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Dealing with absenteeism
No matter how big or small your organisation, absenteeism can be an
issue. It is impossible to eliminate staff absences entirely but every
business needs sufficient controls in place in order to minimise
disruption and loss of productivity.
As an employer or business manager, the best place to start must be
your sickness and absence records. Absences should be logged in a
user friendly format. Managers need to be able to identify absence
patterns easily so the days and dates and the reason for the absence
need to be visually apparent. These records will help management to
detect when an individual’s absence has reached a point that now
needs to be examined.

This meeting should not be treated as a disciplinary meeting. This
should be made clear from the outset (and the agenda for the
meeting should reflect this). At the meeting explain that the
frequency and amount of absence has triggered the company’s
procedures regarding absence and you wish to explore the causes.
This will give the employee an opportunity to raise any issues or
identify any problems at work, which may have caused the frequent
absences.
If, however, the explanation for the frequent absence is deemed
to be unacceptable, the individual should be informed that the
company’s disciplinary procedures regarding absence will be
followed. If the business has a HR manager, they should be
consulted at this point. If not, the disciplinary procedures outlined
in the employee’s contract should be followed and if necessary, an
external HR consultant should be engaged in order to bring the
matter to a satisfactory conclusion.

Employee contracts should contain clear terms and conditions relating
to absence. Should an issue be raised regarding an employee’s
attendance, an appropriate course of action must be taken. Managers
should first consider the facts surrounding the absence and then set
up a meeting with the team member in question to discuss their
reasons for absence.

Ensuring your strategy works
at all levels in your firm
High-level strategy gives direction to the management team of a
business. However, such high level plans can often prove to be of
little use to other workers within the organisation. Aspects of the
strategy must be distilled down to actions and plans which will drive
the various areas of the business towards the common goals
outlined in the overall strategy.
It is often said that a strategy doesn't fail in its formulation but in
its implementation. The key to implementing a strategy successfully
is communication.
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Many leadership teams, in their excitement and enthusiasm to turn
their strategy into reality, fail to take the necessary steps to ensure
that it can be delivered effectively by the various departments in
the firm. Taking the time and energy to translate your strategic
vision into operational success, demands that you focus on the
following:
Communication
Your strategic intent and agenda should form the basis of all your
communication with the business. When you make and
communicate a decision, for example, you should clearly state how
it will help move the strategy of the business forward.
Resources
Resources should be allocated on the basis of their ability to deliver
the agreed strategy, and not simply reflect historic trends and
decisions.
People
Your best and most appropriate people should be leading the
delivery of your key strategic objectives. Not only does this increase
the firm’s chances of success, but it also sends a signal to the
business about what management considers to be important.
Accountability
The individual performances, and the collective performance of the
team, should be directly based on implementing the strategy.
Measurement
Your KPIs should mirror the strategy, as should your associated
rewards and bonuses. If you are serious about your strategy you
will define appropriate ways to track its delivery and effectively
report on progress.
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the time to build a positive working relationship with them. Make
it a point to learn something new about each client in every meeting
you have. Once you learn something new, keep track of that
information in your CRM system or in a client file.
Ask questions
When we ask questions we understand situations better. Take the
time to ask your client how they feel about the service so far, what
other services your business could provide, etc. Ask the client about
their company – showing that you are interested will help them to
feel like a valuable and important client of your firm.
Be willing to say "No"
In many cases, clients ask us to do things beyond our capabilities
or interests. When these new requests are outside the contract
agreement, be willing to say no. Take time to understand both the
client's reason for asking as well as your ability to deliver. Don't
automatically say yes, because if you agree to something and then
fail to deliver, you could risk spoiling the client relationship.
Be willing to say "Yes"
Sometimes yes is the right answer - and only you will know when.
Sometimes it is worth going the extra mile for a client. Perhaps they
are very profitable or they may be a source of good referral work.
If so, then it may be worth putting in the extra effort in order to
gain new opportunities.
Solve problems for your client
Clients want value. Deliver that value to your client by solving a
problem for them. Whether you sell a product or a service, using
that sale to provide a solution for the client will help them to see
the value that your firm offers and will create loyalty towards your
brand.

