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Dear Reader, 
 

Welcome to our first newsletter for 2017! We trust you had a restful festive season and are 
back in the swing of things. 
 

In this month’s ‘Tax News’ we discuss two important topics. In the first article we consider 
loans to trusts by natural persons. In the second, we discuss VAT refunds. We trust that 
the articles will provide you with vital business tips and information. 

 
Remember to view the deadlines for tax returns, and keep in mind that all the employees 
at Wallrich are dedicated to assist you should you need us. 

 
Regards, 
 

Rhoderic and Chrisna Roberts 
Partners  
 

 

Should your business build a mobile app? 
The biggest and best businesses all seem to offer a mobile app of some sort. Whether 
booking a taxi, checking into a flight or checking your bank balance, it seems that the 
smartphone is now the “Swiss army knife” that everyone uses to do pretty much 

everything. So does this mean that you need to build an app for your business? 
 
The first thing you need to think about 

before committing to building an app is 
what your needs are. Do you need an app 
to help you with marketing, sales or 

customer services? How would an app 
add value for your customers and 
streamline processes for your business? 

You don’t need to be a programmer to 
create an app as there are plenty of 
agencies and online DIY tools that you can 

use to create one. Here are a few things to 
think about before you decide whether or 
not to develop an app for your business: 

 
Marketing 
Your app reflects your company’s brand, and that icon on a mobile device that is 

frequently looked at will help to build recognition of your brand. You can also use an app 
as a marketing tool to create ‘push notifications’ that deliver information about your 
business and its products or services to customers. For example, you could use an app to 

‘push’ special offers, updates, or announcements to your customers.  
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Accessibility 
Do you want to create an app simply to make your business accessible to your customers 

24/7? Apps make it easy to engage with your business, because customers don’t have to 
switch devices. When your business crosses their mind, they simply tap the app on their 
smartphone. 

 
Sales  
Could your business use an app to sell more products or services to your customers? 

Again, this depends on the type of business that you operate. For example, if you run a 
coffee shop, perhaps you could replace loyalty cards with an app. Alternatively, you could 
allow your regular customers to place orders for future products or services directly from 

an app. This would speed up the sales process for your clients and also help to generate 
loyalty from customers; especially those who may keep coming back to buy more, 
because it is so easy to do so using the app. 

 
Customer service 
Do you want to put your products or services at your customer’s fingertips? You could 

create an app that allows your customers to engage with you and your business in a 
matter of seconds. You could offer product support, helpdesk services, market updates or 
even a booking service, depending on the type of business that you operate. 

 
Remember that building an app will take time and money, and that after you build the app, 
it must be marketed and maintained. However, it will help your business evolve with the 

world’s increasingly mobile-centric customers. 
 
 

The theory of marginal gains 
Sir Dave Brailsford, Performance Director of Team Sky, and previously British Olympic 

Cycling, has been instrumental in leading a period of huge success in sport. He has 
transformed the sport during his tenure in terms of thinking, performance, and results, 
winning eight gold medals at the last three Olympics, and masterminding Tour de France 

wins in 2012, 2013 and 2015. So what can we learn from this and how could the theory of 
marginal gains be applied in business? 
 

Brailsford’s philosophy of 'marginal gains' came from the idea that if you break down 
everything that goes into riding a bike, and then improved each by 1%, you will get a 
significant increase when you put them all together. 

 
As well as looking at traditional 
components of success such as physical 

fitness and tactics, Brailsford's approach 
focused on a more holistic strategy, 
embracing technological developments 

and athlete psychology. He is noted for his 
emphasis on constant monitoring of key 
statistics, developing training regimes 

which target any observed weaknesses, 
however minor. 
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Applying it to your business 
Start by identifying your goals. Consider where you want to be and how you are going to 

get there. Analyse relevant data and see if there is statistical evidence to support the 
attainment of your goals over time. 
 

Next, spend some time thinking about the gap between current performance and your 
goals. Create a tangible measure for assessing how far away each goal is, and how the 
business will need to progress in order to achieve those goals. 

