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Welcome to the first edition of HR Quarterly, replacing our
previous Expat Bulletin which has had a very successful run
amongst our expatriate population and clients.

It is time for us to extend our reach to the wider HR
community. The purpose of this and future publications is to
share good practice around employment-related issues with
a particular focus on HR & Tax.

We recognise that every company’s HR & Tax issues and
requirements are different. Likewise, every company will
have its own circumstances for which it will require its own
solutions to be applied.  

Gerald Seegers
Director
Human Resource Services
(A specialist division within Tax)
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One of the market trends of the past year has been the

growth in non-financial measures used in bonus

arrangements. It demonstrates that companies are taking

seriously the measurement of non-financial indicators of

business success.
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Latest trends in executive compensation
If there is one thing you can be sure of when reviewing a new year’s survey data in executive compensation, is
that the numbers will have gone up. 

Having said that, salary increases for
the FTSE 100 board members appear 
to have settled at the 6 – 7% mark,
which with UK inflation running at 4% 
is the lowest level of real increases
for some time. Bonus opportunities
have continued to increase: actual
awards are higher than in previous
years, with one-third of board
directors receiving above 80% of the
maximum potential, and only 5%
receiving no bonus whatsoever.
Median total long-term incentive
grant values continue to increase
significantly, so that at CEO level,
economic (or expected) values of
wards are around 125% of salary. In
South Africa, the median for a CEO is 
around 63% of their Total Cost of
Employment, with a maximum in
excess of 400%. 

The dominance of Total Shareholder
Return (TSR) as the sole measure in
performance share plans appears to
have eroded further: in about half
these plans, TSR operates either in
conjunction with headline earnings
per share (HEPS) or with other
financial measures. Overall, the
executive packages continue to put

more emphasis on variable pay as
incentive levels rise. This is driving
double-digit increases in total
remuneration.

Signs of improvement

More evidence of tailored plans

An increasing number of companies
are tailoring plan-designs to their
business strategy. At the simpler end
of the spectrum, this means choosing 
a performance measure to sit
alongside TSR that is more closely
aligned with the business strategy. At 
the other extreme, it can mean
introducing a private equity-type
reward model (these structures can
be a powerful galvanising force at a
time of genuine crisis or
transformation, but are certainly not a 
one-size-fits-all answer).

Non-financial measures

One of the market trends of the past
year has been the growth in
non-financial measures used in
bonus arrangements. One of the
most encouraging aspects of this is
that it demonstrates that companies
are taking seriously the measurement 

of non-financial indicators of
business success.

Of course, just because you measure
something does not mean you have
to reward it. But including key metrics 
such as customer satisfaction or
employee engagement in bonus
plans sends a powerful message
about an organisation’s priorities, and 
can act as a good incentive to
encourage longer term thinking.

Use of Share Appreciation Right
(SAR) schemes

The use of SARs has gained
momentum in South Africa amongst
major listed and unlisted companies.
A SAR is granted at a pre-determined 
exercise price, vesting period and
expiry date. When the scheme
member elects to exercise the SAR,
the company settles the difference
between the current market price and 
the exercise price in shares or in
cash. The vesting of the SAR will be
subject to performance conditions.
After vesting, the SARs will become
exercisable.
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Could do better

Use of Total Shareholder Return 

Relative TSR is still having more
asked of it as a measure than it is
able to deliver. This is the cause of
many of the frustrations with the
executive reward programmes
amongst participants and
non-executive directors.

Our research shows that the problem
is not TSR per se, but rather how it is
used as a measure. It would be better 
to recognise TSR for what it is – a
good way of capturing the truly
outstanding performers – and to stop
trying to use it to discriminate
average-to-good performance.

This means placing greater focus on
non-TSR measures, with TSR
focused on providing a ‘top-slice’ of
outstanding reward for outstanding
performance.

