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30 August 2021 
 
The Chairperson of the Standing Committee 
on Finance 
Parliament 
90 Plein Street 
Cape Town 
8000 
 
Attention: Honourable Maswanganyi MP 
        Mr Wicomb 
        Ms Sepanya 
        
Per email: awicomb@parliament.gov.za; tsepanya@parliament.gov.za      
 
WRITTEN INPUTS ON THE 2021 DRAFT TAXATION LAWS AMENDMENT BILL 

 

Honourable Maswanganyi  

 

Agbiz would like to thank the Standing Committee for the opportunity to submit written 

comments on this important Bill. We trust that our comments will assist the Committee 

and the Assembly in its deliberations.  

 

1. Introduction 

The Agricultural Business Chamber (Agbiz) is a voluntary, dynamic and influential 

association of agribusinesses operating in South and southern Africa. Key constituents 

of Agbiz include the major banks in South Africa, Development Finance Institutions, 

short term and crop insurance companies, commodity organisations, agribusinesses 

and co-operatives providing a range of services and products to farmers, and various 

other businesses and associations in the food and fibre value chains in the country. 

Conservative estimates attribute 14% of South 'Africa's GDP to the food and fibre 

value chain, although its proportionate contribution to the rural economy and rural job 

creation is significantly higher.    

 

'Agbiz's function is to ensure that agribusiness plays a constructive role in the 

'country's economic growth, development and transformation, and to create an 

environment in which agribusinesses of all sizes, can thrive, expand and be 

competitive. One way in which we seek to achieve this is by providing thoroughly 

researched inputs on draft laws and policies affecting our members. 

 

Agbiz is also an active member of Business Unity South Africa (BUSA) and 

participates in many Nedlac activities through the Business Constituency. 
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2. Sketching the economic environment 

From a macro-economic point of view, South Africa has experienced a decade of 

mediocre real economic growth in GDP, with an annual growth rate below 2.2 percent 

per annum. The economy was already in a recession prior to the onset of the COVID-

19 pandemic in March 2020. A negative growth rate of -6.4% was realised in the period 

between April 2020 to April 2021 (Stats SA, 2021). The lack of growth during recent 

years has resulted in increased unemployment and inequalities in the country. The 

official (narrow) unemployment rate increased to a record high of 34.4% for the second 

quarter in July 2021, with more than a million people having lost their jobs since March 

2020. 

 

Government expenditure has increased significantly over the past decade. 

Government spending - excluding interest on debt - has grown markedly in real terms, 

primarily because of increases in public‐ service compensation, social grants, and 

recent efforts to protect public health due to COVID-19.  Government income has 

fallen short to offset a growth in expenses, which has resulted in a significant increase 

in the annual deficit of the budget. This shortfall is estimated at R213.2 billion in 2021. 

The consolidated deficit in the current year is estimated at 14 percent of GDP and is 

the largest on record. National Treasury (2021) recently projected the expansion of 

gross national debt from 80.3 percent of GDP in 2020/21, to 87.3 per cent of GDP by 

2023/24, with debt‐service costs amounting to R338.6 billion for the 2023/24 fiscal 

year. Gross national debt is expected to stabilise at 88.9 percent in 2025/26. 

 

The budgetary deficit has to be financed by virtue of additional sources of income 

and/or by debt from various sources. Consequently, increased debt-servicing costs, 

which are expected to average at 20.9 percent of tax revenue, are twice as large as 

South 'Africa's peer group developing countries. South 'Africa's borrowing also 

remains considerably robust when compared to developing‐country standards, and 

debt is projected to grow by seven (7) percent of GDP over the next three years 

(National Treasury 2021). Increases in debt servicing costs have become profound 

and currently constitute a significant cost item in the budget. The cost of debt has 

become unaffordable and will continue mounting unless other viable alternative 

sources of income or more affordable sources of debt are explored. Given the recent 

downgrade of South Africa further into junk status, the option of sourcing more 

affordable debt seems highly unlikely. 

