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Capital Gains Tax and the Primary Residence exclusion

A taxpayer selling his home could qualify for the primary residence exclusion of up to R2 million for Capital 
Gains Tax (CGT) purposes. The term “primary residence” is defined in paragraph 44 of the Eighth Schedule to 
the Income Tax Act.

The reason this definition has captured the minds of many is due to the exclusion on the gain or loss made 
on disposal of one’s primary residence. 

There are two possibilities: 
•  If the primary residence is sold for more than R2 million, the first R2 million of the capital gain or loss  
    should be disregarded. 
•  If the primary residence is sold for R2 million or less and a capital gain is realised, the full capital gain is 
    disregarded.

To qualify as a primary residence, and receive the benefit of the exemption, a residence must be one in which 
a natural person or a special trust holds an interest. 

In addition, the natural person or a beneficiary of the special trust or spouse of the person or beneficiary 
must ordinarily reside or have resided in the residence as his or her main residence; and use or have used the 
residence mainly (more than 50%) for domestic purposes. 

In order for property to qualify as a primary residence, the residence must meet both of the latter requirements 
or face disqualification as a primary residence. The definition also makes it clear that a company, ordinary 
trust or close corporation owning a residence will not qualify for the primary residence exclusion.

The R2 million gain exclusion operates on a “per primary residence” basis and not on a “per person holding 
an interest in the primary residence” basis. This means that where, for example, two individuals have an 
equal interest in the same primary residence and both of them use it as a primary residence, the R2 million 
must be apportioned and each will be entitled to a primary residence exclusion of a maximum of 50% of R2 
000 000, i.e. R1 000 000. This would typically apply to spouses married in community of property where each 
spouse is deemed to hold a 50% interest in the residence.

In order to determine the portion of the capital gain or loss that qualifies for the primary residence exclusion, 
the following requirements need to be considered:
•  The exclusion is limited to a land size of two hectares (on condition that the two hectares are utilised as 
    part of the primary residence)
•  The exclusion is limited to the period occupied as primary residence
•  The exclusion is limited to the residential use of the primary residence

The capital gain or loss needs to be apportioned regarding each of these three limitations in order to determine 
the portion of the capital gain or loss that qualifies for the primary residence exclusion.

When a person disposes of a primary residence, the exclusion of the capital gain or loss will apply only to the 
period that the person was ordinarily resident in the primary residence. This means that a person need not 
be living in the residence at the time of the sale in order to qualify for the primary residence exclusion. 
The person only had to use it as primary residence for a part of the time he or she owned it. The capital gain 



or loss to be disregarded in these circumstances must be determined with reference to the period during 
which the person concerned was ordinarily resident in the residence.

Certain periods of absence from the primary residence are deemed as still being periods of primary residence, 
for example, the residence was offered for sale while it was his primary residence and he vacated it due to the 
acquisition, or intended acquisition, of a new primary residence; the residence was erected on land acquired 
for the purposes of building his primary residence; the residence was accidentally rendered uninhabitable; 
or the taxpayer died.

Where the period of absence exceeds two years, the natural person or the beneficiary of a special trust is 
treated as still being ordinarily resident in the residence, but only for two years out of the total period of 
absence.

When a person disposes of a primary residence, the exclusion of the capital gain or loss will apply only to the 
residential use of the property. Any trade or non-residential use of the primary residence does not qualify for 
the exclusion. The capital gain or loss should be adjusted with both the period of trade use and the part of 
the residence that is used for trade. 

Certain periods of letting, where the person is absent from the primary residence for five years or less, 
will still be treated as periods of residential use. This concession applies if the person (or spouse or beneficiary 
of a special trust) concerned resided in the residence as a primary residence for a continuous period of at 
least one year prior to and after the period of letting, and no other residence was treated as his or her 
primary residence during the period of letting, and he or she was either temporarily absent from South Africa 
during the period of letting or was employed or engaged in carrying on business in South Africa at a location 
further than 250 kilometres from the residence during the relevant period.

Where the period of absence exceeds five years, the natural person or the beneficiary of a special trust is 
treated as having used the residence for trade purposes (i.e. not domestic purposes) for the entire period of 
absence.

It is important to note that it is the capital gain which is apportioned and not the R2 million exclusion.

Capital gain = proceeds (exceeding R2 million*) less base cost less the portion of the gain that relates to land 
that is greater than two hectares less the portion of the gain that relates to the period the property was 
not occupied as primary residence less the portion of the gain that relates to the trade use of the primary 
residence equals the portion of the capital gain which qualifies for the primary residency exclusion of R2 
million.