 
Now consider what is needed to close that gap. Break the gap down into its component 
parts and identify the differences between where the company is now, and where it needs 

to be in order to achieve its goals. Look at successful companies in your industry sector 
and create a comparison document. What do they do well that you could implement in 
your business? 

 
Execute your plan. Commit to carrying out the plan meticulously and reassure employees 
of the importance their roles and responsibilities play in the process. Use Key Performance 

Indicators (KPIs) and regular reports to monitor progress, and continually refine and tweak 
your plan as you move towards achieving your goals. If you stick to your plan you should 
get there in the end. 

 
 

What can we learn from disruptive innovation? 
Disruptive innovation is a term, created by Clayton Christensen, to describe a new 
invention or product that alters its market. It typically refers to innovation that results in 

changes on a large scale. For example, the digital camera which replaced Kodak's 
traditional film cameras, or digital streaming services which have effectively replaced CDs 
as the primary way to consume and listen to music. 

 
With each innovation, there is risk taken 
on by the company that introduces it, and 

there is disruption faced by the users. The 
businesses that promote the new product 
or service innovation face uncertainty in 

not knowing if it will succeed, since they 
are challenging an established market. 
They are introducing an alternative, which, 

if it catches on, will mean that users have 
to adjust and accept a new way of doing 
things. 

 
So, what can we learn from disruptive innovators and how can we apply what we have 
learnt to our own businesses? For a start, not all innovation has to be on a large-scale; 

small changes can make all the difference. For example, process innovation could have a 
positive impact on the profitability and efficiency of your business. Aim to create a benefit 
to your business; e.g. to reduce the time it takes to produce a product or service or a new, 

more efficient way of delivering your end product or service to your customers. 
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As with any innovative development, your employees will probably see a disruption to their 
day job. Perhaps they have to learn a new way of doing things or even learn how to use a 

completely new system. The business is taking a risk in changing what has always worked 
and the employees may be unsure as to how the changes will impact them. They will need 
time to become accustomed to new ways of working and this could create a degree of 

disruption across the company.  
 
That said, with appropriate training and change management processes, you should be 

able to ensure that your new innovations are adopted quickly and with minimum fuss. And 
as with any change in business, success is all about planning. 

 
 
Coaching for success 

In the past, coaching was not offered as a benefit but 

mandated to those who were failing to achieve their 
workplace goals. The term "coaching" was synonymous 
with "remedial training" and carried an implication of 

failure. Fortunately, those days have passed and savvy 
business leaders and Human Resource (HR) 
professionals have realised that coaching can be a great 

benefit for high performers. 
 
Traditionally employers have turned to training 

programmes to develop talented employees’ skills. 
However in recent years that trend has been shifting 
towards a newer tool for talent management: 

management coaching. 
 

Technically the term "management coaching" applies to the act of coaching C-level 

employees; but more recently this type of support has been offered to mid-level managers 
and high potential employees across companies. Regardless of the intended audience, the 
goals are mainly the same - to improve the effectiveness and enhance the performance of 

the individual, with the intent of improving the business as a whole. 
 
How does it work? 

The core value of coaching is in its ability to focus on the specific needs of the individual 
as viewed through the lens of their company’s ecosystem. While training can develop 
general skills such as time management or planning, coaching allows the manager to 

focus on the exact challenges of their personal environment, and to develop targeted 
strategies to overcome them. This combination of the trusted adviser relationship and 
intense focus on applicable skills, makes coaching one of the fastest and most effective 

tools in resolving workplace performance issues. 
 
A further benefit of management coaching is its focus on the development of skills by the 

individual being coached. Rather than forming a dependent relationship where the 
manager must always rely on (and have access to) their mentor, an effective coach will 
work to reduce the amount their client or “student” depends on them, thus building 

confidence and self-sufficiency in the recipient of the coaching. 
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Some coaches employ the Goal, Reality, Options and Will (GROW) model. By defining the 
goal, accounting for the current realities of the environment in which the individual 

operates, finding options to achieve the goal and then applying the individual's will or 
commitment to complete the process, coaches can lead managers through a structured 
process to achieve their targets. Other coaches use a holistic model to incorporate aspects 

of self-awareness and personal growth into the process of developing the manager's 
leadership abilities.  
 