Wealth creation and retirement
savings

It is hard to escape the conclusion
that companies are building up a

major problem for the future, in terms 
of reputation, talent management,
and succession planning. Employees
retiring on poverty incomes will,
ultimately become the company’s
problem.

This does not mean companies
should change back to final salary
pensions. But those that have gone
all the way to defined contribution
should be sure that they have struck
the right balance of risk between the
company and employees. There are
many easy wins to be exploited by
making elements of the package
work better together and by
presenting saving alternatives to
employees in a coherent fashion.

Shareholder agreement

There is still a prevailing view of
shareholders as the ‘the enemy’ – a
legacy of more confrontational times
around issues such as contract terms 
and retesting of performance
conditions. This attitude, for which
both companies and shareholders

have been partly responsible, must
change.

In our experience, shareholders are
generally supportive of companies
that put a robust business case for
change, even if the designs do not fit
within the norms of market practice
and shareholder guidelines.

As always, challenges bring
opportunities. Companies that
engage fully with this executive
reward agenda can create distinctive, 
aligned and effective programmes
that are truly a source of competitive
advantage and ultimately better for
executives, shareholders,
Remuneration Committees and
employees.

Martin Hopkins
Specialist Advisor to PwC's 
HRS Reward practice
(011) 797-5535
martin.hopkins@za.pwc.com

 Article by Tom Gosling, PwC UK Human Resource Services partner, adapted for local conditions.
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The cost of an international assignment is about three times 

the cost of a local hire and yet there is a minimal investment 

on candidate profiling.
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Motivational profiling – 
To select, develop and retain talent
Today’s organisations need to understand the complex array of factors that, in different combinations and
changing contexts, motivate their employees to accept international assignments.

Unless organisational and employee
motivations are understood and
aligned, the significant value of
international assignment could go to
waste.

Motivational profiling has been
around for some time, but hasn’t
been actively implemented in the
corporate environment. It refers to
employees being assessed according 
to a list of basic motivators in order to 
understand their unique motivation.
Once those motivations are profiled,
an organisation is able to align its
demands with its employees’ inherent 
motivation profile. This provides
organisations with an additional tool
with which to select, develop and
retain talent more efficiently.

Traditionally, the decision to hire new
staff has typically included rigorous
and independent assessment of
skills, ability and motivations,
supported in many cases by complex 
profiling models and techniques. The
cost of an international assignment is
about three times that of a local hire,

yet there is minimal investment in
candidate profiling. Where profiling
does take place, it is typically limited
to assessing an employee’s ability to
adapt to different cultures, and not
the need to understand the
employee’s motivations.

Employee and employer differing
views

In a recent PwC and Cranfield School 
of Management mobility research
initiative, major differences in the
views of employees and
organisations were identified. The key 
messages that emerged from the
opinion gap were:

· Employees are principally
motivated by building new skills
and by leadership development.

· Organisations are over-focused on
the financial package on the way
out - it is more important to
employees on the way back.

· Partner’s financial support is more
important to employees than
organisations realise.

The research also indicated that
employees are conducting their own
complex career risk/benefit
assessment before accepting or
seeking an international assignment. 
For organisations, developing
motivational profiles of candidates is
likely to become increasingly
important, both in the selection of
assignees and to ensure that support
is tailored to suit different “profiles”
and employee expectations.

Employee motivation profiling is set
to become an important area in
international assignment
decision-making in the future.
Organisations need to ensure that
they are equipped to deal with this,
and to move away from a
preoccupation with transaction
support processes that are mainly
focused on financial packages.

Georgia Frangou
International Assigments
(011) 797-5346
georgia.frangou@za.pwc.com
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Among the socially orientated changes proposed in the recent

Budget and subsequent draft legislation is the revision of the

monetary threshold limits for low-cost housing allowances.  
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Employees' tax - compliance and
socially-oriented changes
The recent Budget announcement and subsequent draft legislation have seen a host of changes in the
employees’ tax arena. SARS is placing more responsibility on the employees’ tax collected and paid over by
employers. 