Tips for improving
client relationships
One of the most important parts of any business is maintaining and
enhancing relationships with clients. This makes the time spent on
a project more enjoyable, satisfying and effective. Improved
relationships also improve the chance that the firm will get referrals
and future business.
Be clear and open with your client
This is the number one guideline for a successful client engagement.
Be clear and open with everything from a sales proposal through to
the final contract and this will assist in developing strong working
relationships which should contribute to repeat business from loyal
clients.
Get to know your client
Relationships are better when the individuals involved take the time
to get to know one another. Learn about the client's interests. You
will likely spend many hours with your clients so you should take
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Word of mouth marketing
'Word of Mouth' is still one of the most effective marketing
techniques, online or offline. In today’s tough market, businesses
are fighting for their share of sales. If you can create a reputation
and get people talking, you can win new business for your firm.
The best thing about word of mouth marketing is that it doesn’t
cost the business any money. Instead, satisfied customers tell
people about their positive experience of a business, a brand, a
product or service. The key is to ensure that your current customers
are satisfied.
Go the extra mile for your clients. Make them feel special – like they
have purchased something that delivers real value to them. They
will think positively about your business and your brand and will
endeavour to tell friends, colleagues and contacts about the positive
experience that they have had with your firm.

People do business with people they know and like. Many of us
purchase a product or service because it has been recommended
to us by a friend or colleague. If that friend or colleague knows or
likes a particular product or service, you will most likely trust the
firm that offers that product or service.
You can encourage your existing clients to spread the word about
your brand by asking for referrals. In order to avoid coming across
as desperate for a sale, take a subtle approach. Something along
the lines of “We are glad you are satisfied with our product / service.
We are very busy but we always welcome a referral”.
The golden rule is – “ask for the business”. After all, people generally
want to be able to recommend someone to a friend.

TAX TIP
Dear client,
Welcome to our monthly tax newsletter designed to keep you
informed of the latest tax issues.
We hope you enjoy reading the newsletter; remember, we are
here to help you so please contact us if you need further
information on any of the topics covered.
Best wishes,
The Wallrich Team
STC and Dividends Tax on interest-free loans
Although Secondary Tax on Companies (STC) was replaced by
Dividends Tax on 1 April 2012, many companies have recently been
receiving unexpected STC assessments from SARS, often for quite
substantial amounts of tax and with an extra punch in the form of
interest. On closer analysis, it seems that in many cases, the levying
of the STC by SARS is in fact justified in terms of the Income Tax Act
– much to the surprise of the companies and their owners! The
STC liability arises because the scope of the deemed dividend
provisions under the STC rules was, in fact, very wide. This article
explains why STC has been applied, how the deemed dividends
arose, how the STC liability is calculated and how interest-free loans
are treated under the new Dividends Tax.
Dividends declared by a company to its shareholders up until 31
March 2012 were subject to 10% STC. The liability on actual
dividend distributions is obvious but the Income Tax Act also
contains provisions to circumvent tax avoidance transactions that
enable a shareholder to benefit in some way even though no cash
dividend was actually declared. Under these provisions, certain
types of transactions give rise to deemed dividends with the result
that STC becomes payable.
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Section 64C(2) of the Income Tax Act lists eight different
circumstances that will give rise to a deemed dividend and s 64C(4)
then lists certain exemptions from the deemed dividend rule. As
far as interest-free loans are concerned, s 64C(2)(g) states that an
amount is deemed to be a dividend declared by a company to a
shareholder where a loan or advance is granted and made available
to that shareholder or connected person in relation to that
shareholder.
Two exemption provisions are relevant:
1. The deemed dividend rule will not apply if interest has been
charged on the loan at a rate at least equal to the ‘official rate
of interest’ for fringe benefits tax purposes (s 64C(4)(d)). This
rate is currently 6% per annum.
2. The deemed dividend rule will not apply if the loan is repaid or
otherwise extinguished by the end of the following year of
assessment (i.e. the year following the year in which the loan is
advanced) (s 64C(4)(f)).
For example, assume ABC CC advanced an interest-free loan of R500
000 to its member, Joe Bloggs, on 1 May 2010. ABC CC’s financial
year ends on the last day of February each year. The loan has not
yet been repaid.
Result: The financial statements of ABC CC for the years of
assessment ended 28 February 2011 and 29 February 2012 will
reflect a loan to Joe Bloggs of R500 000. The loan does not carry
any interest, was advanced during the year ended 28 February 2011
and has not been repaid by the end of the following year, i.e. by 29
February 2012. The full amount of the loan is therefore a deemed
dividend under s 64C(2)(g) and STC is payable on the loan at the rate
of 10%. ABC CC therefore has a STC liability of R50 000 (R500 000
x 10%).
Where the deemed dividend provision applies as a result of an
interest-free loan, the dividend is deemed to have been declared
by the company on the date that the loan was made available (s
64C(6)). Under the STC rules, the dividend cycle ended on this date
and the STC was due and payable by the end of the following month.
Interest will be charged by SARS on any STC liability that remains
unpaid after the due date for payment.
In the above example a dividend of R500 000 was deemed to be
declared in May 2010 and the STC should therefore have been paid
by 30 June 2010. Assuming SARS raises an assessment for STC of
R50 000 in April 2013, interest will also be payable on the R50 000,
calculated at the prevailing interest rate (currently 8.5%) from 1 July
2010 until 31 March 2013. This would result in an interest charge
of more than R12 000!
Loans to connected persons
An often overlooked aspect of this deemed dividend provision is its
application to loans made by a company to any connected person
in relation to its shareholders. In other words, the scope of the
provision is broader than merely loans from a company to its
shareholders. This has particular relevance for horizontal structures
where an individual owns a number of companies and/or close
corporations. To fully appreciate the implications of the connected
party rule, one would need to examine the definition of ‘connected
person’ in s 1 of the Income Tax Act. Briefly, in the context of closely
held companies the following part of the definition of ‘connected
person’ is relevant:

