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Tax Practitioner Event

Hosted by B Square Financial  - 28 March 2018

“Birthdays are good for your health…….

The more you have …….the longer you live” 

– Unknown

WELCOME – QUOTE FOR THE DAY
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WELCOME – THOUGHT FOR THE DAY

WELCOME – THOUGHT FOR THE DAY
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WELCOME – THOUGHT FOR THE DAY
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WELCOME – THOUGHT FOR THE DAY

With thanks to entrepreneurmag.co.za

Future Events
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Future Events

Tax Practitioner Event
10 April 2018     (KZN)

Future Events

Tax Practitioner Event
25 April 2018     (West Rand)
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SARS E-filing support consultant
ayandat@sarsefiling.co.za

Ayanda Takela

What’s in the NEWS?
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SAD NEWS
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ETHICS - News

Lets consider:
 Unconscious bias
 Audit rotation
 Threat of being fired for delivering an unfavourable audit remains
 Reform needs to reduce the pressure on auditors to act as sales people for 

the firms other services
 True auditor independence requires, as a start, full divesture of consulting 

and tax services
 “Auditors cannot be team players and impartial at the same time,”
 “Deloitte performed Steinhoff’s audit for 20 years and this likely made 

them overly familiar with the client and may have affected their ability to 
apply professional scepticism to the information provided to them by the 
company.”

 Calls for; “Firms should not be allowed to perform the auditing function 
for a client, and also provide the tax, accounting and consulting work.”

Auditing Profession “Inherently Conflicted”
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Lets consider; Code of professional conduct:

 Integrity 
 Objectivity / Independence
 Professional Competence and Due 
 Confidentiality 
 Professional Behaviour 

What about tax practitioners:
 Conflicted?
 Friendships – how do you mitigate this

Auditing Profession “Inherently Conflicted”

SARS & Tax related
What’s NEW?
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POSSIBLE ISSUES??
Possible 

Annual Trust & Estate Planning Update
27 March 2018         (West Rand)



4/4/2018

18

Dr Stefan Strydom
Section 7 C

What’s NEW?

7. PRACTICALITIES

D. SECTION 7C

 First donations tax payments due by end of March.

 The loan balance is not necessarily determinable on February 28.
• Loan balances of such interest free loans do not necessarily stay the same 

during the full tax year. 
• February 28 is many a time the date on which trustees would make 

decisions regarding distributions to beneficiaries of the trust which may 
influence the loan balance.

• Other information relating to the taxable income can only be determined 
later, eg foreign exchange gains, this will influence the distributions

 Differing official interest rates during the year, eg 8% to 7.75% and that happened on 
the August 1 2017

 Is the amount owing a loan or not (eg distributions to beneficiaries vs loans by 
beneficiaries )

 Systems development at SARS will not be ready by the end of March 2018 when the 
donations tax payments are due under Section 7C.
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7. PRACTICALITIES

D. SECTION 7C

 Systems development at SARS will not be ready by the end of March 2018 when the 
donations tax payments are due under Section 7C.

• The additional payment of this donations tax needs to be loaded onto eFiling
• and processed via what is called a “credit push” authorisation. 
• That in itself creates a problem because that amount that is paid will then stand to the 

credit of that particular taxpayer and will in the normal run of events be regarded as 
an overpayment of income tax. 

• To prevent that, an IT144 form needs to be manually completed and submitted to 
Sars along with proof of payment. 

• Only then can Sars allocate the donations tax payment to donations tax and not see it 
as a credit on income tax payable for that taxpayer.

• There seems to be insufficient capacity within the Sars offices to process these IT144 
forms within this short timeframe of 31 days to get the payment done.

7. PRACTICALITIES

D. SECTION 7C

 SARS was approached about extension and other manners of payments:

• Sars says it is not considering the introduction of a process similar to the one 
applicable to estates, where taxpayers make an interim payment within six months 
and apply for an extension to submit a final return, thereby offering sufficient time 
to determine and pay the correct amount once all the information is available.

• Sars is of the view that the declaration process “is not that difficult”, but says it may 
consider an extension on a case‐by‐case basis.

• In practice, Sars does not generally give a blanket extension and therefore 
taxpayers would have to apply in respect of each donation made.
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Thanks to Accounting Weekly

Income tax consequences 
of low-interest or interest-
free loans: 
Transfer pricing provisions

This article focuses on the provisions of section 31, the so-called transfer 
pricing provisions, and its effect on low-interest or interest-free loans 
between residents and non-residents.

Transactions between connected residents and non-residents, including low-
interest or interest-free loans, are governed by a special anti-avoidance rule, 
section 31 of the Income Tax Act (hereafter referred to as ‘the Act’). In its 
previous format (prior to 1 April 2012), section 31 focused on two elements:

a) Transfer pricing: the process by which connected persons set prices at 
which goods or services are transferred between themselves; and
b) Thin capitalisation: a taxpayer that has too little equity when compared to 
debt, is regarded as thinly capitalised for income tax purposes.