Employers need to take careful note
of these changes and proposed
changes, as SARS is placing more
responsibility on one of their main
sources of tax, namely the
employees’ tax collected and paid
over by employers.  

In addition to the compliance matters 
a number of changes will be of
interest to the socially responsible
employer.  

Compliance

Let us first consider those areas
where the employer faces increasing
compliance.  Draft legislation requires 
employers to submit the IRP5
reconciliation on time or face a 10%
penalty based on the total
employees’ tax paid over to SARS by
the employer for the year in question.
In addition, until such time as the
IRP5 reconciliation is both submitted
by the employer and found to be
acceptable by SARS, employees will
not be in a position to claim the
employees’ tax deducted from their

salary as a credit against their tax
liability.  Financial directors and
managers ignore this at their peril.  

Whereas previously an employer had
an option as to whether to take into
account an employee’s medical fund
contributions in terms of calculating
employees’ tax, it is proposed that
they should in fact be obliged to do
so. This is good news for employees,
but for employers this represents
further administration.  

Social

There have been a number of
changes that will be seen as positive,
including the changes to the bursary
rules. To facilitate
employer-sponsored education and
training of the dependants of low and 
middle income workers, it is
expected that this tax-free fringe
benefit be increased from:

· R3 000 per relative per year for
employees earning up to R60 000
p.a. to

· R10 000 per relative per year for
employees earning up to R100 000
p.a. 

Other socially orientated changes are 
the revision of the monetary threshold 
limits for low-cost housing
allowances and the review of
learnership allowances to encourage
long-term apprenticeships, focusing
on those of a technical nature such
as electricians, plumbers, welders,
mechanics etc.

Laptops and cellphones

SARS has recognised the difficulty in
dealing with incidental private use of
employer-owned laptops and
cellphones. Incidental personal use of 
these assets will not give rise to a
fringe benefit.  While on the face of it,
this is a step forward, it does raise
the issue of how much private use
there needs to be before it is no
longer incidental, and what
mechanisms an employer needs to
put in place to monitor private use.
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Subsistance and travel

Tax-free subsistence allowances paid 
by an employer to an employee will
be increased as follows:

· Meals and incidental costs: from
R208 per day to R240 per day;

· Incidental costs only: from R63,50
per day to R73,50 per day; and

· Overseas travel: from $200 per day
to $215 per day.

As far as travel allowances are
concerned, the deemed cost rates
per kilometre issued by SARS have
been adjusted to take inflation into
account. The tax-free rate at which

employers can reimburse employees
for business-related travel in
circumstances where the employee is 
not also in receipt of a fixed travel
allowance and the employee does
not travel for business in excess of
8 000 km per annum increases from
R2,46 to R2,92.

Legislation becoming effective on
1 March 2008, which seeks to limit
the tax-free provision of employer-
provided accommodation to
expatriate employees to one year, is
to be changed to increase the period
of exemption to two years and to cap 
to R25 000 per month the amount of
the tax free amount.  

Medical

The medical contribution cap (the
amount of the monthly medical
contribution that the employer can
pay tax-free or in respect of which
the employee can claim a tax
deduction) is to be increased from
R530 to R570 and from R320 to
R345. The definition of disability is to
be reconsidered, with the possibility
of non-disability related expenses
being disallowed. 

Barry Knoetze
Employment Tax
(021) 529-2742
barry.knoetze@za.pwc.com

Changes in the employees' tax arena (continued)
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The proposed amendment 

announced in the 2008

Budget that personal use

of cellular phones and

laptops is ultimately

inevitable and that the

incidental private use

should not give rise to

fringe benefits tax.
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Company-owned cellphones and laptops
It is common practice for employees to receive company-owned cellular phones and laptops for the purpose
of their employer’s business. In recent times, with increasing numbers of staff working from locations outside
of the office, this has become even more popular and in certain cases is a requirement to ensure productivity
and communication. It follows that instances of personal use of these employer-owned assets is inevitable. 