The portion of the gain that relates to land that is greater than two hectares plus the portion of the gain that 
relates to the period the property was not occupied as primary residence plus the portion of the gain that 
relates to the trade use of the primary residence equals the portion of the capital gain that does not qualify 
for the R2 million gain exclusion and will be subject to CGT in full.

Although a primary residence is used mainly for purposes other than the carrying on of a trade, fixed property 
is excluded from personal-use assets. The only exclusions from CGT for a capital gain or loss made on a 
primary residence are the exclusions discussed above.

Prepared by CORE TAX
For more information, contact 051-448 8188
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Investment simplified 

Most people, when starting to save for the first time, simply deposit their money with their bank, either in a 
notice or fixed-term deposit. While this feels safe, there are still risks. The first one is the risk that the bank 
is put under curatorship – as happened to African Bank in 2014. Having all your eggs in one basket turns out 
quite painful in a scenario like this when your assets are frozen and most – if not all – of your interest is lost.

Secondly, putting the worst-case scenario of a bank failure aside, large bank deposits also carry the risk of 
your money not keeping up with inflation after tax, as interest earned is taxable along with your personal 
income. This is particularly true if you’ve grown a large deposit and your annual income places you in the 
41% or 45% tax bracket. To beat inflation, diversify your portfolio and grow wealth over the long term it is 
necessary to also look at non-bank investments, such as unit trusts.

‘How much interest do you offer?’
Coming from a background where your savings have always been with a bank, it is understandable that the 
most common question asked by investors looking to take the leap to unit trusts is “how much interest do 
you offer?” Unlike bank deposits, though, unit trust funds do not offer a guaranteed interest rate. Instead 
they invest in underlying assets of which the prices go up and down. They take on this risk – called market risk 
– in an effort to deliver higher returns for investors than that of a bank deposit over the long term. The extent 
to which prices will go up and down is unknown at the start of the investment, and therefore it is impossible 
to say beforehand how much your investment will return.

‘Could I have the maximum return, with no risk, please?’
Investor nirvana would be a place where you get the highest possible return with no risk. Unfortunately, 
investor nirvana does not exist. For starters, no form of saving or investment is entirely risk-free. And secondly, 
there’s a direct relationship between the size of potential returns and the size of market risk that you need 
to take to achieve those returns. To achieve above-average returns, you need to be willing to face the risk of 
your investment value going both up and down at times.

‘I don’t like risk. Is it really worth it?’
Yes, if you can commit to staying invested despite the emotional roller coaster ride of having your returns 
wiped out by a market crash over the short term, like we saw in 2018 when the local stock market dropped 
8.5% and listed property delivered a shocking negative 25.3% in one year. Because over 10 years or more, the 
more volatile high-risk unit trusts generally deliver a significantly higher return than cash.

For example, compare investing in cash at 7% per year vs investing in high-growth assets giving you potentially 
as much as 11.5% year on average. R100 000 invested at 7% at the start of 10 years comes to just under R200 
000 at the end of the 10-year period. That same R100 000 can potentially grow to nearly R300 000 in high-
growth assets. Over 10 years or more, whether you choose a bank deposit or a high-risk unit trust can mean 
the difference between doubling or trebling your money!
But taking on more market risk is not for everyone.

Investment simplified
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Be only as brave as you can afford to be
There are investors who cannot afford to take on much market risk, such as retirees or anyone else who is 
relying solely on their investment for a monthly income. It is hard to absorb the shock of a market crash if you 
need to pay your bills from the income linked to your (suddenly diminished) investment value. If you identify 
with this group of investors, you might prefer the most stable form of unit trust – a money market fund. Or 
speak to your adviser to invest only a certain portion of your money in a balanced fund with a low allocation 
to shares/equity and listed property.

Prepare for your leap into the unknown
If you’re ready to take the leap and take on more risk – defined as uncertainty in returns – it is a good idea to 
do more research before you invest and, also, to put a safety net in place.

Step 1: Find out your risk profile
Just as you need to find out which division you belong to before taking part in a sports tournament, you need 
to know which type of investor you are. Investors are normally classified as either conservative, cautious, 
moderate, moderately aggressive or aggressive – based on a combination of how much risk they can afford 
to take on and how much risk they feel comfortable with. If you only need the money far in the future, 
you are generally considered as someone who can afford to take on a lot of risk. However, you may not 
necessarily feel comfortable with risk, taking your risk profile down from aggressive to moderately aggressive 
or moderate. Your financial adviser will take you through a comprehensive questionnaire to establish your 
risk profile, or you can try one of the many online risk profiling tools available.

