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Dear Reader, 
 
Welcome to our March newsletter. By now you are back to your busy schedule and daily 
work routine. However, as we are nearing the end of the first quarter of 2017, it is time to 
reflect on our business goals and objectives: Are we actively working towards our goals? 
Are we reaching our financial targets? Most importantly, how is the 2017 National Budget 
Review impacting our objectives, and how are we adjusting to stay ahead of the curve?  
 
This month’s Tax News focuses on two important topics. In the first article we look at the 
2017 Budget Review. A number of tax rate increases were announced, which may directly 
impact investment yields and re-investment bases of investors. Some of these 
developments, in particular the gradual increase in the trust tax rates, may require 
investors to reconsider investment holding structures. Several aspects up for review in 
2017 by the National Treasury may significantly impact structures that house wealth. 
 
In the second tax article we discuss loans and interest, and why you should consider the 
purpose of the loan when determining whether the interest is deductible or not. 
 
We trust that the articles will provide you with vital business tips and information. 
 
Remember to view the deadlines for tax returns, and make use of our employees at 
Wallrich that are dedicated to assist you. 
 
Please note that our offices will be closed on 28 April 2017. 
 
Wishing you a fruitful and prosperous financial year!  
 
Regards, 
 
Rhoderic and Chrisna Roberts 
Partners  
 
 

Innovation never stops 
It seems that each week a new way of doing business is 
created. Disruptive, technology driven and new 
business models are constantly being developed by 
leading companies and initiatives, for example Uber, 
Skype and Amazon. 
 
Your company might hold an established position in the 
market today, but that doesn’t mean that employees, 
and especially management, can be complacent. 
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Disruption and commoditisation have impacted most industries. We are now seeing new 
players entering traditional markets and establishing a disruptive model and capturing 
significant market share. This trend is only going to continue. 
 
So what can be done to minimise the impact of a potential disruptive new player entering 
your market? 
 
It is difficult to constantly create new products or services. Perhaps management could 
consider how best to commoditise some of the company’s existing product or service 
offerings in order to increase profit margins and efficiency. This could also help to improve 
customer experience, for example by making services faster, easier to access and so 
forth. 
 
When it comes to innovation, you don’t have to constantly re-invent the wheel. While 
creativity is usually associated with thinking outside the box, the fact is that few ideas are 
100 percent original. The most brilliant (and often most profitable) business ideas are 
usually variations of an already existing theme rather than completely new concepts. 
 
Netflix didn’t create a new industry. They just took the business model that had been so 
successful for Blockbuster Video and created a new way for customers to rent films - 
online instead of through a video shop. As Steve Jobs once said; “Creativity is just 
connecting things.” What sets creative people apart is that “they are able to connect 
experiences they’ve had and synthesise new things.” 
 
If you want to embrace innovation in your business, you need to develop an environment 
that encourages creativity. Your employees should be empowered to explore new ways of 
delivering products or services. 
 
Experimentation should be encouraged and offices should have collaborative workspaces 
in order to allow people to sit down together, work as a team, solve problems collectively 
and create new solutions. In addition to this, your company should celebrate innovation 
through recognising those team members who find new ways of doing things. Whether it is 
a bonus for implementing a new innovation or celebrating the delivery of new innovations 
with a team night out; the key is to encourage your team to be creative, find new and 
better ways of doing things and keep innovating. 
 
 

Flexible working is here to stay 
Companies that will thrive today and tomorrow are those that embrace change and 
flexibility. Corporate and smaller companies, that are embracing flexible working, can use 
it to help cut costs, attract talent and radically improve productivity. 
 

 
Technology has changed the way we communicate and it 
is currently changing the way we work. Gone are the days 
when office workers spent every working moment in a 
cubicle or at a desk. The rise of digital communication 
tools, collaboration apps and productivity suites, coupled 
with the benefits of the ‘always on’ nature of the web, has 
set the modern business free.  
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Flexible working is the natural evolution of work in the brave new digital world. Today, 
businesses large and small can operate anytime, anywhere. 
 
What do we really mean by flexible working? 
Essentially, it means freeing up your employees to work in the way that suits them best. 
That can mean mobile working via a smartphone or laptop, working from different locations 
thanks to remote access to the business network, holding meetings through video 
conferencing, home-working and flexi-time, which allows staff to tweak their working hours. 
Underpinning it all is the technology that helps your team to work in a way that suits them 
best, from any location. 
 
Benefits for business 
By putting the technology and processes in place to facilitate flexible working, rigid and 
old-fashioned infrastructures can be overhauled, allowing businesses to install more 
efficient systems. Flexible working can also be invaluable in both staff recruitment and 
retention, especially for those with family commitments. Beyond parents, flexible working 
can help keep work/life balance in check for all employees, as they have the right systems 
and technologies in place to better manage their workload. 
 
