September 2020 • ISSUE 361

THE POWER

OF INDEPENDENT ADVICE

By Brian Butchart, Managing Director and Key Individual, Brenthurst Wealth Management

Only the first R1.25m earned
abroad is exempt from tax liability to SARS. Any income earned
over this level is taxable
according to the SA tax tables,
for as long as the individual
remains a SA tax resident.

FOR MORE INFO CONTACT US

www.brenthurstwealth.co.za

BRENTHURST AWARDED
TOP WEALTH MANAGER
IN SOUTH AFRICA 2020
JHB ( HQ)

+27 (0) 11 799 8100

JHB (SANDTON)
PTA
CAPE TOWN
BELLVILLE
CLAREMONT
STELLENBOSCH
PAARL ( VAL DE VIE)

+27 (0) 10 035 1391
+27 (0) 12 347 8240
+27 (0) 21 418 1236
+27 (0) 21 914 9646
+27 (0) 21 418 1236
+27 (0) 21 882 8706
+27 (0) 21 882 8706

MAURITIUS

+ 230 5843 5215

Page 1
September 2020 - Issue 361

Government is looking to plug massive debt levels, at a time when the tax
base is shrinking, tax collection is at its lowest and debt levels at its highest.
The state is spending far more than it is collecting and recent tax amendments
and proposals are capital controls aimed to restrict capital and squeeze SA
tax residents, especially those working abroad and circumvent those who
intend emigrating and the capital flows which will move with them.
Debt to GDP levels were expected to be at 65% by the end of the year in February pre Covid-19, now expected to be at more than 80% debt to GDP by December 2020. Finance Minister Tito Mboweni noted in the emergency budget
announced in June, that he expected debt to GDP to exceed 100% by 2024 and
reach 114% by 2028.
According to Mike Schüssler from Economists.co.za, “SA government is spending
nearly R50bn a month more than it collects in taxes. This is a very, very deep
hole. It will NOT be over soon and probably get deeper.”

DIGGING A HOLE
SA: MONTHLY TAX REVENUE MINUS GOV EXPENDITURE
3 MONTH MOVING AVERAGE—SEASONALLY ADJUSTED

Economistscoza

ZAR, BILLION

As from March this year, new
expat tax amendments apply.

- 48,5 BILLION
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THESE ARE FRIGHTENING NUMBERS.
South Africa is seeing a spike in emigration for many reasons, but more recently this is being driven
by changes to the tax administration act which affect expat South African tax residents. The latest
proposed changes to the Tax Law Amendment Bill (TLAB) imposes restrictions on access to retirement
funds for a period of at least three years if the emigration process has not been finalised by March 2021.
It is clear, government is tightening capital controls because of a spike in emigration and the mass exodus of capital.
These recent changes and proposals will drive emigration further with a flight of capital to alternative
destinations, but with limited time left to do so.

SOME OF THE RECENT TAX AMENDMENTS AND PROPOSALS ARE:
1. TAXATION OF EXPAT SOUTH AFRICANS WORKING ABROAD
Previously expat tax rules allowed South Africans to work offshore without paying tax to SARS, as
long as you were out of the country for 183 days of which at least 60 days were consecutive in a particular tax year.
As from March this year, new expat tax amendments apply. Only the first R1.25m earned abroad is
exempt from tax liability to SARS. Any income earned over this level is taxable according to the SA
tax tables, for as long as the individual remains a SA tax resident. This has driven a spike in enquiries
by expat tax residents working abroad to consider their options with regards to formal emigration.
In the UAE for example, where personal income tax is 0%, South Africans working abroad in this jurisdiction will be liable to SARS on any income over R1.25 million, according to the SA tax tables.
In Mauritius, where the individual tax rates are 15%, any amount over R1.25m will be taxed according
to the SA tax tables less the 15% paid in Mauritius, in terms of double taxation agreements.
In the UK, where tax rates are similar to SA, the impact is far less because of double taxation agreements. Therefore, SA registered taxpayers who reside in jurisdictions with substantially lower individual income tax rates will be most affected, as expats in those countries will be most exposed to tax
liabilities in SA.

