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The 2020 Budget was presented by Minister Tito Mboweni before parliament on 26 February 
2020. 

The tax proposals for the 2020 Budget aim to support a recovery in economic growth, with some 

relief at the level of personal income tax. The key changes announced are:  

 An above-inflation increase in the personal income tax brackets and rebates. 

 A limitation on corporate interest deduction to combat base erosion and profit shifting as well 

as restricting the ability of companies to fully offset assessed losses from previous years 

against taxable income. 

 A 16 cents per litre for the general fuel levy and a nine cents per litre increase in the Road 

Accident Fund Levy with effect from 1 March 2020. 

 An increase in the annual contribution limit to tax-free savings accounts by ZAR 3000.00 

from 1 March 2020. 

 Increases in the alcohol and tobacco excise duties of between 4.4 percent and 7.5 percent. 

 The cap on the foreign remuneration earned by South African tax residents will be increased 

to ZAR 1.25 million. 

There has been no change to the corporate tax rate of 28 percent (although reference was made of 

the intention to reduce this rate) and the capital gains tax rates and value-added tax rates remain 

unchanged. 

Transfer duty rates have been adjusted for inflation effective 1 March 2020 and no transfer duty 

will be payable on the purchase of property with a value below ZAR 1 million, increasing from 

ZAR 900 000.00 in the 2019/2020 year. 

In addition, there are a number of other proposed tax amendments which will be implemented. 

We have highlighted some of the more pertinent proposals which are set out hereunder. 
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Individuals 

Foreign employment income exemption 

Effective from 1 March 2020, the section 10(1)(o)(ii) exemption available to South African tax 

residents in the Income Tax Act will be limited to ZAR 1.25 million for the year of assessment, 

increasing from ZAR 1 million in the 2019/2020 year. 

Addressing the circumvention of anti-avoidance rules for trusts  

In 2016, anti-avoidance measures were introduced to curb the transfer of growth assets to trusts 

using low interest or interest-free loans and these rules were further strengthened in 2017 to 

prevent the transfer of growth assets through low interest or interest-free loans made to 

companies owned by trusts.  

These anti-avoidance provisions were circumvented by taxpayers by subscribing for preference 

shares in companies owned by trusts that are connected to the individuals. In order to prevent 

this method of tax avoidance, it has been proposed that the aforementioned rules be amended. 

Business 

Corporate income tax rate  

The corporate income tax rate in South Africa has remained unchanged at 28 percent for more 

than a decade. Parliament has acknowledged that in order to stimulate foreign investment, it may 

be necessary to consider reducing the corporate income tax rate.  

Addressing anomalies on the acquisition of assets in exchange for debt issued  

The Income Tax Act makes provision for transactions between group companies to occur on a tax 

neutral basis provided certain requirements are fulfilled.  

Contained in these provisions are "share for share" and "asset for share" transactions, and 

corresponding anti-avoidance provisions to curb value-shifting arrangements under these 

transactions.  

The Income Tax Act contains a rule to determine the base cost of assets acquired by a company in 

exchange for the issue of debt by that company. In certain circumstances, the overlap between 

this specific base cost rule for debt issued on the acquisition of assets, and the Income Tax Act's 

general provisions for determining the base cost creates ambiguity and possible unintended 

consequences. Parliament has acknowledged the ambiguity as to whether the specific base cost 

rule overrides other anti-avoidance measures dealing with disposals between connected 

individuals, and to address these concerns it has been proposed that the legislation be amended.  

These proposed changes should be closely monitored as it is likely that many corporate 

restructurings will be impacted by the proposed amendments. 

Refining the corporate reorganization rules.  

These provisions contain anti-avoidance measures to limit the abuse of these rules through:  

 Early disinvestment in transferred assets.  

 External distribution of intra-group sale proceeds. 
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 Transfers of assets and assumption of related debt. 

 De-grouping the group of companies that entered into an intra-group sale.  

In certain instances, the interaction between the anti-avoidance rules for de-grouping, and rules 

for the transfer of assets and the assumption of related debt, may result in double taxation and it 

is proposed that the legislation be amended to address this anomaly.  

In relation to unbundling transactions, the Income Tax Act makes provision for rollover relief 

where shares of a resident company (referred to as an unbundled company) that are held by 

another resident company (referred to as an unbundling company) are distributed to the 

shareholders of that unbundling company in accordance with the effective interest of those 

shareholders.  

