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Dear Reader, 
 
At last! Spring has arrived. ☺ 
 
Welcome to our September 2017 newsletter. We trust that you will enjoy the 
articles we have prepared especially for you. 
 
This month, the TAX News section focusses on the venture capital company 
tax incentive, and debt capitalisation. 
 
We wish to remind you that Wallrich is a proud member of SAICA and adheres to its code 
of ethics and conduct. We take our company’s slogan very seriously and live by it every 
day; we are always accountable. 
 
Remember to view the deadlines. Our dedicated team at Wallrich is ready to assist, so 
please feel free to contact us anytime. 
 
Regards, 
Rhoderic and Chrisna Roberts 
Partners  
 
 

Strategy vs culture 
“Culture eats strategy for breakfast.”  
These words, often attributed to Peter Drucker, are frequently quoted by people who see 
culture at the heart of all great businesses.  
 
Strategy is formulated on paper and directs the company’s long-term goals, whereas 
culture determines how things get done and includes the interaction between individuals. 
Most people can come up with a strategy, but it’s much harder to build a winning culture. 
Moreover, a brilliant strategy without a great culture is “all talk and no action”, while a 
company with a winning culture can succeed even if its strategy is mediocre. It is far easier 
to change strategy than culture.  
 
Strategy ultimately consists of two aspects: 

1. Which sectors should you be in, and  

2. What is the value proposition that you will go to market with in each of those 

sectors?  

 
A business’s cultural strengths are central to the first aspect of your strategy (sectors). For 
example, Mango Airlines has a culture of keeping costs down and offering cheap prices. 
As such, they would probably not succeed if they entered the premium, private jet sector 
where wealthy clients expect high-end service and the best of everything. 
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Maintaining cultural coherence across a company’s divisions should be an essential factor 
when determining a corporate strategy. No culture, however strong, can overcome poor 
choices when it comes to corporate strategy. The second aspect of your strategy is the 
value proposition. Customers consider more than concrete features and benefits when 
choosing between alternative providers. They also consider “the intangibles.” In fact, these 
often become the tiebreaker when tangible differences are difficult to discern. For 
example, Kulula Airlines tries to attract passengers who like its casual, fun and non-
establishment attitude of operation.  
 
The businesses with the best cultures have instilled norms of behaviour that are essential 
features of their winning value propositions. In Kulula’s case, it includes offering 
consistently fun service at a reasonable price. What these companies really demonstrate 
is how culture is an essential variable - much like your product offering, pricing policy and 
distribution channels - that should be considered when choosing strategies for your 
business. This is especially true when the behaviour of your people, and particularly your 
frontline staff, can give you an edge with your customers. 
 
Strategy must be rooted in the cultural strengths 
you have and the cultural needs of your 
businesses. If culture is hard to change, which it 
is, then strategy is too. Both take years to build; 
both take years to change. Don’t let culture eat 
strategy for breakfast. Have them feed each other.  
 
 

Stop selling, start helping your clients to buy  
Increasing your sales isn’t all about selling. Instead you should focus your energy on 
helping your customers make a buying decision. Customers are more in control of their 
buying decisions than ever before. They have a wealth of alternatives and information 
available online, and interactive access to sources they trust via social media. They don’t 
want to be pushed into a sale – they want to be pulled in by what is important to them. 
 
If you want to help your customers buy from you, then you need to spend more time 
understanding what motivates their buying decisions. This means understanding the 
buying process. 
 
The buying process begins when a potential customer recognises a need for a product or 
service. The stimulation for that need may have come from the obsolescence of an 
existing product or service, or perhaps a desire to acquire a significant once-off, high value 
purchase.  
 

At this stage, two groups are responsible 
for attracting these potential customers - 
the marketers (who raise awareness of 
your products and/or services) and the 
people involved in the previous sale (who 
generate recommendations from existing 
customers). 
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The next phase of the buying process involves your sales team directly. Customers seek 
people they can trust. Trust is enabled through a referral from an existing happy customer, 
the presence of a strong, reputable brand, or the level of service received from a business. 
 
Your sales team should have conversations with customers to help develop rapport. 
Asking open-ended questions, which cannot be answered with a yes or no, engenders 
trust. While closed questions, especially when strangers first meet, sound and feel like an 
interrogation, which should be avoided. Good sales people know how to start a 
conversation and build rapport with clients. 
 
The final phase is where the traditional sales approach kicks in. At this stage, the buyer is 
looking to determine the value of your product or service offering. Your sales process 
needs to demonstrate this value to the potential customer.  
 
Customers who have developed trust in your company and/or your sales people will place 
an unconscious premium on the relationship when it comes to considering perceived price 
versus perceived value. Once you can demonstrate value to your customer you should be 
able to help them close a deal. 
 
 

 

Managing mistakes 
No matter what type of business you run, 
mistakes will happen. All employees make 
mistakes. However, the key to resolving the 
situation when things don’t go to plan is to 
manage your team and the actions they take, 
effectively. 
 
