
Tax Alert 
National Tax Technical 

  
 www.pwc.co.za/tax-alert 

Legislative developments: The 
doubtful debt allowance regime  
6 November 2018 

In brief 

Section 11(jA) of the Income Tax Act, 1962 (Act No. 58 of 1962) (“the Act”) makes provision for a 

“doubtful debt” allowance for banks (as a class of “covered person” as defined in section 24JB of the 

Act). 

In January 2018, section 11(jA) was amended (effective for years of assessment commencing on or 

after 1 January 2018). These amendments were driven by the coming into effect of IFRS 9, the 

impairment requirements of which are vastly different from those of IAS39, which preceded IFRS9.   

The Taxation Laws Amendment Bill, 2018 (“the TLAB”), which was introduced in Parliament on 

25 October 2018, proposes certain changes to section 11(j) of the Act (which also provides for a 

doubtful debt allowance for non-bank lenders that do not fall within the ambit of application of 

section 11(jA)). 

In detail 

In terms of section 11(j) of the Act, taxpayers 

are entitled to relief in respect of any provision 

raised for a doubtful debt by way of a doubtful 

debt allowance is determined in terms of that 

section. Section 11(j) currently does not specify 

how the allowance is to be calculated. Instead, 

the section states that the allowance is “as may 

be made by the Commissioner in respect of so 

much of any debt due to the taxpayer as the 

Commissioner considers to be doubtful”. 

Over the years, it has become practice that 

taxpayers claim (and have been allowed) an 

allowance equivalent to 25 per cent in respect of 

specific doubtful debts. A special dispensation 

was granted to banks that permitted allowances 

to be claimed at a higher rate. In the case of 

non-bank-lenders, rulings were sometimes 

obtained by taxpayers, but at other times were 

not and allowances were claimed applying the 

higher rate applicable to banks as per the 

special dispensation granted to banks. Having 

been claimed by non-bank lenders, such 

allowances were invariably not denied by SARS 

on assessment. 

In 2018, upon the coming into effect of IFRS 9, 

a new section (i.e. section 11(jA) of the Income 

Tax Act) was introduced, effective for years of 

assessment commencing on or after 

1 January 2018. This provision generally applies 

only to banks and permits an allowance of 85 

per cent, 40 per cent or 25 per cent of the 

amount of a doubtful debt provision (depending 

on the classification of the particular provision). 

Notably absent from section 11(jA) is any 

element of discretion on the Commissioner’s 

part in the determination of the amount of the 

allowance. 

On the basis that section 11(jA) applied only to 

banks, non-bank money lenders (and similar 

taxpayers) are not entitled to the allowances 

provided for in section 11(jA). 

In order to provide relief to non-bank lenders, 

certain amendments to section 11(j) are 

proposed in the TLAB. More specifically, 

section 11(j) permits an allowance of 25 per cent 

or 40 per cent of a doubtful debt provision. In 

addition (and although, as is the case with 

section 11(jA), the discretion of the 
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Commissioner in determining the amount of 

the allowance does not apply), taxpayers may 

apply to the Commissioner for a directive that 

allows for a higher rate (i.e. up to 85 per cent, 

subject to certain criteria being met). 

It should be noted that, in an earlier draft of the 

Bill, the proposed amendment to section 11(j) 

only provided for allowances of 25 per cent. 

Following public comment received by the 

National Treasury, indications were that 

provision would be made in the final legislation 

for non-bank lenders to be entitled, in certain 

circumstances, to an allowance of 40 per cent, 

provided that they apply IFRS9 for financial 

reporting purposes. Notwithstanding this 

dispensation, non-bank lenders argued that 

they were being treated unfairly relative to 

banks which, National Treasury argued, were 

entitled to the higher allowance percentage (i.e. 

up to 85 per cent in certain circumstances) 

because of the more intensive prudential 

regulation to which banks are subject. 

At a public consultation held by a sub-

committee of Parliament’s Standing Committee 

on Finance in Pretoria in early October, the 

sub-committee expressed concern that the non-

bank lenders were generally not prepared to 

accept as sufficient the 40 per cent allowance 

option suggested by National Treasury, and that 

National Treasury were not prepared to 

accommodate the non-bank lenders any 

further. In attendance at the meeting, PwC 

suggested a compromise: that non-bank lenders 

be afforded the opportunity to apply to the 

Commissioner for a directive that allows for a 

higher rate (i.e. up to 85 per cent, subject to 

certain criteria being met). This suggestion 

appears to have been accepted by the Standing 

Committee on Finance. 

In Closing 

The amendments to section 11(j) to cater for 

non-bank lenders (and not place them at a 

disadvantage relative to banks) should be 

welcomed. The level of scrutiny that will be 

applied by the Commissioner in granting 

rulings under the section is still, however, not 

clear. 
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