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R
ECENT amendments to the Value

Added Tax Act extended the

circumstances under which a Vat

vendor is allowed to register on a voluntary

basis. Whether a person should exercise this

option has always been a topic of debate.

While there is no one-size-fits-all solution, this

article seeks to explore a few general

principles that vendors can apply to unravel

this conundrum. 

The governing rules
Compulsory registration as a Vat vendor is

now limited to circumstances where a person’s

value of sales has exceeded the amount of 

R1 million in the past 12 months, or where a

person entered into a contract where the

person’s value of sales will exceed R1m in the

next 12 months. It also includes non-residents

supplying electronic services to SA consumers

where the value of such services exceeds 

R50 000.

A person may register as a Vat vendor on a

voluntary basis if the value of the person’s

sales in the previous 12-month period

exceeded R50 000. A person may also register

where the person’s expected sales in the next

period of 12 months will exceed R50 000. 

Special rules apply to businesses operating

in certain industries (for example mining,

forestry, construction, etc). These businesses

are allowed to register as Vat vendors

notwithstanding the fact that they are unlikely

to generate significant sales (greater than 

R50 000) in the foreseeable future. 

In this article we will explore the options

available to each category of business

qualifying for voluntary registration.

Where the actual value of sales exceeded

R50 000 in the previous 12-month period.

• Sales greater than R50 000 and less than

R500 000 per annum

It normally does not make sense to register

a business with sales of only 

R50 000 per annum.  Such businesses

normally do not have the capacity to deal with

the complicated compliance requirements in

the Vat legislation – size counts! 

Businesses in this category sometimes

register as Vat vendors based on the business’

future growth expectations or requirements

from its clients that they only deal with Vat

registered entities (for example in certain

owner-driver schemes). 

• Sales greater than R500 000 and less than

R1m per annum

For businesses with more substantial

levels of sales (more than R500 000), the

decision whether or not to register as a Vat

vendor is primarily driven by economic

considerations, mainly cash flow and

profitability considerations.

Cash flow considerations are closely

linked to whether an organisation is capital-

intensive. Capital-intensive businesses would

normally elect to register as Vat vendors with

the aim of recovering the Vat paid on capital

goods acquired at the earliest possible

instance.  

The nature of the clientele of an

organisation also plays an important role.

Where the clientele of a business mainly

consists of Vat registered vendors that will be

entitled to recover Vat charged by the

business, the business would normally be able

to add VAT to its current prices (in other

words, if goods or services were previously

sold for R100, it will be able to add Vat to the

current price, making the new sales price

R114). Any input tax that the business will be

able to claim on the supply of goods or

services to the business will increase its net

profit. If the additional profit were a sufficient

incentive taking into account the additional

cost and effort required to manage Vat, it

would make sense to opt for the voluntary

registration option.

On the other hand, where a business’

clientele comprises primarily of final

consumers not registered for Vat purposes (for

example medical, beauty, and other personal

services), registering for Vat can result in a

dilution of earnings as the prices previously

charged cannot generally be increased by 

14 percent. The pre-Vat consideration charged

of (say) R100, will after registration therefore

comprise of a sales price of R87.71 and Vat of

R12.29. Input tax that will be recoverable on

operational costs will not cover the amount of

Vat that will become payable on sales. Vat

registration should therefore be deferred as

long as possible.

The golden rule: understand the industry

and do the numbers.   

• Sales approaching the R1m threshold 

The same commercial issues raised above

apply. An additional factor however comes

into play here: should the business register in

anticipation of reaching the R1m threshold? In

the final analysis, it remains a cost-benefit

determination.

Where the actual value of sales is expected

to exceeded R50 000 in the next 12-month

period.

To register in terms of this category, a

person needs to have cash flows of at least 

R4 200 per month, whether in the form of

sales, operational costs, or the repayment of

loan obligations. 

Where a person is registered on this basis,

it must account for Vat on the payments basis

until its actual level of sales exceeds R50 000

in the 12-month period. Input tax can

therefore only be claimed if suppliers are

paid. 

On strictly commercial grounds there

seems to be no apparent reason why a

business should register on this basis.

However, where a business incurs significant

capital and operational expenses on inception

and pays for such expenses out of its own

resources, it may make sense as the person

will be entitled to recover the Vat incurred on

the capital and operational expenses paid for

in cash. This may assist with much-needed

cash flow in the early stages of the business.

Specific categories of
industries

Businesses falling into this category are

normally significant in scale, both with regards

to their capital requirements and their general

scale of operations. For such businesses it is

advisable to register as a Vat vendor as soon as

possible to recover input tax on capital and

operational costs incurred as soon as possible. 

Summary
This brief article touched on some of the

issues to consider before registering

voluntarily as a VAT vendor. Essentially it all

boils down to a commercial business case and

a realistic view of the future prospects of the

business. The ultimate decision should be

supported by a proper due diligence. 

* Contributed by Christo Theron CA(SA), 

who is a Director at XA International 

Trade Advisors and Chairman of SAICA’s

Vat Sub-Committee

To register or not to register 
– that is the question!
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Dynamic business: building blocks of an economy
NAEEM ASVAT CA (SA)
REGIONAL EXECUTIVE, SAICA

I
T is well known that small businesses

are the building blocks of a vibrant and

dynamic economy – and in order for

any economy to grow, small business needs

to be initiated, nurtured and grown. The

South African government has therefore

taken an unprecedented step to create a

ministry of Small Business Development,

recognising the important role that small

businesses play in the economy and

creation of employment opportunities.

It is imperative that the premise of

initiating and nurturing small business be

understood in the context of the

sustainability of these enterprises. It is only

through sustainable small business

development that meaningful and long-

term employment creation can flourish. 

Small businesses, by their very nature,

can be a main driver of economic growth

and are well placed to be significant

contributors to job creation. Research by

Global Entrepreneurship Monitor indicates

that small businesses have created more

than 50 percent of all employment

opportunities in South Africa. Currently,

the SMME sector contributes more than 

45 percent of the country’s gross domestic

product. SMMEs have the potential to

create and expand employment

opportunities, develop entrepreneurship

skills and enhance market opportunities.

Taking into consideration the

significant role of small businesses in our

economy, SAICA believes it is vitally

important that small business owners

obtain the correct advice – right from the

start-up phase to the business enhancement

phase – and who better than a CA (SA) to

walk the road with you, side by side. The

potential of small business cannot be

underestimated.

Large businesses can also benefit from

small businesses located in the same area,

as large businesses often depend on small

businesses from an outsourcing perspective

and to take advantage of cost efficiencies.

For example, large businesses often farm

out their non-core or administrative

functions to smaller businesses, which are

better positioned to provide the relevant

service much more cost effectively. Having

a thriving small business sector is therefore

also beneficial to big businesses and to the

larger, corporate business sector.

Without a doubt, not just any businesses

but dynamic businesses are the building

blocks of an economy – and small

businesses are perfectly placed to unlock

these opportunities and create sustainable

value within the South African economy.

CONTACT
For further information, contact
SAICA Eastern Region at:
E-MAIL: easternregion@saica.co.za
ADDRESS
50 West Riding Row
Office 11/12, Second Floor
Sherwood
Durban
4091
TEL: 031 207 3290
FAX: 031 207 3309

To find a CA(SA), visit the websites
www.findacasa or www.saica.co.za
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Branders and Andi Ungerer.

Akash Singh (DCCI President), Bradley Van Dyk (SAICA Eastern Region President),
Riaan Manser (adventurer and guest speaker), Naeem Asvat (SAICA Regional
Executive) and Brendan Stewart (Investec Regional Head).