Step 2: Do your fund research
If you have a financial adviser, he or she will be familiar with most of the more than 1 000 funds currently 
available to South African investors. A good financial adviser will know which ones have consistent track 
records and an investment philosophy and process that will suit your risk profile, and will be able to explain 
to you what to typically expect from a manager in different cycles of the market.

If you’re investing without a financial adviser, you’ll need to tackle the research yourself. You can start by 
finding out which funds offered by the large, trusted brands match your risk profile. Then get hold of the 
fund fact sheets or MDDs (new terminology) of all the funds that you are considering. Pay particular attention 
to the lowest annual return figure on the MDD. This is the worst return the fund has ever delivered over 
any one-year period since it was launched. Would you be comfortable with this low level of return? Most 
investors combine two or three unit trusts from different fund managers to safeguard themselves in case one 
of the funds has a particularly bad year.

Step 3: Set up an emergency fund
Similar to a long distance athlete preparing for a race by making sure he or she has enough water and 
emergency snacks, you need to create a safety net for yourself separate from your unit trust investment. Just 
as you wouldn’t want to exit a race to visit a shop for emergency supplies, you also need to make sure that 
you don’t ever have to withdraw money from your unit trust while the race for rewarding returns is still on. 
An emergency can hit at any time; it doesn’t wait until markets have run strongly. The last thing you want is 
to find yourself in a position where you have to withdraw money from your unit trust shortly after a market 
crash. Therefore always have separate savings in a 24-hour notice deposit for emergency expenses like car 
repairs or medical bills.



Prepared by CORE FINANCIAL SOLUTIONS
For more information, contact 051-448 8188 
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Once you’re in it, remember the rules of the game
Once you’ve chosen your unit trust funds and invested, you’re in it for the long haul. Cautious investors, 
who normally choose a combination of money market and other interest-yielding unit trusts, need to invest 
for a minimum of two years to see good returns; moderate investors need at least three years; moderately 
aggressive investors at least five years and aggressive investors at least seven years. The returns are often 
“lumpy,” with years of almost no or negative growth following years of strong growth. Patience is rule number 
one of long-term investing.

The moment you start taking on more risk than a bank deposit, there will be years that your money “grows 
backwards” and years when it seems like your investment is standing still. Which brings us to rule number 
two: never withdraw money straight after a market cash; in fact, this is a good time to invest more, as asset 
prices are low and you get more units per cent you spend. A good financial adviser will also act as a coach to 
keep you focused on your long-term goals and make sure you stay the course.

As with any other risk you might have taken in your life so far, such as changing jobs, cities, or even countries, 
or starting your own business, you can increase your chances of success by doing the research, preparing 
yourself well and sitting it out when initially you may face some ups and downs. 

Source: 
https://www.iol.co.za/personal-finance/investments/infographic-steps-on-how-to-prepare-yourself-to-
take-on-more-risk-20026425



Invest in the people who keep your clients happy

“Employees who believe that management is concerned about them as a whole person – not just an employee 
– are more productive, more satisfied, more fulfilled. Satisfied employees mean satisfied customers, which 
leads to profitability.”  Anne M. Mulcahy

One of the best investments you can make as a business owner is to invest in your staff. And what better 
way to do this than through training? When you invest in training your staff you are also investing in your 
company by ensuring your staff are up to date with all the latest rules, regulations, acts, etc.

With Online Academy available to all CORE member firms free of charge there is no excuse for not keeping 
your staff up to date and informed. Training categories available through Online Academy include:
•  Entry Level & Life Skills
•  Fundamental & Personal Skills
•  Health & Safety Compliance
•  Microsoft Office / Computer Skills
•  Management Skills
•  Business & Marketing
•  Human Resources
•  Compliance Courses
•  Employment Law Skills

All courses are divided into different levels, starting at level 1 which are the easer, shorter courses and moving 
up to level 4, which are the most advanced courses that also take longer to complete.

Online Academy has assisted CORE Executrain to put together a matrix that indicates which courses are 
recommended to which staff members.  The matrix has been divided as follows:
•  Article clerks – 1st year
•  Article clerks – 2nd & 3rd year
•  Admin staff – financial
•  Admin staff – standard
•  Senior management
•  Partners

Once a staff member has been identified for a specific course that course can be uploaded to the staff 
member’s Online Academy profile. This means that they can simply log on and complete the course at any 
time. CORE Executrain urges all member firms to make use of this opportunity to invest in the people who 
keep your clients happy!

Invest in the people who keep 
your clients happy
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Highlights from the B-BBEE Commission’s Annual Conference 2019 

In March this year the B-BBEE Commission hosted its annual conference in Johannesburg. The aim of this 
annual conference is to share information with all stakeholders on B-BBEE requirements, best practice, 
progress made and lessons learnt in order to promote adherence and compliance to the B-BBEE Act.

