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Anti-avoidance rules
Anti-avoidance rules dealing with share buy-backs and dividend stripping
The 1999 Company Amendments made provision for a company to be able to buy back its own shares.
With the introduction of the concept of share buy-backs, amendments were made to the Income Tax Act to address
the tax consequences resulting therefrom. For example, the acquisition by a company of its own shares results in the
cancellation of the shares and a reduction of the company’s reserves (distributable or non-distributable).
This, therefore, had an impact on the amount of reserves available for distribution by the company, i.e. dividends
declared and consequently the Secondary Tax on Companies (STC) to be collected in this regard.
In 2012, South Africa moved from the STC regime to the dividends tax regime. The dividends tax regime made provision
for the taxation of dividends at shareholder level and it replaced the STC regime that imposed a tax liability on the
company declaring a dividend. The dividends tax regime aligned the South African basis of taxation of dividends with
the international norm.
With the introduction of dividends tax regime, it was noticed that the interaction of share buy-backs and the dividends
tax regime entailed more risk to the fiscus due to the following:
•
Unlike STC, dividends tax is collected at a later stage when dividends are paid to non-SA corporate shareholders;
•
Tax planning using share buy-backs became prevalent because company-to-company dividends are exempt
from dividends tax; and
•
Share buy-backs are allowed in terms of the Companies Act and the sole or main purpose of doing share
buy-back arrangement may not always involve tax planning but are based on commercial rationale, e.g. mergers and
acquisitions.
Furthermore, it was noted that the current anti-avoidance measures ondividend stripping are being undermined due to
the limited scope of their application. To curb the use of share buy-back schemes as well as circumvention of dividend
stripping rules,the current anti-dividend stripping rules were broadened in the latest taxation amendments to take into
account amongst others the following:
•
Variations in the share buy-back schemes that taxpayers are enteringinto to avoidnormal tax on income or CGT
on the outright sale of shares;
•
The limited scope of application of dividend stripping rules that focus only on debtfunding advanced or
guaranteed by a prospective purchaser or a connected personin relation to a prospective purchaser funding of the
proceeds; and
•
The limited scope of application of dividend stripping rules, i.e. the fact that they applyonly where the
prospective seller immediately prior to the disposal of the shares inthe target company holds more than 50 percent of
the shares in the targetcompany.
To achieve this, the current anti-dividend stripping rules covering trading stock as well as capital assets were maintained.
A new rule was put into place where the dividends in respect of shares that are disposed of lose their exempt nature
to the extent that those dividends represent extraordinary dividends.
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For these anti-dividend stripping rules, extraordinary dividends will be determined differently depending on whether
the dividends relate to preference shares orany other shares (other than preference shares). Preference share dividends
would be excluded if they are determined with reference to a specified rate of interest which is less than 15%.
Rates higher than 15% would be treated as extraordinary dividends.
In the case of any other shares, extraordinary dividends would be any dividends received that exceed 15% of the higher
of the market value of shares disposed of (i) at the beginning of the 18-month period; or (ii) on the date of disposal of
the shares.
The amendments apply to a shareholder company holding 50%, or 20% where no other shareholder holds a majority.
In a listed company context, the 20% threshold would be reduced to any shareholder company holding 10%.
An example of exempt dividends which is treated as income on disposal of certain shares will be where a share dealer
who owns 60% of the equity shares in a resident company sells its shareholding to a purchaser when the market value
of the 60% was R2 500 000. The market value of the 60% shareholding was R3 200 000, 18 months before the disposal
of the shares. 6 months before the disposal of the shares, the resident company distributes a dividend (that will qualify
for exemption from taxation under Section 10(1)(k)(i)) of R 800 000 to the sharedealer. In this instance, the excess of
the R800 000 over R480 000 (15% of higher of R3 200 000 or R2 500 000, will be treated as anextraordinary dividend,
thus R320 000. This extraordinary dividend will be treated as income as the shares were held as trading stock by the
sharedealer. The remainder of the dividend, R480 000, will still qualify for the exemption in terms of
Section 10(1)(k)(ii). In the event where the shares were held as capital assets the extraordinary dividend will be treated
as proceeds for the purpose of calculating the taxable capital gain.
The corporate re-organisation rules that defer the tax consequences that would ordinarily arise when an asset is
disposed of either through certain sales or through certain company distributions. In some instances, the corporate
reorganisationrules specifically provide that capital gains consequences or dividendconsequences should be disregarded
when determining the taxable income of a persondisposing of their assets.
The anti-dividend stripping rules are triggered when shares are disposed of by aqualifying shareholder company where
extraordinary dividends have been or will bereceived by that shareholder company. This means that for the
anti-dividendstripping rules to apply, a disposal must be recognised for purposes of the Act and theproceeds or income
arising from the operation of the rules must be accounted for. Thecorporate re-organisation rules were made subject to
the anti-dividend stripping rules to ensure that the corporate re-organisation rules are not abused to essentiallyachieve
an outright exemption by taxpayers who strip the value of their shares throughdividend stripping and subsequently enter
into corporate re-organisations that furtherbenefit from rules that do not recognise the disposal or tax consequences
of the disposalof shares.
Prepared by CORE TAX
For more information, contact 051-448 8188