Ebrahim Mulla, Lucinda Dean and Tanya Mauer.
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S
MALL medium entities (SMEs) are

the building blocks of an economy.

According to research performed in

2010 (1), 91 percent of the entities in South

Africa are SMEs, of which 61 percent

contribute to the country’s employment

statistics. Of the 91 percent, 52 to 57

percent contributes to the country’s GDP.

This study emphasises the importance of

SMEs to any country’s growth. The

economic boom in many countries has

been due to their SME market. 

MINDSET
Entrepreneurship in South Africa is

sometimes defined as unique ideas,

inventions and technologies. This

definition is terrifying to the average

entrepreneur. Consider China where

entrepreneurship is simple … make

anything as long as you are cheaper than

the next guy.

The South African government has

benchmarked against the global economy

and understands the importance of

providing fertile ground for all types of

SMEs to spawn and grow. Many

government initiatives are under way but

perhaps we are not aware of them.

Our government has attempted to

provide such support via a few

mechanisms, namely:

• Preferential procurement and BEE codes

• Tax incentives for entrepreneurs and big

business who work with entrepreneurs

• Provision of grant funding and soft

loans

In this article I will deal with the last

of the three and highlight some of the

sources of capital so that you may further

investigate them. However, be aware of

the tax benefits for small business and

those that partner with small business.

Also note that an offshoot funding

structure has emerged due to the

Enterprise Development requirement in

the BEE codes. Private organisations

provide soft funding for BEE companies

in order to obtain their Enterprise

Development points. 

CASH FLOW
One of the four main ingredients

required for an SME to spawn is cash

flow. In our country, as with other

countries, there exist entrepreneurs in our

wider population. Unfortunately most

tend to lack capital or the awareness of

the sources of soft capital. Our history has

exacerbated the lack of capital within a

community. Hence the private sector

invisible hand of Adam Smith (father of

modern economics) cannot work to

support entrepreneurs as there is no soft

capital in the community.

However, there is a lack of awareness

of some governmental sources of soft

capital. These are discussed below.

Department of Trade and 
Industry (DTI)

Various grants are available to SMEs

in various different sectors. The DTI has

various programmes and grants in place

to encourage new SMEs and to create

employment in our country. These are

summarised below.

The Black Business Supplier 
Development Programme 
(BBSDP)

This is a grant that encourages black

businesses to grow by acquiring assets

and operational capacity. The BBSDP

allows for a maximum of R1 million

investment to a 51 percent black-owned

entity of which 50 percent of

management must be black, as defined.

Of the R1m: 

• R800 000, of which R400 000 is

contributed by the DTI and the remaining

amount is to be contributed by the entity,

is to be used for machinery and

equipment 

• The remaining R200 000 is to be

used to develop the business contributed

in the  ratio 80:20 between DTI and the

recipient.

Co-operative Incentive Scheme
(CIS)

This scheme is for co-operatives

formed with five or more black members.

A co-operative is a body of people who

come together for mutual benefit either in

a social, economic or cultural way. This

scheme aims to promote co-operatives on

a 90:10 cash basis grant by assisting co-

operatives to meet their start-up

requirements. The maximum amount that

this scheme offers is R350 000. 

This scheme is offered to co-

operatives incorporated and registered in

the Republic of South Africa (RSA) that

are operating in emerging sectors within

rural and semi-urban areas while abiding

by the principles of co-operatives. This

scheme is biased towards woman, youth

and disabled individuals. Significant

emphasis has been placed on this area by

DTI.

Technology and Human
Resources for Industry
Programme (THRIP)

THRIP is a project between DTI and

the NRF (National Research

Foundation).This scheme was

implemented to increase the high level

technical skills for the industry and

improve South Africa’s competitive edge

through the development of technology.

This grant is primarily aimed at

engineering graduates. The THRIP fund

capacity is R150m. THRIP aims to

develop these SMEs into large

companies, expanding the networks and

allowing these SMEs access to scientific

expertise, equipment and facilities at

partner research entities.

Incubation Support Programme
(ISP)

This grant is aimed at initiating

entities to allow them to develop

incubator programmes and thereby create

employment within the communities and

in turn strengthen the economy. The

programme is aimed at encouraging

partnerships between the private sector,

SMEs and Government in order to create

sustainable growth within the economy

by creating these incubator programmes.

The ISP is available on a 50:50 cost-

sharing basis between the government

and the private sector. The ISP must offer

the SME a cost-sharing ratio of 60:40.

This is capped at R10 million a year for

three years. The ISP also provides

mentorship to develop the necessary

services and grow the entity. The ISP

lasts for two to three years in which time

the incubator should become self-

sustainable.

The costs that the ISP will cover

include the business development

services, market access, machinery,

equipment as well as tools, the

infrastructure of the entity that has to do

with the creation of the incubators,

feasibility studies, product or service

development, as well as operational

costs.

Capital Projects Feasibility
Programme (CPFP)

This project is aimed at RSA

enterprises in the capital goods sector that

have the potential to boost expansion and

employment within the country by

attracting foreign investment. Feasibility

studies in the capital goods sector play an

important role in opening contract and

project opportunities. 

This project is a cost-sharing (55:45)

programme and includes the costs of the

feasibility (50:50) that will increase local

exports and stimulate the market for RSA

goods and services. The grant is capped at

R8m.

The objectives of the CPFP are to:

• Increase domestic and foreign

investment

• Create employment

• Create demand for RSA goods and

services

• Create upstream and downstream links

between SMEs and BEE firms

The criteria for the projects are:

• New projects, expansion of existing

projects and stimulating existing

projects

• Feasibility study fulfils the objectives of

the CPFP

• Minimum local content (50 percent for

goods and 70 percent for services)

• Project must have a chance of success

The scheme pays the full cost of the

feasibility study and the rest will be paid

as per milestone achieved.

Clothing and Textile
Competitiveness Improvement
Programme (CTCIP)

This is a grant designed for the

clothing and textile manufacturing

industry. It is directed at the international

market for quality and affordable

clothing. This grant is aimed at

individual companies or clusters (a group

of manufacturing companies).

• The programme cost-sharing grant

ratio entails that investment is given to

RSA ordinary clusters in the ratio of

incentives given of 75:25. The grant

cannot be used for machinery,

equipment, commercial vehicles, land or

buildings. The grant is capped at R25m

over the period of the programme

implementation.

• The cost sharing ratio for

national clusters is:

Year 1: 100 percent Investment grant

Year 2:  95 percent Investment grant

Year 3:  90 percent Investment grant

Year 4:  80 percent Investment grant

Year 5:  70 percent Investment grant

Manufacturing Competitiveness
Enhancement Programme (MCEP)

The purpose of this grant is to

improve manufacturing competitiveness

in the South African manufacturing and

services support market. 

The feasibility study is done on a

cost-sharing ratio of 

50 percent for applicants with total

assets with a historical cost of at least

R30m and for applicants with less than

R30m in historical cost of total assets is

70 percent. 

To get this grant applicants need to

submit a pre-feasibility study that shows

projections of a minimum of R30m. The

feasibility cost is capped at R7.5 million.

The tax benefit of this grant is as

follows:

• 7 percent of manufacturing value

added (MVA) (enterprises + R200m in

assets)

• 10 percent of MVA for enterprises with

an asset value of R30m to R200m

Unpacking governmental sources of soft capital

Government funds available to small business
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• 12 percent of MVA for enterprises with

an asset value of R5m to R30m

• 15 percent of MVA for enterprises 100

percent BEE with an asset value of

below R5 million

MVA is calculated as follows:

sales/turnover – sales value of imported

goods – sales value of other bought-in

finished goods – material input costs used

in the manufacturing process

Enterprise Investment
Programme (EIP)

This programme is for the

manufacturing sector. This investment

grant is between 15 percent and 30 percent

towards machinery, equipment, plant, and

customised vehicles. The incentive is

capped at R200m per application. 