An employer should consider the tax
implications of any benefit granted to
employees in order to avoid the
under-deduction of employees’ tax
(better known as PAYE) and the
resultant interest and penalties of up
to 200%, in certain cases. Paragraph
6(4) of the Seventh Schedule to the
Income Tax Act provides that there
will be no taxable value placed on the 
private or domestic use of an
employer’s asset by an employee,
where the use of the asset by the
employee is incidental to the use of
the asset for the purposes of the
employer’s business. 

This will be further supported and
justified where an employee’s duties
require the use of such assets and it
is a condition of employment that the
employee must have a cellular phone
and/or laptop to be contactable
during and after business hours. 

The term 'incidental'

The problem, however, is that the
term incidental is not defined as such 
in the Income Tax Act, which results
in it being interpreted differently by
employers. Due to the difference in
interpretation, insufficient policy
documents and the lack of

documentation to substantiate the
business and private use of the
assets, employers are faced with
assessments raised by SARS for the
under-deduction of PAYE where
private use of company-owned
assets is not considered to be
incidental. 

Costs outweigh benefits of taxing

Countries such as New Zealand have
recognised that the cost and
complexity associated with valuing
and monitoring private-use benefits
arising from the use of employer
assets such as cellular phones and
laptops generally outweigh the
advantages of taxing these benefits.
It is further recognised that it is
difficult – and therefore costly – to
monitor and value the private use of
such assets when they are provided
by employers primarily as business
tools. Consequently, employer-
owned work tools such as cellular
phones are exempt from fringe
benefits tax in these countries.

The proposed amendment
announced in the 2008 Budget with
regard to this benefit is therefore
welcomed where it is acknowledged
that personal use is ultimately

inevitable and that the incidental
private use of cellular phones and
laptops should not give rise to fringe
benefits tax. 

However, in terms of the existing
legislation the incidental private use is 
currently not taxable. The question is
now whether the relevant sections of
the Act will be amended to define the
term “incidental private use”, whether 
a further administrative burden will be 
placed on an employer to prove that
the private use is only incidental, and
whether it will it be amended in line
with international trends, such as in
New Zealand.

Until such an amendment is
promulgated, employers should
review their policy documents, and
monitor private use and the tax
treatment of all allowances and
benefits granted to employees in
relation to cellular phones and
laptops in the event that the
amendment results in a further
administrative burden or additional
reporting to SARS. 

Elriette Butler
Employment Tax
(011) 797-5861
elriette.butler@za.pwc.com
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Business models will change dramatically - the pace of change in the next decade

will be even more fundamental. Technology, globalisation, demographics and other

factors will influence organisational structures and cultures. 
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The future of work to 2020 –
PwC survey reveals several strong themes

There is a rising profile of people issues on the business agenda – the talent crisis, an ageing workforce,
increasing global worker mobility and the organisational and cultural issues emerging from the dramatic pace
of business change. PricewaterhouseCoopers (PwC), wanting to explore how these issues might evolve and
how organisations would need to adapt to remain successful, surveyed almost 3 000 Millennials - new
graduates from the US, China and the UK who represent a generation just joining the workforce - to test their
views and expectations on the future of work.

Many studies have been undertaken
to explore the future of society, the
environment, business and even the
workplace. Our challenge was to
focus explicitly on the business
context and the impact on people
and work. We set out to understand
the people challenges that will impact 
organisations and consequently the
implications this will have on the HR
function as we know it.

While some of the findings seem to
confirm current received thinking
about the future of work, a number of 
themes defy conventional thinking.
Several strong themes emerged:

Business models will change
dramatically

The pace of change in the next
decade will be even more
fundamental. Technology,
globalisation, demographics and

other factors will influence
organisational structures and
cultures. Our scenarios outline three
organisational models of the future:

· Large corporates turning into
mini-states and taking on a
prominent role in society;

· Specialisation creating the rise of
collaborative networks; and

· The environmental agenda forcing
fundamental changes to business
strategy. 