The focus of this year’s conference was on B-BBEE Ownership, with emphasis on:
•  the registration of Major B-BBEE Transactions;
•  guidance for the structuring and implementation of black ownership transactions; and
•  fronting.

Speakers and presenters at the conference included senior government representatives such as the Minister 
of Trade and Industry, Dr Rob Davies, the Director General of the Dti, Mr Lionel October and the B-BBEE 
Commissioner, Ms Zodwa Ntuli. The conference was well attended by diverse stakeholders from different 
industries, providing an ideal opportunity for industry collaboration. 

Feedback was provided on major B-BBEE transactions registered to date and progress with the Black 
Industrialist programme was explained. 138 Black Industrialists have received assistance through the 
programme to date and the Dti has indicated that it plans to expand on this number in 2019. 

On fronting, the message was clear that neither government nor the Commission will tolerate any kind of 
fronting practice. In his keynote address, Minister Davies put it bluntly by saying: “Fronting is just a polite 
word for fraud.” He proceeded by saying that the Commission is still getting many complaints about fronting 
and that new forms of fronting are coming to light as the old forms are being combatted. From government’s 
side they felt that the battle to transform the economy was still going on. 

The conference also served as a platform to report back on the enforcement work of the B-BBEE Commissioner 
by presenting case studies of finalised investigations on fronting. A few individuals directly affected by fronting 
practices had the opportunity to tell their stories and explain how the Commission assisted them in resolving 
these matters. There was a clear message to verification agencies and advisors that the Commission will 
also deal (and have dealt) with B-BBEE professionals that are found to be promoting misrepresentation and 
fronting.

The Commission also emphasised its open door policy and encouraged companies to approach the Commission 
for input prior to finalising B-BBEE ownership transactions. In many cases potential problems with B-BBEE 
transactions were ruled out ahead of implementation by adhering to the advice given by the Commission. 
The Commission reiterated that there is no cost involved for the advisory services that they render, as it is a 
government funded service.  

For any B-BBEE-related assistance, please contact the CORE BEE team. 

Highlights from the B-BBEE 
Commission’s Annual 
Conference 2019
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The hidden balance sheet 

A major retailer recently announced plans to close over a hundred stores. Could part of the problem be 
an accountant whose ideas are outdated? The responsibility of accountants extends far beyond reporting 
and auditing financial numbers, to providing advice and insights into managing, nurturing, protecting and 
growing intangible assets such as customer and brand loyalty as though they were tangible assets.

The modern-day accountant is challenged to drive a management system which controls all elements of an 
organisation’s performance. The system must be integrated: strategy, budgeting, forecasting, performance 
measurement, management reporting, incentive compensation and corporate governance are all part of the 
process.

The accountants serving this troubled retailer should be measuring consumer behaviour and producing 
reliable business forecasts which respond to trends in the key drivers of success. Excellent financial reporting 
should be combined with non-financial metrics that capture the heartbeat of the business. In the retail 
industry these include customer counts, basket sizes, trading densities, departmental participations, units 
per employee hour, and inventory turn. Negative trends in these measures should trigger calls to action.

Surrogate non-financial measures
•   The well-known performance measurement tools of key performance indicators, scorecards and dashboards 
      help us understand trends in intangibles by using surrogate non-financial metrics. These surrogate measures 
    give us insight into intangibles that are not possible or impractical to measure directly in financial terms. 
    Surrogate measures are often combined with sampling techniques to arrive at reliable answers.
•  There are experts who say they can calculate the value of a brand by applying the present value concept. It 
    would be interesting to see these experts justifying these values to hard-headed business executives 
    around  a negotiating table, or to a judge in a courtroom. I can give you an estimated value for a national  
    brand based on certain assumptions, but I can measure brand recognition much more accurately - the 
    percentage of people in a sample who are able to recognise the brand within 30 seconds - and whether 
    this percentage is increasing or declining each year. I can also use sampling to tell you how a particular 
    demographic group’s preference between two retail brands is changing from year to year.
•  Customer loyalty can take years to build up. I can’t tell you the precise value of a group of loyal customers, 
    but I can measure the number of customer visits and average spend in each retail outlet each month. I 
    can also measure the rate of customer acquisition and retention. Retailers of fashion items use sampling 
    techniques to measure share of wardrobe.
•  I can’t tell you the money value of the team of specialised and experienced staff who work together to run 
    a chain of retail stores. People in the industry are sometimes cynical about customer ratings of service 
    levels and friendliness but it is difficult to argue with hard numbers like customer repeat visits and staff 
    turnover.