Prepared by CORE BEE
For more information contact : +27 (0) 51 448 8188
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Is the valuation of your sectional
title complexes up to date?

Is the valuation of your sectional title complexes up to date?
In accordance with the new Sectional Title Schemes Management Act (Act 8 of 2011) managing agents of
sectional title schemes have to ensure that properties are correctly valued for insurance purposes every
three years.
Most insurance brokers or owners determine the insured value only on the surface area of the buildings or
adapt the previous insured amount annually. Most insurance brokers also make use only of SG Diagrams.
In nearly 20 years of property valuation we have noticed that all the small changes or upgrades are not
necessarily reflected on the SG Diagram. This problem can only be picked up during a physical inspection and
such an inspection is therefore crucial.
At CORE Valuations we offer two options in terms of valuations. The first is an inspection of the communal
property and then only one of the units (based on the assumption that all the units are the same).
The second and best option is a physical inspection of every unit together with the communal property.
This information is then presented in a professional report with photos to support and serve as record.
The valuers at CORE Valuations are registered at the SA Council of Valuers and the SA Institute of Valuers and
reports will be able to stand in court. CORE Valuations also has professional insurance that protect our clients
in the event of a claim. CORE Valuations also offers unique services to managing agents.
Contact CORE Valuations at 016-976 1287,send an email to admin@corevaluations.co.zaor
visit www.corevaluations.co.za
Prepared by CORE Valuations

Prepared by CORE BEE
For more information contact : +27 (0) 51 448 8188
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Challenging market conditions
Challenging market conditions – what’s the best course of action?
We’ve all heard the saying, “It’s time in the market – not timing the market – that counts”, but what does this
mean in practical terms and how does timing the market affect your investments?
Human emotions
Humans are emotional beings and we work hard to earn our money. Naturally, volatile markets can cause panic
when we see the value of our investments falling. But this is not the time to panic or to make emotional decisions…
or leave.Noone can be certain about what markets will do in future or what returns will be like for various asset
classes (property, equity, bonds and cash), but what one can be certain of is that volatility is perennial.
In these uncertain times, investors are faced with a very important decision – whether to stay invested in the
markets and bear the brunt of the tough economic climate, or rather to switch to cash?
Market timing is practically impossible
Always remember that cash diminishes an investor’s purchasing power once taxes and inflation areaccounted for.
Also, investors wanting to switch their investments to cash will need to get market timing right –
something not even investment professionals can claim to get right all the time. Also, when trying to time the
market, the investor has to be correct twice, and this is extremely difficult to achieve. Investors first need to decide
when to switch to cash, and again they have to make a decision around when to switch back to growth assets.
Getting it wrong could cost you
Because it’s practically impossible to predict when to switch, it is highly likely that investors will misssome of
the best days in the market. If you miss even a few of the best days, it can have a lasting effect on your portfolio
returns.
Growth assets outperform over the long term
Looking back over the period 2001 to 2017, we see that SA cash has only outperformed SA equity and SA bonds
once over this period. Some other observations over this time period include the following:
• SA equity has outperformed SA cash and SA bonds on 11 occasions.
• SA bonds have fared far better in comparison to SA cash, outperforming SA cash and SA equities on five occasions.
• During this period, the average return for SA equities was 17.16%, for SA cash 8.08% and for SA bonds 10.35%.
It is important to realise that a higher return for SA equity and SA bonds comes at a higher volatilityof returns.
What should investors do?
• Don’t try to time the market.
• Don’t make emotional decisions based on short-term uncertainty.
• Remember that, on average, growth assets will provide a better return over the long term (a minimum of five
years, ideally 10).
• Understand your long-term investment plan … and stick to it.
• Be disciplined and stay invested.Enlist the advice and assistance of a licenced financial adviser to co-create an
investment plan that is underpinned by your financial needs and risk appetite.
Prepared by CORE Financial Solutions
For more information, contact 051-448 8188