Section 31
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In its current form (for years of assessment commencing on or 
after 1 April 2012), section 31 does not differentiate between 
transfer pricing and thin capitalisation as the thin capitalisation 
rules have been merged directly in the transfer pricing rules.

Our focus will be on low-interest or no-interest loans provided by 
a non-resident to a connected person that is a resident, and the 
income tax consequences associated therewith.

The provisions of section 31 relating to low-interest or no-interest 
loans are best explained by use of an example:

Section 31

Foreign Plc. (a non-resident) owns 85% of the equity shares in SA 
(Pty) Ltd (a resident).
Foreign Plc. and SA (Pty) Ltd are connected persons for income 
tax purposes. On 1 March 2017, Foreign Plc. granted a financial 
assistance (in the form of a loan) to SA (Pty) Ltd. of R2 
million. SA (Pty) Ltd paid interest of R360 000 on 28 February 
2018 to Foreign Plc and claimed an interest deduction for this 
expense on its 2018 tax return.
If Foreign Plc. and SA (Pty) Ltd  had been independent persons 
dealing at arm’s length, SA (Pty) Ltd. would only have paid 
R140 000 interest.

Section 31
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For section 31 to be applicable, a few aspects should be considered.
Firstly, the transaction should constitute an ‘affected transaction’ for purposes 
of section 31. An ‘affected transaction’ refers to any transaction entered into 
between a connected resident and non-resident of which the terms or 
conditions of the transaction are not arm’s length. 
Secondly, if there is an ‘affected transaction’ as defined, then the non-arm’s 
length term or condition must result in a tax benefit for any party to the 
transaction. A tax benefit as defined as any avoidance, postponement or 
reduction of any tax liability.
Using these provisions and applying it to the facts of our example, it is clear 
that section 31 applies as the transaction between Foreign Plc and SA (Pty) 
Ltd constitutes an affected transaction and there is a tax benefit for SA (Pty) 
Ltd. Instead of only being able to claim an interest deduction of R140 000, the 
resident company is able to claim a tax deduction of R360 000.

Section 31

The application of section 31 requires SA (Pty) Ltd to adjust their taxable 
income as if the transaction had been entered into on arm’s length terms and 
conditions. Instead of an interest deduction of R360 000, SA (Pty) Ltd will 
only be allowed to claim R140 000 as an interest deduction for the 2018 year 
of assessment.
SA (Pty) Ltd. will essentially have to add back to their taxable income an 
amount of R220 000 (i.e. R360 000 – R140 000). This is known as the ‘primary 
transfer pricing adjustment’. This, however, is not the only negative 
repercussion of section 31 for these types of transactions.
Section 31 also determines that the primary transfer pricing adjustment of 
R220 000 (in the case of our example) is deemed to be a dividend in specie that 
is paid by the SA resident (in our case SA (Pty) Ltd.) This is known as the 
secondary transfer pricing adjustment. The result of this deemed dividend in 
specie is a dividends tax liability for the resident company (in our example SA 
(Pty) Ltd.) at 20%. Not only can SA (Pty) Ltd only deduct R140 000 of the 
actual interest that it had paid to the non-resident, the resident company also 
has an additional tax liability of R44 000 (R220 000 x 20%) payable to SARS.

Section 31
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Had the resident in our example not been a resident company, but, for 
example, a resident trust, the secondary transfer pricing adjustment would 
not have been a deemed dividend in specie, but a deemed donation on which 
donations tax at 20% is payable.
What should be clear from the above is that section 31 has far-reaching and 
generally negative consequences attached for resident taxpayers who enter 
into agreements with connected non-residents on non-arm’s length terms and 
conditions. This is in line with the global trend of revenue authorities to 
dissuade multinational corporations from entering in to transactions that 
result in the erosion of countries’ tax bases. Taxpayers who enter into 
agreements with connected persons in other jurisdictions, including cross-
border financial assistance, should take note of the possible negative effect of 
section 31.
Practitioners that are interested in base erosion and profit shifting (BEPS) and 
the tax consequences thereof, are encouraged to consult the ‘Base Erosion and 
Profit Shifting (BEPS) Final Report’ drafted by the Davis Tax Committee, 
which can be found on the Committee’s website.

Section 31

SARS
What’s NEW?
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Where to find it;

http://www.sars.gov.za/Pages/Whats-New.aspx

What’s NEW?
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Open discussion

BRANCH MEETING DATES

Still awaiting dates
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SARS Stakeholder 
Engagement

SARS Stakeholder meeting
AGENDA ITEMS



4/4/2018

29

Contact details

www.bsquare-financial.co.za
Martin :   083 634 0092
Suzette : 084 700 9776
info@b2square.co.za