 

TAX NEWS 
Loans to trusts by natural persons 
The introduction of section 7C into the Income Tax Act is probably one of the most 

significant changes in the Taxation Laws Amendment Bill for 2016. Without attempting to 
provide any advice on the matter, as this would depend on the facts of each case, this 
article provides a high level non-technical overview of the impact of the final version of this 

provision. 
 
Scope of the provision 

Section 7C applies to loans, advances 
or credits provided by a natural person 
(individual) to a trust in respect of which 

the natural person or any of his/her 
connected persons is a connected 
person. In relation to trusts, it is 

important to note that a connected 
person’s relationship depends on the 
beneficiaries of the trust, rather than its 

trustees. In other words, if the natural 
person or any of his/her relatives are 
beneficiaries of the trust to which the 

loan is made, section 7C applies to the 
loan. 
 

In addition to the above loans by natural persons, section 7C may also apply to loans 
made by companies connected to such a natural person, if the loan is made at the 
instance of the natural person. An exclusion from the scope of section 7C however exists 

for loans subject to dividends tax. This may exclude many of the loans made by 
companies to trusts connected to the company’s shareholders from the provision.  
 

Effect of the provision 
Section 7C has two main direct consequences: 

• Firstly, if the loan does not bear interest or bears interest at a rate lower than the 

official rate of interest (repurchase rate plus 1%), the difference between the 

interest that would have been charged at the official rate and the actual interest 

will be deemed to be a donation to the trust. The implication of this is that a 20% 

donations tax charge will arise. This will be a recurring charge as long as the 

loan remains outstanding or interest is charged. 
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• Secondly, the lender would not be entitled to deduct any loss, expenditure or 

allowance if the above loan is reduced, waived or payment is not claimed. It 

should be borne in mind that such waiver or reduction can have other tax 

implications as well. 

 

Other practical considerations 
The donations tax charge may be reduced to some extent as the natural person’s annual 
exclusion of R100 000 may be applied against this deemed donation. This will however 

reduce the exclusion available (if any) that can reduce the balance of the loan. 
 
There are a number of exclusions from section 7C. Three of the more important exclusions 

are: 
• Loans to offshore trusts may fall within the scope of section 31 and be subject to 

transfer pricing requirements. Section 7C does not apply to such loans that are 

affected transactions for transfer pricing purposes. A few challenging scenarios 

may however exist involving the interrelationship between section 7C, section 

7(8) and section 31. 

 

• Certain loans to fund the acquisition of a primary residence of the individual by 

the trust may be excluded from section 7C. The arrangement involving the 

natural person who inhabits the property while advancing an interest-free loan to 

the trust at the same time may hold other tax implications. 

 

• Loans arising in respect of vested interests in assets and receipts or accruals of 

vesting trusts may also be excluded from section 7C. 

 

The provision takes effect from 1 March 2017 and applies to all loans within its scope, 
whether the loan was advanced before this date or not. The legislation does not make 
provision for any transitional measures or relief to unwind existing structures. 

 
Decisions to be considered 
The introduction of section 7C may leave taxpayers with some difficult decisions to 

consider with the assistance of their advisors. These include: 
• Whether existing arrangements relating to trusts are still efficient from a tax 

perspective and whether restructuring of the affairs would be possible. 

 
• Which assets should be held in trust, and where growth in the value of the 

assets should be reflected. 

 
• How future transfers of assets to trusts should be made. 

 
None of these are simple matters and obtaining expert advice is recommended. 

 
 
 

 
 



Page | 7 

VAT refunds: What are the rules? 
In difficult economic times one of the last things a business may need is unexpected 
delays in planned cash inflows. Many businesses have unfortunately experienced this in 
the form of delayed tax refunds, particularly VAT refunds from SARS.  

This article sets out the rules that apply to such refunds in terms of the relevant tax 
legislation by considering three fundamental questions that are likely to arise. 
 

Which businesses are likely to be affected by this? 
A VAT vendor will be entitled to a VAT refund when the input tax paid on supplies to the 
vendor for a period exceeds the output tax charged by the vendor. Situations where 

vendors may find themselves in this position include: 
• Vendors who acquire more goods and services than they supply. For example, 

start-up businesses that are still in the process of establishing themselves in the 

market. 

