016 – Deadline for 2017 first provisional tax returns for Individuals, 

Companies and Trusts 

 23 September 2016 – Deadline for 2016 income tax returns manual / postal 

submissions 

 25 November 2016 – Deadline for 2016 income tax returns for non-provisional tax 

payers at a SARS branch or via e-filing 

 31 January 2017 – Deadline for 2016 income tax returns submission for provisional tax 

payers via e-filing – Individuals & Trusts 

 28 February 2017 – Deadline for 2016 income tax returns for companies 

 28 February 2017 – Deadline for 201702 second provisional tax returns for Individuals, 

Companies and Trusts 
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