By cutting the time your staff spends travelling and by giving them the tools they need to 
work on the go when they do travel, ‘dead’ time is converted back into productive time. 
These hours add up. And it's not just businesses that benefit, people do too. The boost to 
morale and productivity generated by scrapping an employee's commute or their endless 
travel to and from meetings cannot be underestimated. 
 
 

Speech recognition technology 
Speech recognition applications have been around for a long time, but until recently 
haven't seen a huge uptake by the business community. With high accuracy and 
professional apps available for mobile devices, the question must be asked: Could your 
business benefit from voice recognition technology? 
 
Many business users have experienced what voice recognition can offer. Apple's Siri is 
already quite popular. However, Windows 10 users have Cortana, which moves the digital 
assistant to a whole new level of functionality. More importantly for today's businesses is 
the fact that Cortana is available on phones, tablets and desktop PCs. It offers a level of 
integration and familiarity across several devices and is used across most companies. 
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Users can set up their systems to easily trigger voice recognition. They can use these 
systems to check calendars, book travel tickets or dictate rather than type. Being able to 
dictate at normal speaking speed and have your words accurately transcribed is a huge 
productivity bonus that most companies can benefit from. 
 
If your company types the same blocks of text into numerous documents, then speech 
recognition applications can have special commands that will enter these blocks of text for 
you. This is useful for standard clauses in contracts or email signatures. 
 
Companies that operate in highly specialised sectors, such as professional services or 
finance, are in an ideal position to take advantage of what voice recognition can offer. All 
of the systems are learning machines - the more you use them, the more accurate they 
become. If your company often uses specialised terminology, voice recognition systems 
can learn these terms over time to ensure high levels of accuracy. 
 
Ultimately, it is the time-saving factor that attracts businesses to voice recognition. Being 
able to spend less time typing and more time working on other things, is why an increasing 
number of businesses are adopting voice recognition into their IT systems. 

 
 
Generation Z 
Generation Z (Gen Z) is a demographic group born after 1995. The oldest members of 
Gen Z are turning 21 this year, which means that some have already graduated from 
University. Gen Z is a much smaller demographic cohort than Gen Y (also known as 
millennials). 
 
It would be easy to assume that Gen Z 
are just an exaggerated version of the 
generation that came before them, 
spending even more of their lives on 
social media, doing even more of their 
shopping online, and demonstrating an 
even greater collaborative nature. But 
Gen Z grew up in a starkly different 
historical context than millennials, which 
has given them a distinct outlook on the 
world. 
 
Millennials invented Facebook, shopped from their smartphones, and moved from satellite 
TV to Netflix. Gen Z, meanwhile, doesn't remember life without the basics of the 21st 
century life. Millennials came of age during a time of economic expansion and were 
shocked to find a diminished, difficult job market after university; whereas Gen Z sees a 
tough job market as the norm. They are a generation that has been shaped by the 
recession and are prepared to fight hard to create a stable future for themselves. 
 
Market research has shown that compared to any generation before them, Gen Z is less 
trusting of brands. They have grown up in an era where information is always available via 
the internet and social media. They can research products and brands and see other 
users' reviews of them online. 
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Gen Z are financially cautious. They grew up hearing horror stories about how many 
millennials ended up living at home after university, sitting on a mountain of debt, so they 
tend to save more and spend less than millennials. In a recent study, 89% said they 
remain optimistic about their futures, which is higher than any other generation on record. 
 
So what should you be aware of when you are thinking about hiring Gen Z employees? 
Gen Z wants to do work that makes a difference and has a positive impact on the world. 
But they’re also more concerned about job security than the generation just before them. 
 
They were at a very impressionable age during the financial crisis. This implies Gen Z 
would rather develop a career in one place than hop from employer to employer. 
 
 

TAX NEWS 
South African Budget: Wealth and investment perspective 
The South African National Treasury published its Budget Review for 2017 on                 
22 February 2017. This article provides a high-level overview of some of the proposals that 
may have a direct impact on investors and structures that house investment wealth. 
 
Tax rate related changes 
For the 2017/18 tax year, a new personal tax bracket for taxable income above           
R1,5-million was introduced. Taxable income exceeding this threshold will be subject to 
tax in the hands of individuals at a rate of 45% (as opposed to 41% in the 2016/17 tax 
year). A corresponding increase in the trust tax rate to 45% was announced. 

 
The consequential effect of these increases in tax rates is that the effective capital gains 
tax rates for the two classes of taxpayers increase to 18% for persons who fall into the top 
tax bracket and 36% for trusts. The gradual increase in the capital gains tax rate 
applicable to trusts may require investors to seriously reconsider trusts as an entity to 
house assets, as any realisation of a gain on an asset would immediately reduce capital 
available for reinvestment significantly more than any other form of vehicle that could have 
held the investments. It is submitted that the nature of assets transferred to trusts, as well 
as the investment holding structure within a trust, may require a re-think. 
 