When things go wrong, stop and analyse the 
situation. How big is the mistake? Is it one that 
should not have been made but can be 
rectified? Or did it cost your company hundreds 
of thousands of Rand?  
 
If a team member makes a mistake, hopefully they will own up to it. If not, you may have to 
raise the issue with them. The key at this point is to communicate clearly and in a 
professional manner. There is no point getting angry and shouting at people. Instead you 
should outline your expectations. Discuss the mistake with your team member and ask 
them what they think they can do to rectify the situation. Outline that the most important 
thing right now is to come up with an effective remedy, rather than pointing out whose fault 
it was. 
 
If the mistake is a once-off occurrence, you should outline to your team member that the 
main thing is to learn from the experience in order to avoid it happening again. If the team 
member in question has made various mistakes in the past and it is becoming a regular 
issue, then perhaps it is time to consider getting HR involved. Maybe the individual is 
making regular mistakes because they aren’t properly qualified for their job, or perhaps 
they just aren’t suited to their current role. 
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As a manager, you should think about what type of leader you are and what you want to 
accomplish. Do you want your team members to be weary of you, or do you want to 
encourage them and support their actions? As a manager, you can’t be their friend, but 
you can be supportive. A supportive manager will use mistakes as a learning opportunity 
for the team.  
 
If your company's current culture for handling mistakes is not one that encourages learning 
or growth, it might be time to update your strategy. The best modern businesses use 
mistakes as an opportunity to step back, look at a process and find a better way of doing 
things. This type of approach helps to identify best practice, minimise the chances of 
similar mistakes happening again, and may even create a better, more efficient way of 
managing parts of the business. 

 
 
Microsoft surface laptop  
Microsoft has just launched a laptop version of its Surface tablet. From a business user’s 
perspective, this has been designed for now, rather than the technology that is likely to be 
popular in five years’ time. 

 
By designing the Surface laptop around the concept of 
what users want and need today, Microsoft has 
created a computer with all the connectors and ports 
you are likely to need, a 13.5-inch touch-screen 
secured with a sturdy hinge and enough power to run 
typical business applications like Microsoft Office. 

 
The design looks smart and up-to-date, while the screen is sharp with a resolution of 2256 
x 1504 pixels. The case design is slim and the battery is designed to last up to (a claimed) 
14 hours.   
 
On the right side of the Surface laptop you will find the port for Microsoft’s proprietary 
charger. On the left, there is a headphone jack, MiniDisplay port, and a single USB 3.0 
port. Note this is not USB-C. As the Surface laptop has been designed for today, rather 
than five years in the future, it can connect to today’s printers, cameras and accessories – 
all of which tend to use standard USB connectors. 
 
Buyers can specify the Surface laptop with Intel’s Core i5 processor or the more powerful 
Core i7. You can also choose between 4, 8, or 16GB of RAM, and 128, 256, or 512GB of 
solid-state storage. The choice of specification obviously affects the price. Most buyers are 
likely to choose a mid-range spec which will typically retail around R23, 410 (including 
VAT). 
 
The Surface laptop comes standard with Windows 10, but most business users will want to 
specify it with Windows 10 Pro, which has additional network management features. The 
Surface laptop is a capable piece of kit that is likely to appeal to business users who want 
a solid, powerful tool that looks good and has decent battery life. 
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TAX NEWS 
Investments funded by venture capital companies 
It appears that interest in making use of the Venture Capital Company (CVV) tax incentive 
is increasing. BPR274 deals with an investment by a venture capital company in a solar 
electricity generation business. The ruling deals with some of the matters that are 
contentious in the area of VCC investments, as evidenced by a number of earlier rulings 
on the same aspects of the incentive. 
 
The VCC tax regime was introduced in 2009. Despite the apparent benefit to investors of 
being able to deduct the investments made into the VCC, the incentive did not get interest 
in the market due to practical design concerns and narrow qualifying criteria. The regime 
appears to have attracted more attention over the past year or two, as is evident from the 
number of rulings dealing with it. Binding Private Ruling 274 (BPR274) is the latest of 
these rulings. 
 

 
 

Background to the ruling 
An approved VCC intends to invest into an operating company (OpCo). Prior to the 
introduction of the VCC, a group of natural persons acquired the Class A OpCo shares at 
nominal value. 
 
The VCC will subscribe for Class B OpCo shares. Class B shares will constitute 20% of 
the equity shares of OpCo (it appears from the ruling that this is based on the actual 
number of shares issued, as opposed to the amount invested). Class B shareholders will 
be entitled to a return consisting of the amount invested and a nominal cumulative monthly 
return. The return will be paid from OpCo’s free cash flow. Class A shareholders will not 
receive any distributions until Class B shares have received these full returns, unless the 
board unanimously decides otherwise. Class B shares will carry 50% of the total voting 
rights until the Class B shares have received the full return. Following this, both classes of 
shares will rank pari passu in all respects. 
 