For less than R5m of investment, the

benefit is up to 30 percent payable over

three years. If the investment is between

R5m to R200m, the benefit will be 15

percent over two years. 

Foreign investment projects include

the cost of transporting the qualifying

machinery and equipment to RSA as part

of the grant.

Qualifying expenditure includes

machinery and equipment, land and

buildings acquired as part of the

investment projects and commercial

vehicles.

This programme has two parts to it:

• Manufacturing investment programme

(MIP): This grant is for the promotion of

manufacturing in metal fabrication,

chemicals, plastic fabrication,

pharmaceuticals, furniture, automotive

and components.

• Tourism support programme (TSP): This

is for the creation of jobs outside the

main tourism destinations (Cape Town,

Durban and Johannesburg). The

government understands the importance

of this sector in its economy. The TSP

offers grants of +30 percent of

qualifying capital investment by

enterprises investing less than R200m.   

Foreign Investment Grant (FIG)

The objective of this grant is to provide

support for the actual cost of transport of

qualifying new machinery and equipment.

This is to attract foreign direct investors to

set up operations in RSA. The grant covers

15 percent of the value of the imported

machinery and equipment to a maximum

of R10m.

Product Incentive (PI)

This grant is also for the clothing,

footwear, textiles and leather goods

industries. The benefits are limited to a

maximum of 10 percent of MVA (sales-

materials input costs). The grant is payable

on proof of qualifying expenditure.

Sector Specific Assistance 
Scheme (SASS)

This grant is a re-imbursable grant and

is re-imbursed in the ratio of 80:20. The

grant comprises two parts:

• SSAS generic funding: Funding of a non-

profit organisation that grants R50 000 for

establishment of an export council. There

is a matching grant of up to R1m based on

membership income of 2:1 for operational

costs.

• SSAS project funding: This is a re-

imbursable grant that is given in an 80:20

cost sharing to export councils, joint

action groups (JAGS). It is for SMEs,

woman, youth and disabled persons.

• SSAS: Project funding for emerging

exporters: This project compensates an

entity in respect of activities aimed at the

development of South African exporters.

This fund benefits a person by paying for a

return fare economy class as well as

accommodation and transport as well as

exhibition costs and marketing materials.

The amount per project is capped at R1.5m.

Seda Technology Programme
(STP)

This programme provides for a

maximum grant of R1m. Of this R1m,

R800 000 is to be used for tools, machinery

and equipment of which 35 percent is

contributed by the DTI. The remaining

R200 000 is to be used in the business

development programme on a 50:50 basis.

Bavumile

The object of this grant is to empower

South African women in the arts and crafts

sector. This fund is to ensure the quality

production of commercially viable products

by women with the relevant skills.

Isivande Women’s Fund

This fund is managed by the DTI. Its

purpose is to promote the economic

empowerment of women. The grant is

allocated to a company owned and managed by

women (60 percent which has existed for two

years. The loan is from R30 000 up to R2m.

Critical Infrastructure Programme 
(CIP)

The grant covers the development 

costs from 10 percent to a maximum of 

30 percent towards the improvement of the

critical infrastructure. This amount is

capped at R30m.

Export Marketing and Investment  
Assistance (EMIA)

The DTI assists South African exporters

by organising events in which local products

can be showcased to international traders.

The DTI bears all costs of these exhibitions.

• Group outward-selling missions: This is

aimed at foreign buyers wanting to

conclude orders with South African

exporters.

• Group outward-investment missions:

This is aimed at foreign investors wanting to

invest in the South Africa.

Both of these grants assist with

investment/export seminars and

conferences, market research missions and

lobbying missions. Exporters are

compensated for the following: return

economy airfare, subsistence allowance per

day, transport of samples, and marketing

materials to a maximum of R100 000 a year.

Under this grant, 50 percent of patent

registration costs in a foreign jurisdiction are

covered. 

Film and television incentives

The South African government offers

incentives to promote this industry.

• Foreign film and television production and

post-production incentive:

• Foreign films and television productions

shot in South Africa on location have an

incentive of 20 percent of the qualifying

South African production expenditure

(QSAPE).

• Shooting in South Africa on location and

conducting post-production with a

qualifying South African post-production

expenditure (QSAPPE) of R1.5m attracts

an incentive of 22.5 percent of QSAPE

and a cumulative 2.5 percent is added on

for the QSAPPE.

• Shooting in the RSA and conducting post-

production of R3m will result in an

incentive of 25 percent of QSAPE and 

30 percent of QSAPPE (a cumulative 

25 percent added to the additional 

5 percent).

• Foreign post-production with QSAPPE of

R1.5m will attract an incentive of 

22.5 percent of QSAPPE.

• Foreign post-production of QSAPPE of

R3m will attract an incentive of 

25 percent of QSAPPE.

• SA film and TV production and co-

production:

• The incentive is available to qualifying

South African productions with a total

budget of R2.5m.

• The rebate is calculated at 35 percent of

the first R6m of QSAPE and 25 percent of

the QSAPE on amounts above R6m.

SIZWE/FABCOS
This loan funding is provided to BEE

SMEs that are incorporated and working

within South Africa. The funding offered

can be from R10 000 to R3m.

SIZWE/FABCOS will contribute 

90 percent and the remaining 10 percent is

the entity’s contribution. This is repayable

over a period of five years at a rate of

prime +3 percent. This fund is operated in

conjunction with SIFA/Khula. 

BUSINESS
PARTNERS

Loans and equity investments are

available to the public on researched and

tested products.

Business Partners offer two options:

• They obtain a shareholding and retain it

for five years while participating in

shareholder and director meetings. They

also offer guidance in management

matters. During these five years if

surplus cash is available they advise to

pay the other shareholders’ loans. After

five years they either sell to a third party

or to the existing shareholder.

• This option is a normal loan in which

they provide a term loan, 

usually five years. Depending on 

the risk and business model it will 

be prime + x. Loans can be from 

R500 000 up to R10m. 

RED DOOR FUNDS
Nedbank/Khula

Nedbank in conjunction with Khula

offer SMEs loans.

Khula-Akwandze Fund

This is an agricultural loan for the crop

establishment and replantation of crops.

For this loan, a cane delivery agreement

needs to be in place. The entity needs

authority to occupy the land. The loan

starts from R1 300 and goes as high as 

R15 500 per hectare.

Anglo Khula Mining Fund

The equity stake taken cannot exceed

49 percent of the issued share capital. The

amount offered is between R1m and

R20m.

Small Business Development
Fund

Godisa Supplier Development Fund

The focus of this fund is the

development of BEE-owned companies

(SMEs) in Transnet’s procurement chain

with focus on rail and port business. The

fund amounts to approximately R165m of

which an average of R5m will be granted

per project.

SEFA

The funding amount starts at R500 000

and is capped at R5m. The fund will

contribute 90 percent and the remaining 

10 percent must be contributed by the

entity. The entity must be owner-managed.

The loan must repaid within five years.

UMSOBOMVU
YOUTH FUND
Franchise Fund

This fund is managed by Business

Partners. The SME would require an

amount of R150 000 to R3m to purchase a

new or existing franchise which is viable or

has the potential to be viable. A 30 percent

shareholding needs to be held by a black

South African youth who must be

operationally involved.