 

Since the implementation of the COVID-19 lockdown and associated regulations, 

many businesses have been forced into closure. This has resulted in a significant 

negative multiplier effect on the economy due to the loss of income to businesses in 

all sectors, loss in job opportunities, losses in Value Added Tax (VAT), lower income 

tax to government, and so forth. 
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The tax burden for individuals in South Africa is already substantial, given the 

application of a variety of taxes (e.g., VAT, personal, CGT, rates and taxes, excise 

duties, etc.). The current tax burden adversely affects the disposable income of 

individuals, whilst the number of tax paying individuals and companies have 

decreased. 

 

Although government intends to narrow the deficit and stabilise debt, it requires 

significant discipline and ongoing restraint in spending to achieve this objective. 

Although seeking additional sources of revenue may be justified, the process requires 

careful consideration of the potential future impacts of its application on the economy, 

investors, and the timeframes of longer-term investments.   

 

3. Amendment to cap assessed losses carries forward 

Section 19 of the Amendment Bill seeks to amend section 20 (1) (a) (i) of the Income 

Tax Act by capping the assessed losses that can be carried over 80% of the taxable 

income. It reads as follows: 

 

a) (i) that is a company, any balance of assessed loss incurred by that person in 
any previous year which has been carried forward from the preceding year of 
assessment, to the extent that the amount of such set-off does not exceed 80 per 
cent of the amount of taxable income DRAFT determined before taking into account 
the application of this provision;   

 

According to the explanatory memorandum, the amendment is designed to open up 

the fiscal space required to lower corporate tax rates: 

 

Restricting the use of assessed losses against taxable income provides some of 
the fiscal space required to lower the rate and, as a result, forms part of a corporate 
income tax package to broaden the base and reduce the headline corporate tax 
rate in an overall revenue neutral manner. 

  

The explanatory memorandum also indicates that this route was preferred over 

capping the period for which losses can be carried forward: 

 

Based on research and the desire to work towards an efficient corporate tax regime 
with a broad base and lower rate, placing a restriction on a high share of taxable 
income is seen as the most appropriate policy stance for South Africa to balance 
the effects for businesses and government. This is viewed as a reasonable 
approach that affects all businesses more equally, rather than restricting the 
number of years for carrying forward assessed losses, which would 
disproportionately hurt businesses with large initial investments or long lead times 
to profitability. 
… 
Research shows that, for depreciation schedules which are not too accelerated, 
carry-backs are an effective policy to help with symmetry and stabilisation. South 
'Africa's depreciation schedules are predominantly accelerated – particularly in the 
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primary and secondary sectors where large capital investments are common, such 
as mining, agriculture and manufacturing… 
 

Currently, companies have a choice of either opting for an unlimited period of carrying 

over losses or a five-year period, which is ringfenced for tax losses. The first alternative 

is often the preferred choice. Should a company make continuous losses for a three-

year period, SARS would enquire regarding the ongoing loss, and request clarity on 

the prospective plans of the company, and whether the company has a profit motive. 

SARS would subsequently require the necessary proof of this, for further losses to be 

permitted. 

 

Agbiz fully appreciates the fact that South Africa is in a tight fiscal space and we simply 

need to broaden the tax base. However, we fear that the amendment could 

disproportionately impact the agricultural sector, where incomes are cyclical. The 

severe current and recent droughts in South Africa persisted for a period of seven 

years or more in some regions. Weather conditions may have improved in areas but 

these entities would have emerged from prolonged drought periods with substantial 

debt and will need current profits to off-set those losses. Therefore, it is unreasonable 

to cap the assessed losses for entities in areas where individuals may be struggling to 

survive. This could lead to rural job losses or farm foreclosures that shrink the tax 

base, negative economic growth in towns affected by prolonged droughts, and 

ultimately, food insecurity. 