n
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no majority sA non-company shareholder of a company other than
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orbtogether
with
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any of his relatives) at least 20% of the shares in that company.
Ÿ A non-company shareholder of a company other than a CC is a
connected person to the company if he owns (either alone or
together with any connected person in relation to himself, e.g.
any of his relatives) at least 20% of the shares in that company.
Ÿ A company that owns at least 20% of the equity shares in
another company is a connected person to that other company
if there is no majority shareholder in the company.
For example, assume Jim Smith owns all the members interest in
three CCs: CCa, CCb and CCc. If CCa advances an interest-free loan
to CCb this will fall within the scope of ‘a loan made by a company
to a connected person in relation to a shareholder’ because CCb is
a connected person in relation to Jim and Jim is a shareholder of
CCa. Therefore, the deemed dividend provision as described above
will apply to this loan and CCa will have a STC liability plus a liability
for interest on the late payment of that STC along the lines
described in the earlier example.

What happens under the Dividends Tax regime?
STC applied to any dividend (including deemed dividends) declared
on or before 31 March 2012. Dividends Tax at the rate of 15% is
levied on any dividend paid on or after 1 April 2012, unless a specific
exemption or lower-rate concession applies. In considering the
Dividends Tax implications for low-interest loans advanced to
shareholders or their connected persons, four possibilities are
considered:
New loans advanced on or after 1 April 2012
The Dividend Tax rules contain a new deemed dividend provision
for low-interest loans in s 64E(4). This provision applies only where
the following three conditions are present:

(i) The debtor is a person other than a company;
(ii) The debtor is a resident; and
(iii) The debtor is either a connected person to the company or a
connected person to that connected person.
In these circumstances, the deemed dividend arises where the
debtor owes an amount to the company ‘by virtue of a share held
in that company’ during a year of assessment. For example, a loan
advanced to the son of a CC member by virtue of the father’s
interest in the CC would fall within the scope of the provision if the
son is a resident. The loan from CCa to CCb in the example above
would not fall within the scope of this provision as the debtor is a
company.
Where the deemed dividend rule applies, the amount of the
deemed dividend is calculated by applying a notional interest rate
to the loan account balance during the year. The notional interest
rate is the difference between the official interest rate (currently
6% as explained above) and the actual interest rate charged on the
loan. It is noteworthy that only the interest differential is a deemed
dividend, not the capital amount of the loan.