Micro Finance

This fund is managed by the Nations

Trust and Micro Enterprises.

• Micro Enterprises:

- This loan is available to a South African

black youth aged between 18 and 35 years

requiring a loan capped at R20 000.

- The business must operate in the Eastern

Cape, Free State, Limpopo or

Mpumalanga.

- The South African black youth must be

operationally involved in the entity.

• Nations Trust Youth Enterprise Finance:

- Applicant needs to be an 18-35-year-old

black South African youth requiring a

loan of not more than R50 000 to operate

an existing business in affixed place or

expand an existing business.

Youth co-operative finance

The registered co-operative must have a

shareholding of at least 50 percent black

youth with a stable and credible

management team requiring a loan of not

more than R500 000. All members of the

co-operative need to be operationally

involved. The funds must be used to start up

a business or expand an existing one.

IN CONCLUSION
These are a few of the funding sources

available from government. However, for

each of these a professional business plan

will be required, which can be obtained

from your local CA(SA). 

NOTE

(1) Joshua Abor and Peter Quartey,

Issues in SME development and Ghana and

South Africa, International Research Journal

of Finance and Economics 39 (2010)

* Contributed by Afzal Khan CA(SA), a

Director at RAFT and Chairman of SAICA’s

National Small and Medium Practices

Committee.
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While banks rated the importance of

audited financials, on average, as 7.4/10,

the specialist funders unanimously

assigned an importance of 10/10. “As it

stands today, we call for audited

financials,” says Daryl Adriaanzen of the

Bank of Athens. “The independence and

the quality of that information is by far the

biggest component of the credit decision

in terms of data that you look at. There is

just that much more interrogation with the

numbers.”

As they are familiar with banks’

lending criteria, SMPs can also advise

small businesses on ways to improve their

financial fitness – by providing proof of

ongoing turnover, ensuring salaries are

paid on the same date every month,

keeping Vat and PAYE payments up to

date, ensuring the person behind the

business maintains a clean credit record,

and by helping the SME create a forward-

looking cash flow that is based on good

solid assumptions. The input of a CA(SA)

can make a major difference on the bank

scoring system, when credit is required.

SMPs can provide 
general business advice

The respondents also indicated that

CA(SA) involvement in an advisory

capacity can make SMEs more attractive as

a credit risk. They help business owners

understand the difference between cash

flow and turnover, for example, and their

professional relationships with lenders

make them invaluable when creating a

business plan that will qualify for credit.

“We pretty much look for a business that is

well supported financially – and is being

mentored and guided on sound business

practice” says Siziba. 

“Everybody always says funding is the

biggest pain point for entrepreneurs,” adds

Kandis Swanepoel of Nedbank. “I think it’s

more the soft issues – the coaching, the

mentoring, the consulting. ‘How do I

register a company?’ ‘How do I create a

business plan?’ I think those are bigger pain

points.” Some small businesses have a

financial professional on the payroll who

can negotiate these pitfalls, but most do not,

so it makes sense for them to outsource this

role to a qualified CA(SA).

CAs (SA) can perform a
“non-executive director”
role, and act as funding
facilitators

All of the funders surveyed agreed that

one of the greatest challenges facing small

businesses is governance. An SME often has

an owner, chairman of the board, CEO and

shareholder all rolled into one. Without the

oversight, the checks and balances that are

built into large corporations, an SME owner

can lose perspective and succumb to poor

decision-making. 

The business and finance expertise of a

CA(SA) can be invaluable as an outside eye

– so lenders encourage SMPs to make

themselves available as “non-executive

directors”. This would not be a formal

appointment, but would utilise the SMP in

exactly the same oversight role. “There is a

need for this,” says Swanepoel. “SMEs get

into a windmill of doing stuff, and don’t see

how they could grow. They’re chasing sale

after sale, but they never sit back and say,

‘This is where I want to take the business in

two years time’.”

In addition, the respondents agreed that

the professional networks built up by

CAs(SA) could be a useful asset when

planning expansion or acquisitions that

require funding. Most of the lenders are also

prepared to pay SMPs a commission on

these referrals. “However, the business

owner must know that the auditor has a

vested interest in referring the business, and

commissions must be declared,” says

Adriaanzen. “But the CA(SA) qualification

here does make a difference to us. A

CA(SA) wouldn’t put his reputation at risk,

whereas some business brokers are another

kettle of fish.” A small business owner who

is aware that the CA(SA) makes a

commission on referrals to lenders is also in

a position to negotiate a better rate for the

auditor’s services.

CAs (SA) can help find 
the right ‘fit’ with a lender

All lenders, at the end of the day, are

investors – and CAs(SA) have the

knowledge and experience to match the risk

profile of an SME to the appropriate

institution. “If a CA(SA) were to present a

risk assessment report,” says Christo Botes

of Business Partners, “it would help us

understand the business risk as well as the

mitigating options.” Banks tend to favour

low-risk enterprises; specialist SME

funders, by their nature, are comfortable

with higher risk; and venture capitalist

funders could be anywhere on the scale

between low-risk and high-risk “angel”

ventures. So over and above their expertise

in drawing up business plans and growth

projections, CAs(SA) can save an SME

time and effort by making sure they

approach the right lender.

The research supports the conclusion

that any business in need of capital for

whatever reason can make the process

easier and increase the chance of a

successful credit application by consulting

a CA(SA) before approaching a lender.

T
HE South African Institute of

Chartered Accountants (SAICA), in

a survey of five major banks and

three specialist SME lenders found that

there are a number of areas in which

lenders trust the input of CAs(SA) above

other financial professionals. SAICA

believes that small and medium

independent chartered accounting

practices (SMPs) can thus offer valuable

services to SMEs over and above “doing

the books” or completing an annual audit.

The research was conducted by

TerraNova, a strategic communications

agency with expertise in industry specific

research which enables an understanding

to specific client needs, and based on

interviews with the business executives in

charge of the SME finance division at

Standard Bank, Absa, Nedbank, FNB and

Investec as well as specialist SME funders

Business Partners, Bank of Athens and the

Small Enterprise Finance Agency (SEFA).

Audits still make lenders 
more comfortable

The institutions surveyed agreed

that they found financials prepared by

CAs(SA) more trustworthy than those

produced by the companies themselves

or by other independent accountants,

when assessing creditworthiness. “The

letters behind the name make a big

difference to us,” says Scott Brown of

Investec. “Rather than some other

accountant qualification – the CA(SA)

counts a lot more as far as we are

concerned.” 

Oscar Siziba of Absa agrees.

“Figures signed off by a CA(SA) have

more credibility.” Whatever the reason

behind a company’s need for a loan – be

it to fund acquisition, growth, gearing or

even an exit strategy – trustworthy

financial statements are a sine qua non.

Without them, banks won’t even

consider the other factors affecting the

decision to lend, such as future business

projections or the track record of the

applicant. 

Specialist SME funders, in

particular, prefer audited financials.

Major lenders agree: chartered
accountants can help small
businesses remain ‘bank-fit’
A survey of leading banks and specialised small and medium enterprise (SME) lenders has shown that financial
statements prepared by chartered accountants are seen as more trustworthy when assessing credit applications.
Businesses that need financing for any reason would do well to consult a South African Chartered Accountant 
[CA (SA)] for advice and input.
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T
HE shock waves of the Ellerines

group were shortly followed by

African Bank Investment Limited,

which recently opted for business rescue.

The reality of these two cases only hit home

when funds were taken from the money

market accounts of normal individuals’

savings due to the impact of these decisions.