In addition to the increase in income tax rates, the dividends tax rate increased from 15% 
to 20% with effect from 22 February 2017. When considering the impact of this rate 
change, it is important to note that in broad terms the dividend withholding tax only 
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becomes payable once company profits are distributed to natural persons, trusts or foreign 
shareholders. An exemption exists for dividends paid by one South African company to 
another. Foreign shareholders may be shielded from the rate increase as double tax 
treaties may limit the rate at which dividends tax may be imposed. Investors from non-
treaty countries will however feel the impact. 
 
All these rate related changes will have a direct impact on the after-tax yield, but also on 
the funds available for re-investment, and therefore the investment base, of investors. It 
would be an opportune time to take a step back and review whether current investment 
holding structures still provide an optimal investment base in the light of these changes. 
 
Investment structure risks and opportunities 
Investors and planners should note the following aspects, which impact investments or 
wealth holding structures that are up for review in 2017: 

 Further anti-avoidance rules will be introduced to curb schemes to circumvent the 
application of section 7C. The schemes targeted are those where interest-free or 
low interest loans are advanced by natural persons to companies owned by trusts 
as opposed to directly to trusts. 

 The treatment of foreign companies owned via offshore trusts, as controlled foreign 
companies, will be considered by the National Treasury. 

 The venture capital company regime that provides investors with a tax deduction for 
the investment made into small and medium-sized enterprises will be made more 
accessible by removing impediments to investments. 

 
 

VAT refunds: What are the rules? 
Interest is only deductible if incurred in the production of income and for purposes of 
carrying on a trade. This requires that the loan of which the interest is incurred and the 
trade/income should be closely connected. A recent case heard in the tax court illustrates 
that the original purpose of a loan for a specific purpose plays an important role in this 
regard, even in the case of a loan with flexible payment terms. 
 

Interest would generally only be deductible in terms of 
section 24J of the Income Tax Act if incurred for purposes 
of carrying on a trade and in the production of income. In 
some instances, a taxpayer may be deemed to meet these 
requirements by Practice Note 31 (PN31). In a case heard 
in the Cape Town Tax Court it had to be considered 
whether or not the taxpayer could demonstrate a 
connection between a loan initially obtained to acquire his 
home and interest income earned on a loan owing to him 
by his employer. 
 

The facts of the case 
The appellant, an attorney, was obliged by the terms of his employment to contribute to 
the on-going working capital requirements of his employer by maintaining a loan to the 
employer until he resigned. The advances on this loan were funded by the employer 
deducting the amounts from the appellant’s remuneration. Interest accrued at the prime 
rate on this loan, and was taxable in the hands of the appellant. 
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Subsequent to this, he obtained a bank loan in order to fund the acquisition of his home. 
The home loan was converted to an access bond, which meant that he could access funds 
paid to settle the loan (i.e. the loan balance could fluctuate up- or downwards). He repaid 
capital amounts at times, but then subsequently withdrew some of those funds again for 
personal use. 
 
The taxpayer claimed a deduction for the interest incurred on a portion of the home loan 
against the interest income earned on the loan to his employer. He contended that “the 
retention by his employer of the amounts owing under the loan account had, as a direct 
consequence, resulted in the appellant being unable to repay an equivalent amount on the 
mortgage loan account – and having to pay on the mortgage loan account a larger interest 
than he otherwise would have had to pay had the amount in credit on his loan been 
available to him”. 
 
Highlights of the judgment 
PN31 applies where interest income is earned on capital or surplus funds, or where funds 
are borrowed and then lent. The judge held that the funds retained on the employer loan 
account were never available to the taxpayer to reduce the home loan during the term of 
his employment. As such, the interest earned on the employer loan did not arise from 
surplus funds that accrued to him. The flow of the funds showed that he did not borrow on 
the home loan to lend to his employer. The taxpayer relied heavily on the case of CIR v 
Standard Bank of South Africa to support the argument that had he not been required to 
lend the amounts to the employer, he would have been able to repay the home loan and 
therefore not incur the interest expense. 
 
Yekiso J concluded that the taxpayer’s purpose when acquiring the home loan was to fund 
the acquisition of his home and there is no clear change in this intention. He failed to show 
that the purpose and effect of the home loan was sufficiently connected to the interest 
earned on the employer loan. 
 
Broader relevance 
This judgment suggests that in the case of a borrowing for a specific purpose, the purpose 
of the initial advance of funds rather than the reason for the loan balance remained 
outstanding carries more weight. A change in purpose may require something more than a 
commercial netting-off argument. Similarly, the actual flow of funds appears to be more 
relevant than hypothetical flows when assessing the connection between interest incurred 
and income. 
 
 

Deadlines looming 
 30 April 2017 – Deadline for skills development work plan. 

 31 August 2017 - Deadline for 2018 first provisional tax returns for individuals, 

companies and trusts. 

 28 February 2018 - Deadline for 2018 second provisional tax returns for individuals, 

companies and trusts. 
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Tel:  +27 (0) 11 789-1011 
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1st Floor, Randpark Building, 
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