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In brief 

The Taxation Laws Amendment Bill, 2017 (“the TLAB, 2017”), introduced on 25 October 2017, 

includes amendments to section 19 of the Income Tax Act, 1962 (Act No. 58 of 1962) (“the Act”) as 

well as paragraph 12A of the Eighth Schedule to the Act. These provisions deal with the tax 

implications (on revenue and capital account respectively) of debt reductions. In addition, an 

amendment is proposed to section 36 of the Act (which deals with mining capital expenditure) in 

order to cater for debt reductions in the context of mining capital expenditure. 

Earlier this year, the draft Taxation Laws Amendment Bill, 2017 (“the Draft Bill”) proposed a number 

of amendments to the rules relating to debt reductions. As a result of concerns raised during the 

public consultation process around the Draft Bill, the amendments proposed in the Draft Bill were 

largely withdrawn and replaced with the amendments to section 19, section 36 and paragraph 12A in 

the TLAB, 2017. 

This Tax Alert gives a brief overview of the proposed amendments. 

In detail

Background 

Introduced in 2013, section 

19 and paragraph 12A 

regulate the situation where a 

debt is cancelled, waived, 

forgiven or discharged for no 

consideration (or for 

consideration which is less 

than the amount of the debt). 

The provisions rely on the 

definition of “reduction 

amount”, which is the 

amount by which the debt is 

reduced, less any 

consideration given by the 

debtor for the reduction. 

Generally, section 19 applies 

to debts used directly or 

indirectly to fund expenditure 

in respect of which a 

deduction or allowance was 

granted (i.e. debts incurred 

for purposes of funding 

expenditure on revenue 

account), while paragraph 

12A applies to debts used to 

fund allowance assets or 

expenditure in respect of 

which no deduction or 

allowance was granted (i.e. 

debts incurred for purposes 

of funding expenditure on 

capital account). 

There are currently no 

specific debt reduction rules 

that cater for mining 

companies.  

Reasons for change 

Dormant group companies 

Currently, the debt reduction 

rules do not apply in 

paragraph 12A where the 

relevant debt is between 

companies that form part of 

the same group of companies. 

Section 19 does not provide 

for a corresponding exclusion 

(which creates technical 

impediments for dormant 

group companies that wish to 

wind up).  

Debt 

conversions/capitalizations 

Often, debtors settle debts 

with creditors (or relinquish 

claims to have debts repaid) 

by capitalizing the debt (i.e. 

substituting the debt with 

shares). Currently, SARS 
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Rulings are being used to 

address a deficiency in the 

debt reduction rules (i.e. the 

lack of specific rules allowing 

for a conversion without 

triggering the debt reduction 

rules). 

Mining companies 

Mining companies are subject 

to a special tax regime insofar 

as capital expenditure on 

mining is concerned, and the 

debt reduction rules in 

section 19 and paragraph 12A 

do not currently adequately 

cater for mining companies. 

Proposals in the TLAB, 

2017 

Although section 19 and 

paragraph 12A are 

substituted in their entirety 

in the TLAB, 2017, the 

changes are essentially the 

following: 

 The deletion of the 

definition of “reduction 

amount”; 

 The insertion of new 

definitions of “concession 

or compromise” and “debt 

benefit”; 

 A change to the definition 

of “debt” which now 

excludes interest; 

 The addition of a “debt 

capitalization” exclusion to 

both section 19 and 

paragraph 12A; and 

 The addition of a new 

“dormant group company” 

exclusion to section 19, 

which new exclusion also 

replaces the existing 

“group exclusion” in 

paragraph 12A. 

The basic mechanics of 

section 19 and paragraph 12A 

remain the same. Essentially, 

what changes is the trigger 

for the application of the 

provisions, and the method of 

calculation of the “debt 

benefit” (previously, the 

“reduction amount”). 

The trigger for the 

application of the provisions 

will now include a change or 

waiver of the terms or 

conditions of a debt and the 

indirect capitalisation of a 

debt through the issue of 

shares and the use of the 

proceeds to settle the debt. 

The major change related to 

the calculation of the “debt 

benefit” is that market value 

of the debt or shares 

following the arrangement, as 

the case may be, will now be 

compared to the face value of 

the debt prior to entering into 

the arrangement. 

Regarding mining 

companies, new debt 

reduction rules for mining 

capital expenditure are 

introduced by way of a new 

subsection (7EA) in section 

36 of the Act. 

It is proposed that all of the 

above proposals come into 

operation on 1 January 2018 

and apply in respect of years 

of assessment commencing 

on or after that date. 

The takeaway 

It must be noted that there 

are significant uncertainties 

associated with the proposed 

new rules, and a number of 

anomalies have already 

become apparent. For 

example, the new rules 

effectively result in any 

change in relation to the 

terms or conditions attaching 

to a debt giving rise to a 

concession or compromise. 

Moreover, multiple changes 

to the terms of a debt could 

result in multiple debt 

benefits (and therefore, 

effectively, double taxation). 

It is anticipated that many of 

these problems will be 

addressed in the 2018 

legislative cycle. However, 

taxpayers should be aware of 

the uncertainties and 

anomalies of the proposed 

new rules in relation to any 

debt to which they are a party 

and should exercise caution 

when entering into any 

arrangement affecting a debt 

or the terms thereof.
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Let’s talk 

For a deeper discussion of how this issue might affect your business, please contact: 

Johannesburg 

Kyle Mandy 

(011) 797 4977 

kyle.mandy@pwc.com 

Pretoria 

Gert Meiring  

(011) 707 5506  

gert.meiring@pwc.com  

Cape Town 

Charl du Toit 

(021) 529 2367 

charl.du.toit@pwc.com 

 

Port Elizabeth 

Ian Olls 

(041) 391 4474 

ian.olls@pwc.com 

 

 

Durban 

Frank Mosupa 

(011) 797 5294 

frank.mosupa@pwc.com 

 

Bloemfontein 

Hesna Rheeder 

(051) 503 4202 

hesna.rheeder@pwc.com 
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