Suddenly everybody wants to know how it

works and what the impacts thereof are.

Where does business 
rescue come from?

Business rescue forms part of the new

Companies Act, which came into effect in

April 2011. The purpose of business rescue

is to provide an alternative, other than

liquidation, for a company which is under

financial distress. It is not only a much

faster process, but much cheaper as well.

Why business rescue?
Companies might find themselves in

difficult situations due to the economic

conditions at the time. 

This scenario often may be temporally

and can recover from setbacks given the

correct assistance and legal framework.

This would result in a better outcome than

liquidation to all affected parties.

In a country with a high unemployment

rate, it is paramount to sustain as many job

opportunities as possible.

Aim of business rescue
The main purpose of business rescue is

to enable the company to keep on trading

and to avoid liquidation as far as possible.

The process should provide a better

outcome to all affected parties than in a

liquidation scenario.

The South African economy relies on

the business sector in the community and

therefore supports the government’s

objective to sustain job opportunities.

How do you start it?
The directors of the company can

voluntarily apply to the Companies and

Intellectual Property Commission (CIPC) to

be placed under business rescue, while other

affected parties may also apply through the

court to place the company under business

rescue. It may even happen that the workers

of the company, through the registered trade

union, can apply to the court to commence

business rescue proceedings.

The business rescue 
practitioner

As soon as the business rescue process

has commenced, the directors of the

company must appoint a registered business

rescue practitioner who will take control of

the operations of the company. This person

must be completely independent from the

company to enable him to provide sound

financial advice to the company.

The business rescue 
process

The business rescue practitioner must

determine whether there is a chance for the

business to recover from its financial

setbacks. A business rescue plan must be

drafted setting out the current financial

position of the company, as well as the

proposed recovery steps to enable the

company to trade profitably again. The

benefit of business rescue is that financial

specialists get the opportunity to contribute

knowledge into an environment where it is

much needed.

A business rescue plan must be

presented to all affected parties for their

consideration and will be adopted if 75

percent of the creditors vote towards the

implementation of the plan. The plan

becomes a legal document and binds all

affected parties to its conditions.

All legal actions against the company is

limited that prevents the creditors to impose

legal action against the company. This

arrangement remains effective until the

business rescue process has been completed.

Post commencement 
finance

Any successful business rescue

depends on sufficient funding to sustain

its operations after the business rescue

process has commenced. Suppliers of a

company are normally cautious to further

additional funding to a business under

business rescue. It is therefore crucial to

enter into discussions with the key

parties, prior to the commencement of

business rescue, to ensure that the

operations of the company are not

affected by the business rescue process. 

Is it for everybody?
Business rescue is only applicable to

companies and close corporations, but

excludes trusts and sole proprietors.

It is not an iron curtain to hide behind

nor to run away from your responsibilities.

It must be a viable business and it must have

the prospect to trade profitably in the future.

Judge Tsoka summed it well up in a

recent court case where he confirmed the

following:

“Do not wait until too late – business

rescue is not for the terminally ill, nor for

the critically ill”

* Contributed by Cobus Kritzinger 

CA(SA), Managing Partner of Mazars

Central and Director of Mazars 

Business Rescue Services (Pty) Ltd

BUSINESS RESCUE
HOW DOES IT WORK?
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T
HE new rules were published and

became effective on July 11,

2014, and suggest the procedures

to be followed in lodging an objection

and appeal against an assessment or a

decision subject to objection and appeal,

as well as procedures for alternative

dispute resolution, the conduct and

hearing of appeals, and application on

notice before a Tax Court.

The new tax dispute resolution rules

are relevant when a person is in

disagreement with an assessment or

decision by Sars. This assumes that the

disagreement is not due to an

undisputed error on a tax return, as the

request correction facility on electronic

filing (e-filing) may be used to correct

the error. The Tax Administration Act

requires that persons entitled to object to

an assessment or decision, must lodge

their objection within the period

prescribed in the rules, according to the

prescribed manner and terms.

The rules provide that persons can

elect to have their disputes resolved

according to the alternative dispute

resolution proceeding. If not, certain

appeals could be dealt with by the Tax

Board. One can also take the matter to

the Tax Court, High Court, and Supreme

Court of Appeal.

The new changes affect the rules for

the delivery of objections, time periods

and certain transitional matters.

Taxpayers already had to submit

objections electronically. The new rules

now allow for a document, notice or

request to be delivered to Sars, the clerk

or the registrar by electronic means to

an e-mail address or fax number. If the

taxpayer or appellant uses a Sars e-filing

service, the dispute of an assessment or

objection could also be submitted

through that service (the NOO1).

In terms of the time period, the basic

rule is still that an objection must be

delivered within 30 days from the date

of assessment. 

It is advisable that a taxpayer

request adequate reasons for the

assessment and the taxpayer should

request suspension of payment. Sars

must now respond to a request for

reasons within 30 to 45 days. The

taxpayer must deliver a notice of

objection within 30 days after delivery

of the reasons. Sars must notify the

taxpayer of the allowance or

disallowance of the objection and the

basis thereof within 60 days after

delivery of the taxpayer’s objection. A

taxpayer who wishes to appeal against

the assessment to the Tax Board or Tax

Court must deliver a notice of appeal in

the prescribed form and manner within

30 days after delivery of the notice of

disallowance of the objection.

When it comes to transitional

arrangements, a document delivered by

the taxpayer, complainant, Sars, clerk or

registrar under the previous rules, must

be regarded as delivered in terms of the

comparable provision of these rules, as

from the date that the document was

issued or delivered under the previous

rules. A request for reasons, objection,

appeal to the Tax Board or Tax Court,

alternative dispute resolution, settlement

discussions, or applications related a

procedural matter taken or instituted

under the previous rules, but not

completed by the July 11, 2014 have to

be continued and concluded under these

rules as if taken or instituted under these

new rules.

Tax practitioners and tax payers are

reminded that this is a formal process,

and if the prescribed process is not

followed, the dispute may not be

resolved.

* Contributed by Piet Nel CA(SA), 

SAICA Project Director: Taxation

3. Outsource non-core skills

How does one register a company?

How does one create a business plan?

Many SMEs don’t have the qualifications

to ensure compliance with relevant

legislation, submitting of accurate VAT

and PAYE, filing of paperwork with the

appropriate authorities, etc. It makes sense

to outsource this role to a qualified CA

(SA). 

4. Lenders prefer financials prepared

by CAs (SA)

SAICAsurveyed Standard Bank,

Absa, Nedbank, FNB, Investec, and

specialist SME funders Business Partners,

Bank of Athens and Small Enterprise

Finance Agency (SEFA). All eight agree

that financials prepared by a CA(SA)

were more trustworthy than those

prepared by the SME itself, or by other

independent financial service providers,

when assessing a loan application.

Whether they need fund for expansion,

upgrades or acquisitions, SMEs with

financial statements prepared by a CA

(SA) immediately strengthen their

applications for financing.

5. Re-invest windfall profits

Achange in legislation allows SMEs

to save on costs by presenting an

independent review, instead of an audit. A

review can save an SME 20 percent or 30

percent on the cost of an audit. Should a

credit application require the review to be

upgraded to an audit, this can be done

more easily – and with less expense – than

if the review were prepared by a non-

SAICAmember. SAICAalso encourages

SMEs saving on reporting costs to re-

invest that money in a chartered

accountant’s expert advice.

6. Negotiate – even with your

accountant

SMPs are small businesses whose

client base are also predominantly SMEs,

so most understand the challenges of small

firms, and are prepared to negotiate fees

based on the size of the job. Use a

reputable, qualified accountant, so in other

words a CA(SA) which will bring lots of

expertise and experience to the table.