Prepared by CORE BEE
For more information contact : +27 (0) 51 448 8188
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Amendment of a trust deed
Amendment of a trust deed
As with anything else in life, trusts also get outdated and have to be changed from time to time.
In practice, a lot of amendments to trusts deeds are not done correctly, with disastrous consequences.
When you want to amend a trust, take the following principles into consideration:
1. If the trust deed contains a provision that authorises amendment, that provision applies.
2. If the beneficiaries have not accepted any benefits, even the provision authorising the amendment can be
amended by means of an agreement between the founder and trustees.
3. If the trust deed does not contain a provision authorising amendment, the position is as follows:
a) Where the founder is still alive and the beneficiaries have not accepted any benefits, the trust deed may
be amended by way of agreement between the founder and the trustees.
b) If the beneficiaries have accepted any benefits, they must be parties to any amendment.
c) After the death of the founder, if there is no provision authorising amendment, it is not legallypossible to
amend the trust deed except in certain circumstances, where the court has the right in terms of the
common law and Section 13 of the Trust Property Control Act to amend the trust deed.
4. Where beneficiaries have vested rights they can amend the trust deed.
From the point of view of the above mentioned principles, it is important to consider the following:
1. If you are a beneficiary of an inter vivos discretionary trust you might want to accept yourbenefits,
making sure that no amendment can be made without your consent.The best way of accepting your
benefits is to write to the trustees accepting all benefitsand rights created for you in the trust deed.
2. If you are the founder and wish to reserve the right to amend the trust deed without theconsent of the
beneficiaries, you can include such a right in the original trust documentmaking it very clear that permission
from the beneficiaries need not be obtained prior toamending the trust deed.
3. If you are the founder of an existing trust and wish to amend the trust deed, ensure the properprocess
is followed. If the beneficiaries have not accepted any benefits under the trust,document that fact.
Clearly communicate to the trustees the amendments you want to makeand why you want to make them.
The trustees of the trust must hold a properly constitutedmeeting discussing the founder’s request and
the reasons for amending the trust deed. Properminutes must be kept detailing the discussions the trustees
had in arriving at their decision.
4. Ensure that all amendments are sent to the Master’s office for registration with the original trustdocument.
When considering amending your trust deed, my recommendation is to make use of a trust specialist.
Prepared by CORE Trusts & Estates
For more information, contact 051-448 8188

Prepared by CORE BEE
For more information contact : +27 (0) 51 448 8188
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The two statements