People management will present
one of the greatest business
challenges

Businesses currently grapple with the 
realities of skills shortages, managing 
people through change and creating
an effective workforce. By 2020, the
radical change in business models

will mean companies facing issues
such as:

· the boundary between work and
home life disappearing as
companies assume greater
responsibility for the social welfare
of their employees;

· stringent people measurement
techniques to control and monitor
productivity and performance;

· the rise in importance of social
capital and relationships as the
drivers of business success. 

The role of HR will undergo
fundamental change

HR has been perceived by many as a 
passive, service-oriented function,
but given the context of tomorrow’s
workplace and business environment, 
we believe HR is at a crossroads and
will go one of three ways:
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· With a proactive mindset and
focused on business strategy, HR
will become the heart of the
organisation taking on a new wider
people remit incorporating and
influencing many other aspects of
the business.

· The function will become the driver
of the corporate social
responsibility agenda within the
organisation.

· The function will be seen as
transactional and almost entirely
outsourced. In this scenario, HR will 
exist in a new form outside the
organisation and in-house HR will
predominantly focused on people
sourcing.

We will debate these critical issues
and their applicability to the African
environment at the coming Business
Partners in Africa Conference in
September 2008. It is said that the

future is not a place we go to, but
one which we create. And while
things happen that we cannot
predict, we can be prepared.

Michael Rendell
Partner and leader of Human Resource
Services PwC LLP (UK)
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As many companies expand into Africa they are facing a number of challenges, and increasingly,
human resource issues are coming to the fore. Some of the issues are generic and others are specific
to Africa.  To be successful in Africa businesses need to be aware of human resource issues and act to
ensure that their staff, and expatriate staff in particular, as well as the businesses are compliant with tax 
and immigration legislation and that HR management and reward systems are optimised.

This makes PricewaterhouseCoopers' annual Business Partners in Africa Conference essential for
business, tax and HR professionals wanting to tap into the best business and HR support network in
Africa.  We have  people on the ground in every country with a viable economy on the African continent.

Cairo is the venue for this year's conference, where our PricewaterhouseCoopers specialists on Africa
will present topical presentations aimed at informing on the human resource and related tax
implications of doing business in Africa, including, for the first time, North African countries.

In addition to sessions on HR and related tax implications, conference delegates may also chose to
attend a wide range of business and company tax related sessions. 

If you are interested in, or are already doing business in Africa, you
should not miss this prestigious event.

Registration information, a detailed agenda and additional information will be forwarded to you in the near future.

Sonja Nel +27 11 797 4207  sonja.nel@za.pwc.com

Ancient cultures, new horizons
Unlocking Africa's potential

Business Partners in Africa 2008
Marriot Hotel, Cairo • 21 - 24 September 2008
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About PricewaterhouseCoopers 

PricewaterhouseCoopers provides industry-focused
assurance, tax and advisory services to build public
trust and enhance value for its clients and their
stakeholders. More than 146,000 people in 150
countries across our network share their thinking,
experience and solutions to develop fresh
perspectives and practical advice. 

PricewaterhouseCoopers Human
Resource Services 

PricewaterhouseCoopers’ Human Resource Services
practice works with clients who strive to make their
people a sustainable source of competitive advantage. 
Our strategy is built on our own belief in developing
our people to be creative and effective team players
committed to outstanding client service. 

We bring the ability to take fresh perspectives, to think 
differently, and to develop and implement new and
value-adding solutions. We work in close relationships 
with clients to offer practical, multi-disciplined
approaches to the increasingly complex challenges
facing businesses. One of the main challenges is to
create environments in which their people can work
most effectively. Our Human Resource Services
practice brings together all of the professionals
working in the human resource service arena – tax,
benefits, retirement, communications, financial
planning, international assignment, equity, culture and
change, compensation, strategy, regulatory, legal, and 
process management – affording our clients an
unmatched breadth and depth of expertise, both
locally and globally. 