 

Moreover, through the National Development Plan and the National Treasury's 2019 

economic policy paper, the South African government has encouraged the expansion 

of horticulture, i.e., fruits and vegetables, as this subsector is labour intensive and 

therefore could assist in addressing unemployment in rural towns and communities.  

Nevertheless, fruits are long term and could take at least eight years before farmers 

could break-even after planting. In the years before, the farm enterprises typically 

require huge capital investments that also cover operating expenses. Various case 

studies in the industry show that some farmers, especially the new entrant black 

farmers, generally struggle to break even after eight long years and consistently face 

cashflow challenges.  

 

Climate change, which has brought erratic rainfalls and frequent droughts, is another 

major risk to profitability that agriculture consistently faces and policymakers should 

be cognizant of.    

 

 

The proposal further extends to the balance of assessed losses, with reference to the 

date of implementation.  Subsequently, all accumulated losses from the date of 

implementation will be subject to the new rules and not only losses incurred from 1 

April 2022. The proposal will subsequently be a major deterrent for investors. Even in 

the instance of a lower tax rate of 27%, this would still be insufficient to adequately 
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offset associated cashflow, capital and interest costs which have been incurred. The 

longer-term repercussions for job creation, food security, as well as foreign income 

from exports, will all be negatively affected. 

 

Given all the other issues of depressed economic growth, further down grades, high 

personal- and government debt levels, COVID-19, corruption, etc., which South Africa 

is already experiencing, this proposal will only further negatively influence the 

'country's current level of business confidence, deteriorating risk rating and local and 

foreign investor confidence. As for the agricultural sector, it will be a direct deterrent 

of long-term investments, as mentioned above. 

 

4. Alternatives  

The proposal of lowering the carry-over losses of companies for tax and income 

purposes, is not constructive for long-term investors and will only have negative 

impacts. Fundamental issues, which will have a positive multiplier impact on the 

economy, and subsequently require scrutiny, are listed below: 

1. Effectively reducing government expenditure (specifically the bloated 

government wage bill). 

2. Effective allocation of financial resources, which will facilitate growth and 

development (infrastructure, schools, policing, security, etc.). 

3. Effective and sustainable job creation. 

4. Reducing the regulatory burden for small businesses. An alternative, fiscal-

neutral solution to broaden the tax base would be to critically review the 

regulatory environment for small businesses. Concentration in the economy 

is typically met with stricter competition laws and whilst competition laws do 

have their place, the underlying reasons for concentration must be 

addressed.  

 

The items mentioned above are primarily 'below the 'line' expenses, which require 

judicious management and discipline. A greater deal of attention should be afforded 

to improving the composition of spending by reallocating resources towards growth‐

enhancing infrastructure investments. The sources of income, which do not have 

negative implications for the economy and future investors, have become less. 

 

5. Conclusion 

While Agbiz appreciates the fiscal pressures South Africa is in, we believe that 

lowering the carry-over losses of companies for tax and income purposes is not 

conducive for long-term investors and noncyclical industries such as agriculture. 

Hence, we propose the status quo to remain for this industry. Notably, the positive 

growth that South Africa's agricultural sector has experienced in 2020 and 2021 comes 

on the backdrop of two consecutive droughts and much longer for some provinces, 

which means that farmers are still in the process of servicing the debtor covering 

losses from these seasons. Also worth noting is that climate change, which is now a 

reality, has heightened risk and unpredictability of the future financial path of the 
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agriculture and agribusiness sectors. This again underscores our view that the new 

amendments will likely have an unintended negative consequence for agriculture and 

agribusinesses.   

 

We thank you once again for the opportunity to submit comments and trust that you 

will consider our comments favourably.  

 

Yours sincerely 

 

 
      

John Purchase (PhD) 

CEO: Agbiz 

john@agbiz.co.za 

 

 

Your reference: Theo Boshoff 

   Manager: Legal Intelligence at Agbiz 

   theo@agbiz.co.za   
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