These unbundling transactions are subject to an anti-avoidance rule which excludes the non-

resident shareholders and the unbundling company from benefitting from the rollover relief in 

certain instances. One such instance is where, pursuant to the unbundling, 20 percent or more of 

the shares in the unbundled company are held by non-residents, which 20 percent is calculated 

taking into account any other "disqualified" persons connected to them, including other non-

residents. This rule limits the extent to which taxpayers can distribute tax-free shares in resident 

companies to non-residents which creates an unintended consequence.  

In order to address this issue, it is proposed that section be amended to make provision for the 20 

percent to apply irrespective of whether non-resident shareholders are connected to each other.  

Limiting the use of assessed losses to reduce taxable income  

In order to align with international trends, it has been proposed that the use of assessed losses is 

restricted by limiting the offsetting of assessed losses carried forward to 80 percent of taxable 

income, for years of assessment commencing on or after 1 January 2021. 

Mining capital expenditure  

Removing the minister of finance's discretion in ring-fencing capital expenditure per mine:  

The tax-deductible capital expenditure incurred on a mine may not be used to reduce the taxable 

income of another mine, unless the minister of finance, in consultation with the minister of 

mineral resources and energy, and having considered the relevant fiscal, financial, and technical 

implications, decides otherwise. The application of this discretion has proven problematic, so it is 

proposed that the discretion be reviewed with the aim of its removal or amendment. 

International  

Amending the anti-avoidance provision regarding change of residence  

Capital gains tax is levied on a deemed disposal of the assets of a person or company who ceases 

to be a South African tax resident. These rules have been circumvented in that residents that hold 

shares in the company could subsequently dispose of the shares and qualify for a participation 

exemption for the sale of company shares. It is proposed that amendments be made to the 

legislation to close this loophole. 

Combating base erosion and profit shifting  

South Africa, in line with global policy shifts, has taken steps to protect its tax base by "closing 

loopholes exploited by multinationals to artificially shift profits and avoid paying tax." South 
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Africa is reviewing its rules to curb excessive debt financing against best practice. "It is important 

to strike a balance between attracting capital and investment, and adequately protecting the 

corporate tax base." 

Value-added tax (VAT) 

Changing the VAT treatment of transactions under the corporate reorganization rules  

Section 8(25) of the VAT Act ensures that transactions entered into between a group of 

companies have no VAT consequences. In some instances however, the tax relief provisions may 

not apply to the transfer of certain assets. In such a scenario, the entire transaction could qualify 

for VAT relief under the going-concern provisions, but certain assets are excluded because the 

transaction falls within the ambit of the corporate reorganization rules, which automatically 

require the provisions of section 8(25) of the VAT Act to apply. The provisions in section 8(25) 

are to be revised to address these limitations. 

Tax administration  

Income Tax Act 

In terms of section 18A of the Income Tax Act, qualifying public benefit organisations are bound 

by certain obligations in relation to donations they receive. If a public benefit organisation fails to 

comply with specific requirements for receiving tax-deductible donations, the South African 

Revenue Service (SARS) may regard these donations as taxable income for the organisation. 

These provisions are being reconsidered to provide more "breathing-room" for public benefit 

organisations who fail to address these obligations within a reasonable period. 

Customs and Excise Act 

SARS has recently taken a more robust approach in relation to diesel refunds. Draft diesel refund 

rules were published by SARS for public comment and present a provisional outline for the 

review of the diesel refund administration to facilitate further industry engagements during 

2020. "The reform proposals and legislative framework will be refined further based on the 

outcome of the engagements." 

Tax Administration Act 

Estimated assessments for noncompliance:  

In terms of section 95 of the Tax Administration Act, SARS is entitled to issue an estimated 

assessment to a taxpayer who does not, inter alia, file a return timeously. These assessments may 

be prejudicial to the taxpayer in that they may only be disputed at such time the relevant return is 

filed and SARS fails to revise the assessment having regard to the return. SARS has proposed that 

this approach be extended to instances where specific relevant material was requested from a 

taxpayer on more than one occasion, without an adequate response, further widening the ambit 

of SARS' powers to the detriment of taxpayers. 
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