Ÿ Any member of a CC is a connected person to that CC.
Continues pg 5
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Where the deemed dividend rule applies, the dividend is deemed
to be paid on the last day of the year of assessment and the
company must pay the Dividends Tax, calculated at 15% on the
amount of the deemed dividend, by the end of the month following
the year-end. The dividend is deemed to be a dividend in specie,
which results in the company bearing the cost of the dividends tax.
For example, assume XZY CC advanced an interest-free loan of R100
000 to its member, Sally Shabangu, on 1 April 2012. The loan
balance has remained unchanged. XYZ CC’s financial year ends on
the last day of February each year.
Result: XZY CC is deemed to have paid a dividend of R5 500 (R100
000 x 6% x 11/12) on 28 February 2013. The Dividends Tax payable
is R850 (R5 500 x 15%) and XYZ CC had to pay this amount to SARS
by no later than 29 March 2013 (the last business day of the month)
to avoid interest being charged.
Loan in existence on 1 April 2012 remains unchanged
Although there is a loan in existence during the year of assessment,
the deemed dividend rule described above does not apply to the
extent that the debt has already been taxed as a deemed dividend
under the STC provisions (s 64E(4)(e)).
Loan in existence on 1 April 2012 increases thereafter
The increase in the loan from 1 April 2012 will give rise to the
deemed dividend provision as outlined above. The notional interest
rate as explained in item 1. above will be applied to the loan balance
excluding the portion of the loan that has already been subject to
the STC provisions.
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Additional requirements to claim the notional input vat is as
follows:
1. The supplier must be a South African resident.
2. Claiming of notional input vat is on a payment basis, thus
only amounts already paid are to be taken into account and
calculated by using the tax fraction multiplier. E.g : A buys
second hand furniture from B for R12,000, payable over
three months. Vat period ends after the second payment,
thus to be claimed as notional input tax vat will be R12,000
*2/3*14/114 = R982-46. The balance to be included in the
next vat period.
3. If paying more than R50 for the second hand goods you
need to retain the following information to claim the
notional input vat:
3.1 The Seller’s/company’s representative’s name;
3.2 The Seller’s/company’s representative’s ID number
and copy thereof;
3.3 Company’s registration nr & address and copy of the
entity’s letterhead;
3.4 Vat 264 form completed by the seller;
3.5 Date of purchase/transaction;
3.6 Description, quantity & amount paid for the goods.

Loans in existence on 1 April 2012 decrease thereafter
There is no further tax implication on the repayment of the loan.
The repayment does not give rise to a STC credit because the
repayment is deemed to be a dividend that accrued to the company
on the date the amount is repaid (s 64C(5)) and this date falls after
31 March 2012, the last day on which STC credits could be created.
Conclusion
Low-interest and interest-free loans advanced by a company could
have expensive tax consequences. Consult your accountant or tax
advisor to ensure that you avoid any nasty surprises!

VAT Blitz
Notional input tax – Second hand goods
When a vat vendor buys second hand goods, he is allowed to claim
notional input vat on those goods, even if the seller is not vat
registered – this is to be fair to the vendor that needs to charge vat
again on the goods on resale thereof. It should be noted that gold
coins, animals and certain mining rights are NOT regarded as second
hand goods. Second hand goods are defined as goods which were
previously owned or used.
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Companies ACT snippet
Did you know that you can register a name for your business to
protect it against the use of others without owning a
company? It is called a defensive name and valid/re-newable
every two years.
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Financial ownership
Taking charge of your financial destiny can be a challenge in these trying times.
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There are a myriad of factors to contemplate, some of which may leave you
destitute should you decide on the DIY option.

At Wallrich we have the experience to guide you in the right direction. Being
accountable for our actions and subscribing to the letter of the law, we can provide
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you with a financial direction that will provide you with transparency on your financial
affairs. We can give you the ‘heads up’ when we detect danger looming, or give
you options on the way forward. Our team of financial consultants can partner you
on any strategic decisions for your business or you personally.
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If you are ready to discuss your most intimate and classified financial affairs, please
contact us and together we can create a new level of ownership. A level that will
make you review the past and face the future with confidence.

The Wallrich way
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