7. Shop around

The right CA(SA) for an SME

depends on its individual needs. With a

little training, most SMEs can do the

financial recording and bookkeeping

themselves. They only need the services of

an accountant to prepare monthly VAT

returns and annual financial statements.

Other SMEs outsource the full

functionality, getting a CA(SA) to look

after their financial administration, who

will alert them when required. Meet with

your potential CA(SA) to discuss what

they can offer you. 

* To find an CA(SA), visit the

website: www.findacasa.co.za. 

Seven Top Tips for SMEs
FOLLOWING a survey of major banks

and specialist, small and medium

enterprise (SME) lenders, the South

African Institute of Chartered

Accountants (SAICA) has developed

seven tips for SMEs on how small and

medium accounting practices (SMPs)

can help their businesses. 

1. Keep your business ‘bank-fit’

While SME owners concentrate on

running the business, they may not pay as

much attention to areas like turnover,

budgets, or managing debtors and

creditors. These are indicators of a

company’s financial fitness, in which

CAs(SA) are trained to provide

oversight. An SMPcan help a business

maintain sound financial practices, or

draw up business plans and assess credit

risks – both essential when applying for

credit. 

2. Use a chartered accountant as a

‘non-executive director’

An SME owner is often chairman of

the board, CEO and shareholder all rolled

into one – a situation in which it is easy to

lose perspective and succumb to poor

decision-making. The business and

finance expertise of a CA(SA) provides a

useful outside eye, so lenders encourage

SMEs to use SMPs as “non-executive

directors” – not as a formal appointment,

but using the CA(SA) in an advisory, risk

management and oversight role. 

Tax practitioners need to be aware of the new tax dispute resolution rules recently issued by Sars

NEW TAX DISPUTE RESOLUTION
Dispute resolution flowchart

ADVERTISING SUPPLEMENT8 Friday October 31  2014    THEMERCURY

Address:  2 Berea Road, Port Shepstone, 4240

                    P.O.Box 1456, Port Shepstone, 4240

Contact No: Tel:   039 682 0305

 Fax:  086 612 7774

 Services Rendered:

• Audit, Assurance and Accounting

• Tax

• Bee Consulting

• Business Risk Services

• Corporate Finance services

• Financial Planning

• Strategic Solutions

om\04\09825391



B
USINESS rescue was

introduced into South

African company law in

2011 with the implementation of

the Companies Act of 2008,

which makes provision for

companies and close

corporations in financial distress

to opt for business rescue rather

than liquidation.

Business rescue involves

proceedings that are intended to

rehabilitate a company that is in

financial distress, which is

understood to mean that it

appears reasonably unlikely that

the company will be able to pay

all of its debts as they fall due

within the next six months, or if

it appears reasonably likely that

the company will become

insolvent within six months.

Business rescue provides for the

temporary supervision of the

company and of the

management of its affairs,

business and property; a

temporary moratorium on the

rights of claimants against the

company or in respect of

property in its possession; and

the development and

implementation, if approved, of

a business rescue plan to rescue

the company by restructuring its

affairs, business, property, debt

and other liabilities and equity in

a manner that maximises the

likelihood of the company

continuing in existence on a

solvent basis, or, if this is not

possible, to yield a better return

for the company’s creditors and

shareholders. 

Business rescue proceedings

can be initiated by the board of a

company that is financially

distressed if there appears to be a

reasonable prospect of rescuing

the entity by adopting such a

resolution and filing it with the

Companies and Intellectual

Property Commission (CIPC).

An affected person (a

shareholder, a creditor, any trade

union representing employees or

non-trade-union-represented

employees) can also apply to the

court for an order placing the

company under business rescue

where the directors failed to do

so, or for an order setting aside

the application by the directors

for business rescue on the

grounds that the company is not

financially distressed or that

there are no reasonable

prospects of saving the

company. Within five days of

adopting and filing a resolution

for business rescue, the board

must publish a notice of the

resolution and appoint a

business rescue practitioner. He

or she will then investigate the

company’s affairs and determine

if there is a reasonable prospect

of saving the company and if so,

prepare and present a business

rescue plan to the creditors and

shareholders for approval. 

During the business rescue

proceedings, there is a general

moratorium on legal

proceedings against the

company, property interests are

protected, employees continue

to be employed, directors

remain in office and have a duty

to exercise any management

function as instructed by the

practitioner, and the status of

securities issued to shareholders

is protected. Once a business

rescue plan has been developed,

it is binding on the company,

every creditor and every holder

of the company’s securities.

From the above it is evident

that there are many benefits, such as the fact that

viable companies can be rescued, jobs can be

saved and creditors and shareholders can benefit,

as the proceeds from business rescue would

normally be higher than those from forced sale of

assets in liquation. The CIPC puts the success rate

for business rescue at 55 percent, although

industry specialists are of the opinion that it is

much lower (ie between 12 percent and 

15 percent, which is in line with international

trends of 5 percent to 12 percent). 

Possible reasons for the low success rate

include that companies might be leaving it too late

to start business rescue proceedings, as well as an

apparent lack of available funding to keep

businesses in rescue going, as banks and creditors

are reluctant to fund working capital in these

circumstances.

Lastly, the predicament of suppliers and

contractors to financially distressed companies

should be considered, as they would often not get

paid for goods and services delivered, but might be

forced to keep supplying companies in rescue as a

way of allowing such companies to trade

themselves out of distress. This could put pressure

on such entities’cash flows and even result, in

extreme cases, in them falling into financial

distress themselves.

*Contributed by Professor Ben Marx, who

works within the Department of Accountancy 

at the University of Johannesburg.

Business rescue: friend or foe to business?
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W
HEN starting a business, B-BBEE

certification may not be at the top of your

priority list, but here is why it should be:

• Providing access to finance for B-BBEE entities is a

priority for banks and lending institutions.

• B-BBEE compliant businesses have a competitive

edge when tendering.

• It can be an opportunity to gain business from non-

compliant competitors.

• The satisfaction of knowing that you are positively

contributing to transformation.

The legal side of things

The B-BBEE Act of 2003 provides the legal

framework on how empowerment should be

constructed, while the Codes of Good Practice

provides clarity on how it should be measured.

In 2013, the Act was amended and currently you

can elect to be measured using the Original Codes,

the relevant Sector Code or the Amended Codes. (See

Terms 1). From May 1, 2015 only the Amended

Codes may be used.

Afraid of the cost and hassle involved?

Don’t be! The Codes differentiate between

businesses of different sizes and different scorecards

are used for each category with varying degrees of

verification involved.

In fact, small to medium enterprises have a huge

advantage as they are exempt from some of the

requirements.

So how does it work?

The business, based on its turnover, will be

categorised into one of the following:

• Exempt Micro Enterprise (EME)

• Qualifying Small Enterprise (QSE)

• Generic Enterprise

Using the applicable scorecard, the measured

entity will gather the information required to obtain a

score for each element. The number of points you

score for each element will determine your

contribution – and recognition level.

A B-BBEE verification agency, B-BBEE

registered auditor (accredited by the Independent

Regulatory Board for Auditors) or an accounting

officer (only if the enterprise is an EME) will then

conduct a verification, after which they will issue a B-

BBEE certificate.

Categories

It is important to note that if you are tendering for

an amount above the threshold of a category, you will

have to be scored on the higher level scorecard.

Exempt Micro Enterprise

Under the Original Codes, an EME has a turnover

of R5 million or less. For the Tourism Sector Code

and for estate agents and brokers (Property Sector

Code) it is R2.5m, while for built environment

professionals (Construction Sector Code) it is R1.5m.