OpCo will acquire an existing Solar Service Agreement (SSA) from a partnership in which 
its natural person shareholders are limited partners. The SSA facilitates the provision, 
maintenance and expansion of solar electricity at its customers’ sites.  
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OpCo will acquire the business of conducting a solar facility at specific customer sites in 
terms of the sales agreement. OpCo intends to engage Company A to develop further 
generation capacity. The business operations will be outsourced to Company A that built 
and supplied the new capacity. All assets will be owned by OpCo and leased to the 
customer in terms of the SSA. Neither the individuals nor Company A is directly or 
indirectly responsible for OpCo’s financing. 
 
Ruling and analysis 
Many aspects of the ruling are similar to those covered in earlier rulings. This is a good 
indication of some contentious areas of the VCC system: 

• The VCC may not be a controlling group company in relation to OpCo. The ruling 

confirms that despite the fact that VCC may contribute more than 70% of the capital 

in monetary terms, it will not be a controlling group company in relation to OpCo if it 

holds less than 70% of the total number of shares. 

• The VCC must invest in equity shares of OpCo. 

• The ruling states that the Class B shares will be equity shares. It is difficult to 

establish the exact terms of the dividend yields of the Class B shares from the ruling 

document. 

• OpCo may not carry on a trade in respect of immovable property. The ruling 

confirms that OpCo’s trade is in respect of the solar panels, which constitute 

movable property. 

• OpCo may not derive more than 20% of its gross income from investment income, 

including rental income. The ruling confirms that the subcontracted service 

agreement with Company A will not result in OpCo receiving rental income. This is 

presumably on the basis that OpCo is still responsible for the service towards the 

client, even though some parts are performed by Company A. 

 
 

Tax proposals: Debt capitalisation 
In difficult economic times, such as those currently experienced in South Africa, one of the 
means used to provide financial assistance to struggling companies is to capitalise 
shareholder debts. The draft Taxation Laws Amendment Bill (draft TLAB) that was 
published on 19 July 2017 contains proposals to allow certain debt capitalisation 
arrangements to occur without resulting in a debt reduction. This article reviews the 
proposals.  
 
Current legislation  
If a taxpayer’s debt is reduced, this triggers a debt reduction for tax purposes. Such a 
reduction takes place when the amount by which a debt is reduced is less than the 
consideration applied by the person to reduce such debt. The consequences of a debt 
reduction include that:  

• A recoupment arises to the extent that the debt funded deductible expenditure  

• The base cost of an asset(s) funded with the debt is reduced  

• Capital losses available to the taxpayer are reduced 
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In the context of an extinguishment of debt by issuing shares, a debt reduction may arise if 
the value of the shares issued by the company (consideration) is less than the amount of 
the debt settled. This is often the case where the borrower is in financial distress. The 
above tax implications will add to the burden on the distressed company and could reduce 
the effectiveness of the assistance provided to it. SARS has issued a number of rulings 
involving set-off arrangements that would not trigger the debt reduction rules.  
 

 
 
Proposal  
The National Treasury has proposed to introduce exceptions to the debt reduction rules 
that would in certain circumstances place the borrowing company in the same position that 
it would have been, had the debt been equity from the date that it was initially advanced.  
It is proposed that the conversion of debt owed to a company that forms part of the same 
group of companies as the borrower into shares will not trigger a debt reduction. It does 
not cover the capitalisation of other debts, for example, debts owing by a joint venture to 
its shareholders or individual shareholders to companies.  
Had the debt been an equity investment by the lender from the start, no interest would 
have accrued on this investment. The proposal therefore contains a further element that 
attempts to recoup the effect of all interest deducted in respect of the capitalised debt prior 
to its capitalisation. 
 
The proposal is also accompanied by an anti-avoidance provision to avoid other debt 
reductions from being artificially structured as debt capitalisations. A requirement that the 
companies involved must remain part of the same group of companies for five years of 
assessment after the year in which the capitalisation took place is proposed. It is submitted 
that this provision may impact on the ability of the distressed company to raise funding 
during the period following a debt capitalisation, as any issuing of further shares could 
result in the group of companies’ relationships no longer existing.  
 
In conclusion  
The draft TLAB was open for comments until recently. The content of the final amendment 
may differ from this proposal. Taxpayers and advisors who are involved with companies 
contemplating debt capitalisation should keep a close eye on the developments over the 
next few months. 
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Deadlines looming 
 
- September 2017 Deadline for manual submission of 2017 tax returns. 

- 31 October 2017 Employer interim reconciliation deadline. 

- November 2017 Deadline for non-provisional tax returns 2017 for individuals 

and trusts. 

- 31 January 2018 Deadline for provisional tax returns 2018/01 for individuals and 

trusts. 

- 28 February 2018 Deadline for companies and close corporations income tax 

returns for 2017. 

- 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 
Fax: +27 (0) 11 789-1012 
 
1st Floor, Randpark Building, 
20 Dover Street, 
Randburg 
 
E-mail: info@wallrich.co.za 
Web: www.wallrich.co.za 
 
PO Box 2444, 
Randburg, 
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