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Practical aspects of the new tax treaty between 
South Africa and Mozambique
As mentioned in our Tax Alert of 25 March 2009, the tax treaty between South Africa and Mozambique comes into 
effect with respect to taxes withheld at source on or after 20 February 2009 and with respect to other taxes from 
years of assessment commencing on or after 1 January 2010. We have included below some of the more practical 
aspects of this new treaty that should be taken into account by SA residents doing business in Mozambique, 
especially with respect to withholding taxes.

Dividends
The maximum withholding tax per the treaty is 15% on dividends 
in general, and 8% where the beneficial owner is a company 
which holds at least 25% of the capital of the paying company.  
Therefore, assuming a South African (SA) company holds at 
least 25% of the capital of a Mozambican company, there will 
be a withholding tax of 8% of any gross dividend paid. From 
a SA tax perspective, the foreign dividend will be included as 
gross income in the hands of the SA company, however, there 
is an exemption from normal tax for certain foreign dividends 
(e.g. if there is greater than a 20% holding in the equity share 
capital and voting rights in the foreign company declaring the 
dividend). In this case, the dividend will only be subject to tax in 
Mozambique, i.e. there will be no SA tax. 

Should the foreign dividend also be subject to tax in SA, 
(for example, if less than 20% of the equity share capital 
and voting rights are held by the SA company), then the SA 
company will be able to claim relief from double taxation in 
terms of either the tax treaty or SA tax law. The SA company 
may elect whether the tax treaty or SA tax law applies.

Interest
In terms of the new treaty, the withholding tax on interest paid to 
a SA resident from Mozambique, is reduced from 20% to 8%.  
The SA resident will be able to claim relief from double taxation in 
terms of either the tax treaty or in terms of SA tax law.  Under the 
tax treaty, interest is deemed to arise in the State where the payer 
is resident.

In circumstances where the SA resident (being the beneficial 
owner of the interest) carries on business in Mozambique through 
a permanent establishment and the debt-claim in respect of 
which the interest is paid is effectively connected with such 
permanent establishment, the business profits provision in the 
tax treaty will normally apply. In this case, the interest that is 
attributable to the permanent establishment in Mozambique 
will be subject to corporate income tax on a net basis in 
Mozambique. The interest will furthermore also be subject to 
normal tax in SA. The SA resident will be entitled to claim relief 
from double taxation in terms of either the tax treaty or SA tax 
law.

The Tax Alert is designed to keep you abreast of developments 
and is not intended to be a comprehensive statement of the 
law. It should not be relied upon as a substitute for specific 
advice in considering the tax effects of particular transactions. 
No liability is accepted for errors or opinions contained herein. 



Royalties
The withholding tax on royalties paid to a SA resident from 
Mozambique, is reduced from 20% to 5%. The SA resident will 
be able to claim relief from double taxation in terms of either the 
tax treaty or SA tax law. Under the tax treaty royalties are deemed 
to arise in the State where the payer is resident.

In circumstances where the SA resident (being the beneficial 
owner of the royalty) carries on business in Mozambique through 
a permanent establishment and the right or property in respect 
of which the royalty is paid is effectively connected with such 
permanent establishment, the business profits provision in the 
tax treaty will normally apply. In this case the royalty income that 
is attributable to the permanent establishment in Mozambique 
will be subject to corporate income tax on a net basis in 
Mozambique. The royalty income will furthermore also be subject 
to normal tax in SA. The SA resident will be entitled to claim relief 
from double taxation in terms of either the tax treaty or SA tax 
law.

Management and other service fees
Management and other service fees (e.g. procurement, 
administration, consultancy, technical fees) are not specifically 
dealt with in the tax treaty.  

If a SA resident, as part of a business carried on by that resident, 
charges a Mozambican resident a management or service fee, 
the fee should be subject to tax only in SA, provided the SA 
resident does not carry on business in Mozambique through a 
permanent establishment to which the particular services are 
attributable.  

If the SA resident carries on business in Mozambique through 
a permanent establishment, the management or service fees 
will still be subject to normal tax in SA. However, so much of 
these fees that are attributable to the permanent establishment 
in Mozambique will also be taxed in Mozambique on a net basis 
at the corporate income tax rate. The SA resident will be able to 
claim relief from double taxation either in terms of the tax treaty 
or in terms of SA tax law.

Taxpayers should note that the standard OECD Model definition 
of a permanent establishment is expanded in the tax treaty 
to include the furnishing of services in Mozambique through 
employees or other personnel on one or connected projects 
where the service provision lasts for a period (or periods in 
aggregate) of more than 180 days in any twelve month period.

We understand that the Mozambique authorities may seek to levy 
a 5% withholding tax on the payment of management or other 
service fees to a SA resident, even though this would breach 
the tax treaty and therefore be technically incorrect. We further 
understand that the Mozambique Central Bank may require proof 
of payment of withholding tax before remittance of fees to South 
Africa may be allowed.

The levying of a 5% withholding tax on management or other 
service fees by the Mozambican authorities, which is understood 
to be based on the view of treating for example, a management 
fee as a royalty payment, is contrary to the definition of a royalty 
as found in this tax treaty and in the OECD and UN Model Tax 
Conventions. This approach also does not accord with tax 
treaty case law. We would therefore recommend that clients 
receiving management or other service fees from Mozambique 
seek a ruling from the Mozambican tax authorities in order to 
minimise the risk that management or such other fees will be 
subject to a withholding tax.  In the event that a favourable ruling 
is not obtained, we recommend that clients consult with their 
tax advisors who will be able to suggest alternative strategies 
to resolve the matter, for instance through local Mozambican 
dispute resolution procedures or through the SA competent 
authority under the tax treaty.

Double tax relief procedures
Except in respect of the taxation of dividends, the tax treaty 
does not provide for specific procedures that must be followed 
before taxpayers may rely on the double tax relief granted (e.g. 
the reduction or elimination of withholding taxes, tax credit relief, 
resolution of dual residence, etc.). Relief is therefore based on 
self-assessment. Taxpayers are advised to consult their tax 
advisors if any doubt arises in this regard.

We are not aware that SARS and the Mozambique Revenue 
Authority have agreed on a specific procedure or published a 
form to claim relief under the tax treaty in respect of the taxation 
of dividends. Taxpayers are advised to check this aspect should 
they wish to rely on treaty relief. 
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