Under the Amended Codes, the threshold was

increased to R10m. 

Start-up enterprises (See Terms 2) are automatically

categorised as EMEs.

EMEs are exempt from B-BBEE requirements.

Scored under the Original codes they are deemed

Level 4 if less than 50 percent Black owned, or Level

3 if more than 50 percent Black owned. (See Terms 3)

Minimal verification is needed and a B-BBEE

verification agent, B-BBEE approved auditor or an

accountant can issue the B-BBEE certificate.

Under the Amended Codes, an EME less than 

51 percent Black owned will automatically be

deemed a Level 4. 

Between 51 percent and 100 percent Black owned

EMEs will be deemed to be Level 2.

100 percent Black owned EMEs will be deemed to be

Level 1.

No verification is needed for EMEs under the

Amended Codes and no B-BBEE certificate will be

issued. The proof of an entity’s EME status will be

through the provision of an annual sworn affidavit.

Qualifying Small Enterprise

A QSE is business with a turnover of between

R5m and R35m under the Original Codes (R2.5m to

R35m for Tourism Code, estate agents and brokers,

and R1.5m to R11.5m for BEPs).

A QSE selects four out of the seven elements of

B-BBEE to be scored on.

The elements and their weightings are as follows:

Element Weighting (points)

Ownership 25

Management Control 25

Employment Equity 25

Skills Development 25

Preferential Procurement 25

Enterprise Development 25

Socio-Economic Development 25

Total (4 out of 7) 100

The turnover threshold under the Amended

Codes is between R10m and R50m.

A QSE with at least 51 percent Black 

ownership being scored under the Amended Codes

will automatically be deemed to be a Level 2, while

100 percent Black owned QSEs will be enhanced to

Level 1. 

An annual sworn affidavit is all that is needed to

prove their B-BBEE status.

QSEs with less than 51 percent Black

ownership will be verified by a B-BBEE

verification agent or B-BBEE approved auditor.

They will be scored on all five elements of the

Amended scorecard under the same rules as large

(Generic) businesses. 

Compliance with the Ownership element and

one of the other two priority elements is

compulsory to avoid being discounted one level. 

Element Weighting (points)

* Enterprise and Supplier Development 44

* Ownership 25

* Skills Development 25

Management Control 19

Socio-Economic Development 5

*Priority Elements

Generic Enterprise

Under the Original Codes, entities with a turnover of above

R35m (R11.5 million for BEPs) is classified as Generic.

Scoring will be on all seven elements and the weighting is as

follows:

Element Weighting (points)

Ownership 20

Management Control 15

Employment Equity 15

Skills Development 15

Preferential Procurement 20

Enterprise Development 15

Socio-Economic Development 5

Total 100

Under the Amended Codes, entities with a turnover of

above R50m will be scored on all the elements of the Amended

Scorecard and all priority elements. The penalty for non-

compliance with priority elements will result in being

discounted two levels.

So how many points must you score for
compliance?

B-BBEE Original Amended Recognition

Contributor Code Score Code Score Level

Status (points) (points)

Level 1 > than 100 > than 100 135%

Level 2 >85 but < 100 >95 but < 100 125%

Level 3 >75 but < 85 >90 but < 95 110%

Level 4 >65 but < 75 >80 but < 90 100%

Level 5 >55 but < 65 >75 but < 80 80%

Level 6 >45 but < 55 >70 but < 75 60%

Level 7 >40 but < 45 >55 but < 70 50%

Level 8 >30 but < 40 >40 but < 55 10%

Non- less than 30 less than 40 0%

Compliant 

So the question is: to B-BBEE or not to B-BBEE?

The simple answer is that B-BBEE is not going to go away

and small business owners should use the benefits available to

them to their advantage. 

TERMS/DEFINITIONS:
1. What is a Sector Code?

A sector code is a sector charter developed by an industry

to align its commitment to B-BBEE with the Codes taking

factors relevant to their specific industry into consideration.

This might result in different thresholds, weightings and

scoring of elements.

Current gazetted sector codes:

• Agri-BEE Charter

• Financial Sector Charter

• Information and Communication Technology (ICT) Charter

• Property Sector Charter

• Chartered Accountancy Sector Code

• Integrated Transport Sector Codes

• Forest Sector Code

• Construction Sector Code

• Tourism Sector Code

2. Start-up enterprise

A start-up enterprise means a recently formed or incorporated

entity in operation for less than a year. 

3. The definition of Black in terms of B-BBEE is:

• Any African, Coloured or Indian –

(a) Who are citizens of the Republic of South Africa by birth or

decent; or

(b) Who became citizens of the Republic of South Africa by

naturalisation:-

(i) Before April 27, 1994;

(ii) On or after April 27, 1994 and who would have been

entitled to acquire citizenship by naturalisation prior to

that date.

* Contributed by Anzé Pienaar CA(SA), 

a B-BBEE registered Auditor

Small Business and B-BBEE: What should you know?
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Independent Newspapers publishes features and 
supplements on company milestones. If your 
company has merged, celebrating a milestone 

anniversary or just received an accreditation, contact 
Lorraine Reddy on any of the numbers below to 

enquire on how you can share your 
company news to the Mercury’s 

business reader.
Tel: 031 3082833

Email: lorraine.reddy@inl.co.za
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RBK Financial 
Management 
Services

CHARTERED ACCOUNTANT (S.A.) 

Accoun� ng & Bookkeeping
Annual Financial Statements
Annual CIPC return
Income Tax – Individuals & Companies
Monthly SARS returns
Monthly Management Accounts
New Company Registra� on
Other advice – e.g. cash fl ow,
feasibility study, business valua� ons
Reasonable rates with 35 years of business 
experience
Contact details:   Rod Bri�  en-Kelly
  Offi  ce: 031-767 2581
  Cell: 083 457 6144
  Email: rodbk@chillibyte.com
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A
RE you a small to medium-sized

business owner? Selling your business

is possibly not your priority right now

– but in order to achieve a successful sale, you

should start preparing early to optimise the

value that you could receive. 

Here are 10 practical steps to help you

achieve the best value on the ultimate sale of

your business. Please note that this article is

not in any way intended to be a technical

treatise. 

1. Know your reason for selling

There are a variety of reasons for

selling your business, including:

• New opportunities

• Retirement

• Emigration

Be prepared to explain to a buyer why you

want to sell your business. Write it down and

read it over. Does your reason make the

business look bad? 

2. Get your books in order

Abuyer will most likely perform a due

diligence on the last two to five years’worth of

financial information. Is your record-keeping

up-to-date? Are all your tax, Vat and PAYE

returns submitted? Do you have any

outstanding issues with Sars? Even if you are

not required to be audited, perhaps now is the

time to request a voluntary audit.

3. Get your house in order

Are your statutory records up to date? Are

your leases, instalment sale agreements and

hire purchase agreements up to date and filed

together in a safe place? Ensure that all

contracts and legal documents with any third

or related party are safely filed, readily

available and current.

4. Obtain a business valuation

Your books are in order and you have a

strategy for the business into the future (with

or without you), but you still don’t know what

your business is worth. You have a gut feel,

but you need a professional valuation. The

person you choose to value your business

needs to be independent and objective, and

representing neither you nor the potential

buyer. You can use this valuation to set up a

range of offers that you would consider. This

is also a great opportunity to assess your

business’strengths and weaknesses.