The hidden balance sheet
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Rules for managing intangibles
What are the rules for managing intangible assets? We can learn from winning companies and disruptors 
who applied these rules years before their competitors.
•  Winning companies require their managers and staff to treat their intangibles as valuable assets, not as 
    costs, even when they don’t appear on their balance sheets. They manage their intangibles actively not 
    passively, and don’t just let them happen. They keep asset registers of their people, patents, contracts, 
    customers and software and verify their existence annually.
•  Winning companies nominate a “champion” to nurture and grow each IP component. The champion is 
    required to prepare a business plan and set measurable goals for each IP component and report progress 
    at regular intervals.
•  They do everything they can to ensure legal ownership of intellectual property resides with the organisation 
    and not in the minds of certain key employees.
•  They invest in measurement systems, succession planning and training to ensure the momentum and 
    knowledge to nurture and grow the IP is ongoing.
•  They ring fence and make their IP difficult for competitors to copy by registering patents, copyrights and 
    trademarks, and attacking infringements aggressively.
•  They understand that intellectual assets have a life span that needs to be monitored and renewed with 
    regular investment.
•  Their systems measure, measure, and measure again.

Source: 
www.johnstretch.com



Do not cancel your insurance policy to free up cash 

South Africans battling the rising cost of living should not be tempted to cancel their car insurance policies 
to free up cash flow and should instead look at alternative options to reduce their monthly insurance costs, 
says Old Mutual Insure.

The latest cost of living squeeze to hit cash strapped consumers was an increase in fuel costs thanks to a 
combination of higher crude oil prices, a weak rand and an increase in fuel levies. While consumer inflation 
eased to 4% in January from 4.5% in December 2018, this was down from an 18-month high of 5.2% reached 
in November.

“Instead of cancelling your insurance policy altogether rather sit down with your broker or speak to your 
service provider to figure out a way to reduce your monthly premium while still remaining insured,” says 
Christelle Colman, Old Mutual Insure’s Executive for High Net-Worth Solutions. “While it may be tempting to 
cancel your policy in an attempt to save money, you could end up in a far worse financial situation if you are 
without cover and end up having an accident.”

Tips for reducing your insurance premiums
Colman’s number one tip to reduce your insurance premiums is to ask your provider to increase your excess 
in exchange for lowering your premiums. The excess is the portion you are expected to pay towards a claim in 
the event of an accident so by increasing this amount you are effectively reducing the liability on your insurer 
who can then reduce your monthly premiums.

“Of course, this does mean that you effectively act as your own insurer, or at least to a certain extent, which 
means you then need to save so that you have the funds available to pay the excess should that become 
necessary,” says Colman. “You’ll also want to focus on driving responsibly so that you reduce the chances of 
having an accident.”

Another obvious way to reduce your premiums is to ask your broker to get a number of quotes from different 
providers or to shop around yourself. That way you can choose the most cost effective option available for 
your specific needs. If you have several different insurance policies with different providers, it can also pay 
you to consolidate them into a single portfolio with a single provider who will usually be able to offer a better 
price for a combined policy covering your car, home and household contents than if you had each of those 
policies with a different insurer.

If you’re still battling to make payments then you can also consider taking out a third-party fire and theft 
insurance policy for your vehicle. This sort of policy covers you in the event that your car is stolen or damaged 
by fire but does not cover you in the event of an accident, although it will cover damages to the other vehicle 
involved in the accident should that be necessary.

“If you drive into someone’s Lamborghini or Porsche with an older vehicle that is out of warranty you might 
be liable for those repairs,” says Colman. “This is where third-party fire and theft insurance comes in handy 
as it covers you for this sort of eventuality as well as the risk of fire or theft. However, once again you’ll have 
to back your driving skills to make sure you don’t have an accident as it won’t cover damages to your car.”

Colman says this sort of policy is usually only suitable for people driving older cars that are out of warranty 
and are fully paid off. It is also probably better suited to someone who is either not totally reliant on the car 
in question to earn their income.

Do not cancel your insurance 
policy to free up cash
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Another option is to simply downgrade to a cheaper or smaller car, which will not only incur lower premiums 
but will usually also help you save on petrol assuming it has a smaller capacity engine. Finally, Colman says 
that a lot of insurance heart ache can be avoided by simply making sure you have the funds available in your 
bank account to meet your monthly insurance premiums.

“Probably the biggest cause of policy cancellations is debit order defaults, which occurs when someone 
simply doesn’t have the funds available in their bank account for the debit order to go off,” says Colman. 
“This can be an administrative nightmare if you have an accident in this scenario and can even result in you 
losing your cover altogether.”

Source: 
FA News