The consequences of this tax amendment have led to a spike in financial emigration where
expats working abroad want to change their tax residency status to non -resident, to circumvent
any tax liability to SARS. As a result of the spike in emigration government is proposing further
amendments to the Tax Law Amendment Bill (TLAB).
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2. PROPOSED 3 YEAR RESTRICTIONS ON ACCESS TO RETIREMENT BENEFITS
Current legislation, once financial emigration is finalised with SARS and the Reserve Bank for exchange
control purposes, allows for non-resident tax-payers to withdraw their retirement funds subject to the
retirement withdrawal tax tables and transfer these proceeds to their new residence of choice.
However, the proposed Tax Law Amendment Bill (TLAB), will restrict access to retirement funds until
a three-year period of unbroken non-residency can be proven. This new test is proposed to come
into effect in March 2021, with anyone finalising emigration after February next year, being subject
to this restriction on retirement capital.
This is another way government intends controlling the flow of capital. As a result, it is expected that
emigration applications will spike further between now and March 2021. Emigration applications which
do not meet the March 2021 deadline, allow government access to these retirement funds for at least
another three years for prescription purposes. Another capital control measure expected to be implemented shortly.

3. PRESCRIPTION OF ASSETS
SA is spending almost R50bn more monthly, than it collects in taxes, which puts into perspective the
massive funding hole government needs to plug.
Recent loans from the IMF of $4.3bn and other international funders of approximately $2bn since
April this year, will not be anywhere near sufficient to fund SA’s current expenditure.
The easiest way to fund governments infrastructure and capital expenditure projects is to prescribe
allocation to retirement trustees via regulation 28.
Current debt levels and lower tax collection has accelerated government’s desire to access more than
R8trn invested across pension funds and amend regulation 28 in order to prescribe assets under the
guise of “economic reconstruction, growth and transformation” and “infrastructure and capital
expenditure projects”.
The ANC has documented an “economic reconstruction and recovery plan” drafted by cabinet’s economic cluster, detailing the establishment of a state-owned bank and amendments to pension fund
regulations to allow state financial institutions to access retirement savings. The proposed amendments
to regulation 28 are expected to be ready as early as September 2020.
The retirement investments at risk are pre-retirement assets such as retirement annuities, pension
funds, provident funds and preservation funds all governed by the pension funds act and restricted
by regulation 28.
The biggest concern is the impact government managed projects and state owned entities may have
on retirement benefits, and if I had to guess, government is potentially looking at implementing changes
to regulation 28 to include prescribed assets in the February 2021 budget. Effective March 2021, the
same cut-off date for financial emigration.
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EXCHANGE CONTROLS
The other potential risk is an amendment to exchange controls to mitigate the risk of continued
flows of capital out of SA. This has not been reported on and we hope this is not the case but could
be a very real possibility.

POSSIBLE SOLUTIONS & CONSIDERATIONS
1.

If you are considering financial emigration, time is running out and I suggest finalising this as
soon as possible, as the process takes a few months for approval. Effectively, formal emigration
will no longer exist, post March 2021 if the proposals to the TLAB are approved. Thereafter,
capital and tax liabilities will be tied to SA for several years after you leave the country and can
prove residency elsewhere.

2.

For individuals who have no direct offshore allocation in US Dollars or other hard currencies,
I suggest seeking financial advice to determine if this is a suitable investment option.

3.

Individuals over the age of 55 may want to consider retiring from retirement annuities, preservation, provident or pension funds where appropriate, in order to alleviate the limitations of
regulation 28, the risk of prescribed assets and improve performance. Converting retirement
benefits to a living annuity provides asset class flexibility with no restrictions on offshore allocation and removes the potential risk of prescribed assets.
LIVING ANNUITIES ARE NOT GOVERNED BY THE PENSION FUNDS ACT AND THEREFORE
REGULATION 28 DOES NOT APPLY.

It is most unlikely that investors will get this kind of recommendation from asset management companies. As independent investment advisors we have our client’s welfare at heart and consider this to be
the best advice, considering the potential implications to your financial well -being.
There are, however, other considerations and everyone’s personal financial circumstances differ.
Therefore, before making any decisions, as with all issues related to a personal financial plan and
investment strategy, it is recommended to consult with tax and advisory specialists for appropriate
advice according to your specific needs and requirements.
Read more about retirement planning.

TOP RELATIONSHIP MANAGER IN SA
ANDRÉ BASSON, head of the Brenthurst Wealth office at Val de Vie Estate and BRIAN BUTCHART,
Managing Director and CFP®️ professional based at the Waterfront office in Cape Town ranked as two of
the top three relationship managers across the country in the Intellidex Top Private Banks and Wealth
Manager Survey 2020.
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Brenthurst Wealth Management is an authorised financial services provider (Reg No: 2004/012998/07) FSP No.7833. This e-mail and any file attachments transmitted with it are intended solely
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