Proposed amendments to Statements 000 and 300 of The Codes
A day before the Easter Weekend, the Department of Trade and Industry unexpectedly gazetted, for public
commentary, some significant proposed changes to the B-BBEE Codes.
The two statements that may be affected by the proposed amendments are:
• Statement 000 (General principles), and
• Statement 300 (Skills development)
The pertinent points under consideration are summarised below.
Statement 000 (General principles):
- The amended statement explicitly states that enhanced recognition for EMEs and QSEs can ONLY be
achieved by having more than 51% effective black shareholding (therefore one may not apply the Modified
Flow-throughPrinciple to achieve the > 51% recognitionand consequent exempt status);
- It is suggested that 100% black-owned generic enterprises must be recognised as “automatic” Level 1
contributors, and that only the Ownership element should be verified;
- It is suggested that 51% >black-owned generic enterprises must be recognised as “automatic” Level 2
contributors, and that only the Ownership element should be verified;
- A new principle could be introduced to receive the benefit of enhanced B-BBEE levels for partaking in the
YES programmes (Youth Employment Service);
- Prerequisite requirements to take part in the YES programmes:
o The enterprise must meet all the priority requirements of the scorecard;
o The enterprise must score full points for the new bursary indicator on the Skills development scorecard;
and
o The enterprise must maintain or improve its B-BBEE score year-on-year;
- Recognition is based on a formula relating to staff headcount, net profit after tax and Absorption rates. If
the targets for the creation of new jobs for black youth (18-35 yrs) are met, the enterprise will benefit on
its B-BBEE scorecard;
- The potential benefit of meeting the requirements of the YES programmes is that the overall B-BBEE
scorecard level could be increased by 1 – 2 levels.
Statement 300 (Skills Development):
- It is suggested that the Skills development expenses target on the Generic scorecard be reduced from 6%
of annual salaries to 3.5% and in doing so to also reduce the total points for the indicator from the current
8 points to 6;
- Secondly, it is suggested that a new indicatorbe added to the scorecard, namely: “Expenditure on bursaries
for black students at higher education institutions”. The suggested target for this indicator is 2.5% of annual
salaries, with weighting points of 4 allocated to this indicator;

360o | Nuusbrief van - The Core Group - Newsletter

- To keep the scorecard total at 20 points before bonus points, it is suggested that the points for learnerships,
internships and apprenticeships for both employed and unemployed learners (based on head count) be
reduced to 3 points each (currently 4 points each);
- It is suggested that stipends paid to students with bursaries for higher education should also be allowed as
skills development expenditure (similar to learnerships, internships, etc.);and
- It is suggested that travel, catering and accommodation for such students should NOT be capped,
but allowed in full;
- An increased recognition of 25% for informal training (category F & G training) is also suggested, which will
be good news for companies providing a lot of informal training.
The public comment period ended on 29 May 2018 and the BEE Unit of the Dti will now consider the comments
received and then proceed with finalisation of the document for final gazette. At the moment we don’t have
any indication of when the final gazette will be promulgated, but Dti has indicated that no transitional period
would be allowed, meaning that the amendment will be effective immediately once promulgated.
For any B-BBEE-related assistance, please contact the CORE BEE team.
Prepared by CORE BEE
For more information, contact 051-448 8188

Prepared by CORE BEE
For more information contact : +27 (0) 51 448 8188
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Home-based business
insurance
Home-based business insurance
South African research shows that 43% of start-up business owners prefer to work from home. But would you
be able to claim from your insurer if you are burgled or a fire destroys all your work material? Insurers require
that you declare any information that might affect your risk, which is why it’s important to tell your insurance
company that you’re running a home-based business.
Your checklist for proper cover
Firstly, South African insurers’ definitions for home-based business differ – ask your insurer if you are fully
covered under your household content and all risks cover, or if you should apply for commercial insurance
cover.
Find out if your insurer covers office equipment, laptops and computers at home even if they are used for
your business. Household contents insurance does not usually cover software or the loss of data caused by
equipment failure. If your business relies on electronic data and software you could consider a commercial
policy for the reinstatement of your data.
Do you have customers or suppliers who visit your home for business purposes? If so, what will happen if
someone gets injured there? You could consider personal liability insurance which will protect you in the
event of a lawsuit.
Are the contents of your business covered against basic risks such as fire, lightning, explosion, storm, wind,
water, hail, snow, an earthquakeand burglaries? Check with your insurer or broker that you have the correct
policy in place.
An important part of the success of any business is ensuring you’re protected from obvious risks.
Check up on your insurer
Always choose an insurance company that has experience in dealing with big and small businesses.
Also, check that the insurer has a good record for claim payments. Find out if there are other benefits for
policy holders, such as a 24/7 claims and emergency service.
Source: https://www.santam.co.za/blog/business-advice/starting-a-business-from-home-heres-what-youneed-to-know-about-home-based-business-insurance/
Prepared by CORE Short-Term
For more information, contact 051-448 8188

Prepared by CORE BEE
For more information contact : +27 (0) 51 448 8188
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