5. Remove the emotion

Selling a business is part of the natural

progression of that business. Yes, you built

that business and yes, the value you attach to

it may be different from that of a professional

valuator. That does not mean that the valuator

did not understand your business or the

market. He or she simply does not have the

same emotional attachment to the business

that you do. If you are truly unhappy with the

valuation, get a second opinion. Also ask

yourself if the valuator gave you any

indication as to why the business had a lower

value than you expected? Is there something

in the business that needs attention? Would it

be better to wait for the market to improve?

6. Have a plan

Planning is vital. Your business has not

been sold yet and if you focus solely on

selling and not on the operations of the

business, you could see a decline in value.

How do you see yourself spending this

time? Do you want to focus on your

business and getting it ready for sale by

ensuring profitability and good cash flow? 

If so, appoint professionals to assist you

with this transaction. Do you have a trusted

advisor, attorney or accountant that can

assist you? Many accountants and attorneys

have specialised in mergers and acquisitions

and have large networks of contacts that

could assist in finding the right buyer for

your business.

7. Taxes

Have you consulted your tax advisor?

When selling your business, taxes are

inevitable. Capital gains tax now comes into

play.  Haul out the valuations you had done

at October 1, 2001 and pass them on to your

current tax advisor. If you did not value

your business in 2001, speak to your advisor

about how best to structure the deal.

8. Considering offers

Your advisor has found you potential

buyers, management have expressed an

interest, and now a competitor has caught

wind of the sale. There are options to

consider. Look at all offers objectively and

weigh up the pros and cons. 

Discuss the viable options with your

advisors. If the business is held in a trust,

consult with all trustees, as the decision to

sell cannot be made by only one trustee.

Accept the offer that is best for you.

9. Due diligence

You put your house in order before the

professional valuation, keep it that way.

Most buyers will insist on a due diligence. 

There will be strangers at your

premises, poking around in your books and

asking questions. This is normal. It does

not mean they don’t trust you; they are

simply doing their homework. 

Once this is over, you can sign the sale

agreement.

10. Letting go

Even if you are going to continue in the

business during a phase-out, it won’t be

yours any more. You might not even be the

“boss” any more. 

This is not an easy time and it can be

tricky to let go of your old position and

how you used to run things. This is also

your time to pass on your knowledge of the

business and operations, and guide the

relationships that the buyer will need to

build with suppliers and customers. 

Make the most of this time and ensure

that the business that you built continues to

grow from strength to strength under new

leadership.

The decision to sell your business, for

whatever reason, will be a difficult one.

Hopefully using these practical tips, the

process will be made easier and you will

optimise the ultimate value you receive on

the sale of your business. 

* Contributed by Tarryn Wright CA(SA), 

a Partner at Moore Stephens CJL

SELLING YOUR BUSINESS
What to do now, even if the thought hasn’t crossed your mind yet

PAYING tax is nobody’s favourite pastime, but

paying your tax promptly and correctly is a far

better option than having to deal with the

penalties you will have to pay should you fail to

do so.

In October 2012 the new Tax

Administration Act (TAA) became effective

and it includes new provisions relating to

penalties for administrative non-compliance,

understatement and criminal offences with

regards to tax obligations. In particular, in terms

of administrative non-compliance and

understatement, the TAAhas sought to make

the penalties clearer while at the same time

providing more of an incentive for taxpayers to

comply – and to do so on time. 

Administrative non-compliance
penalty

“The administrative non-compliance

penalty is for administrative faults such as not

submitting your tax return on time or not paying

your tax on time, and is made up of two types of

penalties – a fixed amount penalty and a

percentage based penalty,” explains Somaya

Khaki, SAICA’s project director at Tax Suite.

For the fixed amount penalty, the fines are

predetermined by the taxpayer’s income for the

previous year, with the penalty amounts ranging

from R250 per month to R16 000 per month.

Be aware that these penalty amounts are

charged per month or part thereof that the

defaulting taxpayer fails to correct their non-

compliance – which means that for every

month that you fail to pay your fine and correct

your fault, you will be fined that amount again. 

The percentage based penalty relates to

specific instances within the various tax acts,

such as the late payment of Vat or Employees’

Tax.

If you have been issued an administrative

penalty, it is possible in certain circumstances to

have Sars remit the penalty. However, a

remittance request must be made on the

prescribed Sars form before the due date for the

payment of the penalty.

Understatement penalty

An understatement penalty is charged when

a taxpayer understates the amount of tax that

they are supposed to pay and, as Khaki points

out, “the penalty for such an understatement is

payable on top of the tax amount that is due.”

(In order to avoid what is known as

administrative double-jeopardy, an

administrative non-compliance penalty may not

be imposed when an understatement penalty

has been imposed.) 

The new understatement penalty replaces

the 200 percent additional tax which could

previously be applied to those who understated

their tax. This new penalty is also percentage

based, but is determined by a table based on the

taxpayers behaviour (ie substantial

understatement, reasonable care not taken in

completing return, no reasonable grounds for

tax position taken, gross negligence, or

intentional tax evasion) and other criteria such

as standard, obstructive or repeat cases, and

whether or not the taxpayer voluntarily

disclosed their fault before or after notice of

audit. For example, if you are judged to not

have taken reasonable care in completing your

tax return but you voluntarily disclosed your

error once you received a notice for an audit,

your fine will be 25 percent of the tax that you

owe. However, if you made the same error but

you are a repeat offender, your fine will be 75

percent of the tax that you owe.

Still some grey areas 

Although this restructuring of these

penalties is intended to make things clearer for

the taxpayer and to rely less on the discretion of

individual Sars employees, Khaki remarks that

“there are still some grey areas with respect to

the table of behaviours and relevant penalties”.

Guidance may be found in the Sars Short Guide

to the TAA, but it seems that in practice this

process is still dependent on the individual Sars

employee making this assessment and is

therefore still a subjective decision due to the

nature of the behaviours described.

It is important to remember that if you have

been issued an understatement penalty, it is up

to Sars to prove the facts before the issuing of

the penalty. Therefore you may request reasons

from Sars justifying the basis of charging such a

penalty.”

In all cases relating to tax, whether simply

filling out your tax return or dealing with a

substantial penalty, it is always best to consult a

registered tax consultant.

Avoid paying penalties on tax
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IMPROVING ACCOUNTING 
PROFICIENCY 

 
 
 

The School of Accounting, Economics and Finance at the University of KwaZulu-Natal 
(UKZN) invites applications  from candidates wishing to pursue postgraduate  studies 
for either the Postgraduate Diploma in Accounting (PGDA) or a Bachelor of Commerce 
(Honours) in Accountancy (BCom Honours Accounting) offered on the Pietermaritzburg 
and Westville campuses. 

 
These  programmes  can  be  pursued  after  successful  completion  of  a  Bachelor  of 
Commerce in Accounting which is offered on both campuses. 

 
Postgraduate Diploma in Accounting 
The objective of the Programme is for students to obtain a PGDA together with a Certificate in 
the Theory of Accounting (CTA) which will entitle them to write the South African Institute of 
Chartered Accountants (SAICA) part one (board) exam, or alternatively for students to pass all 
four modules in two years in order to obtain a PGDA. 

 
Bachelor of Commerce Honours in Accounting 
The objective of the Programme is for students to obtain a BCom Honours Accounting together 
with a CTA which will entitle them to write the SAICA part one (board) exam, or alternatively 
for students to obtain a BCom Honours in Accounting only. 

 
Closing date for applications: 19 December 2014 

 
For more information contact us:

 
 
Westville campus  Tel: 031-260 7644                            Pietermaritzburg campus  Tel: 033-260 6486 

Email:  saefpostgrad@ukzn.ac.za 
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