 

• Vendors who require significant capital expenditure from time to time.  During 

the period when the capital asset, which is likely to be utilised over many 

periods, is purchased, the input tax may exceed the output tax for the period. In 

such a case, the ability to claim input tax is normally a significant element of the 

capital expenditure and related funding as it increases the cash required by 

14%. 

 
• Vendors who make significant zero-rated supplies may find themselves in a 

position where the input tax exceeds the VAT charged on supplies that are 

taxed at 14%. This group is likely to include entities that are of critical 

importance to the economy, including exporters and entities involved in the food 

production value chain. 

 
Even though the entities mentioned above differ in many ways, the reality is that in all 
instances their economic activities may be impacted significantly by unexpected delays in 

refunds – causing their short-term cash flow operating structure to become unpredictable. 
The remainder of this article briefly sets out the fundamental principles that need to be 
considered. 

 
What are the rules relating to the payment VAT refunds? 
The payment of VAT refunds is governed by the Tax Administration Act (TAA), as well as 

section 44 of the VAT Act. Section 190(1) of the TAA states that generally any refund 
properly payable as reflected in an assessment must be paid by the Commissioner. In the 
case of VAT, this will be the VAT201 self-assessment that reflects this amount payable by 

SARS. 
 
The above rule is subject to a further provision that states that SARS need not authorise a 

refund until such time that a verification, inspection or audit of the refund has been 
finalised. Conceptually this provision appears to be an obvious one in the sense that 
SARS should not be required to blindly pay out refunds without being able to confirm that a 

refund is due, especially in the case of a self-assessed tax like VAT. However, in practice 
this requirement poses some challenges to taxpayers as the audits or verifications take a 
long time to be completed.  
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In addition, it appears that in some 
instances, this provision is 

interpreted by SARS as stating 
that while any refund is still being 
audited or verified, no refunds 

should be paid out. It is submitted 
that a careful reading of the 
provision makes it clear that it is 

the particular refund being audited 
or verified that may be delayed. 
Some taxpayers may be able to 

overcome the obstacles posed by 
this provision as section 190(3) 
allows a taxpayer to request a 

refund while being audited or 
verified if that taxpayer can provide 
adequate security for the tax. 

 
In addition to the above exception, section 44 of the VAT Act also allows SARS to delay 
VAT refunds until banking details have been verified or where a vendor has other VAT 

returns outstanding. 
 
Does interest accrue to the taxpayer on unpaid refunds? 

As a second prize to having the cash locked up in a VAT refund available in a business, or 
in order to cover the costs of having to borrow funds to keep the business running as it 
should, the question often arises whether a vendor would be entitled to interest on delayed 

VAT refunds. Section 45 of the VAT Act determines that where the Commissioner does 
not within 21 business days after the date on which the vendor’s return for a tax period 
was submitted to SARS refund any amount refundable, SARS must pay interest at the 

prescribed rate. 
 
Again, this rule is subject to certain exceptions. These include where the return submitted 

was defective or incomplete, the vendor has other returns outstanding or if the vendor has 
failed to provide or verify banking details. The more contentious aspect surrounding 
interest on delayed refunds is the position when the payment of the refund is delayed due 

to an audit or investigation. In this regard, SARS states on its website: “However, the 
period of 21 business days may be suspended, in which case no interest is payable. For 
example, a refund may be subject to the finalisation of the verification, inspection or audit, 

in which case the 21 business days will be suspended until the audit is finalised”.  
 
The legislation however indicates that the period of 21 days is only suspended if 

information has been requested from the taxpayer and SARS is unable to satisfy itself of 
the refundable amount as the information is not provided in a reasonable period by the 
taxpayer. In practice, the period from providing information when requested to the 

conclusion of an audit may be a significant period. 
 
Considering the above provisions, it is important that taxpayers are aware of their rights to 

receive interest on delayed refunds and to take care, with the assistance of tax 
practitioners, to ensure that the correct amount of interest payable is provided for on their 
VAT statement of account. 
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Deadlines looming 
 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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