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1. Did you know?

Did you know that all taxpayers are entitled to a 100% tax deduction on monies invested into
the Section 12J opportunity, thereby achieving an immediate return of up to 45% for
individuals and trusts, and 28% for companies, being the reduction in marginal taxes
payable? This successful initiative has been set up by government and SARS to grow your
investment into small and medium sized enterprises, as a way of stimulating the economy and
creating jobs.
Some frequently asked questions:
• Is this for me? - Yes, this is an extraordinary opportunity for ANY South African taxpayer.
• Is this a legitimate way to minimize the amount of tax you pay? - Yes, this is set up

by SARS in accordance with Section 12J of the Income Tax Act No. 58 of 1962 that was
created specifically to encourage taxpayers to invest in small and medium sized
enterprises in the Republic of South Africa.
• Are there any risks? - Yes, although you save up to 45% in marginal taxes, the

underlying investments need to perform adequately for you to realise those savings and
additional good growth, as in the case of the Section 12J company Anuva Investments.
• Is there a catch? – No, but it is important to understand that to avoid any recoupment of

your tax deduction funds remain invested for 5 years. Additionally, the investment is of
your taxable income not tax due, i.e. Taxable income x marginal tax rate = Tax due.
• Can I independently verify this information? – Yes, you can speak to SARS directly or

any senior tax Advocate.

The contents of this document does not constitute and should not be construed as investment,
tax, legal, accounting or other advice. For advice on these matters you should consult your
own investment, tax, legal, accounting or other advisers about any material or information
discussed in this email. Notwithstanding the abovementioned, an investment must be
considered high risk and investors are urged to seek independent professional advice on their
investment.
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2. Section 12J in Summary

2.1.

Reducing your tax bill

Section 12J came into effect on the 1st July 2009 and was created specifically for the purpose
of inviting investors to participate in the capitalisation of promising small and medium size
qualified enterprises in the Republic of South Africa.
Taxpayers who invest in a Venture Capital Company (“VCC”), through the acquisition of
shares in the VCC, are entitled to a 100% tax deduction on monies invested, subject to the
provisions of Section 12J, thereby achieving an immediate return of up to 45% (being the
reduction in taxes payable) on their investment.
Example: A taxpayer earns R2 000 000 in rental income and:
1.1. No investment into the VCC
Income:
Deductions:
Taxable Income:
Tax payable @ 45%:

R 2 000 000
R
0
R 2 000 000
R 900 000

1.2. Invests R 1 000 000 into a VCC
Income:
Deductions - 12J Investment:
Taxable Income:
Tax payable @ 45%:

R 2 000 000
(R 1 000 000)
R 1 000 000
R 450 000

Summary: Option (1.2) resulted in an immediate tax saving of R 450 000.

The tax deduction is available to all taxpayers, including individuals and all legal entities (e.g.,
companies and trusts).
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2.2.

Participating in the fund

1) Investor acquires shares in a 12J-compliant VCC.
2) The VCC will provide the investor with a certificate which will allows the investor to claim a tax
deduction on the expenditure incurred in acquiring the VCC shares.
3) The VCC will, in turn, invest and acquire shares in qualifying companies.
4) The qualifying
additional return

company will generate an
for the shareholders.
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3. Amended Legislation

Following the 2014 budget speech, SARS have promulgated the following amendments to
Section 12J:
a) No recoupment on the initial deduction if the shares are held for more than 5 (Five)
years
b) Increase in limit of the target company’s book value* from R20 million to R50 million.
The amendments have applied from 1 January 2015 to any investments into a VCC company.
*Book value: The book value is not assets less liabilities, but rather the assets of the company less any
allowances (such as wear and tear) on particular assets.
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4. Additional 12J Requirements

4.1.

Investment into Qualifying companies

The VCC’s investment into the qualifying companies must be pure equity.
The VCC cannot aquire more than 69% of the shares in qualifying companies.
The VCC cannot invest into the following industries / trades:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
4.2.

Immovable property
Banking
Long and Short term insurance
Money lending
Hire-purchase funding
Financial or advisory services
legal services
stock broking services
management consulting services
tax advisory services
auditing or accounting services
Gambling
Liquor
Tobacco
Arms or ammunition
Trade carried on mainly outside South Africa

Investment into the VCC

Whereby, any loan or credit is used to finance the taxpayers aquisition of venture capital
shares, the immediate deduction in the year of assessment is limited to the amount the
taxpayer has transferred, into the Venture Capital Fund, and not the total balance of the loan
or credit.
Eg. If a taxpayer receives a loan from the bank of R 20 million to purchase shares in a VCC,
however the taxpayer only invests R 5 million then the taxpayers deduction will be limited to
the R 5 million and not the full R 20 million loan.
Further to the above, if the taxpayers invests into the VCC using a loan then the loan must be
repayable within 5 years and the taxpayer must genuinely be at risk should the VCC lose
value or be liquidated.

7|Page

4.3.

i)

After 36 months, from the later of (a) 15 January 2015 or (b) the VCC’s date of
first issue of shares, the VCC must meet the following criteria:

At least 80% of the VCC’s expenditure must be utilised in the acquisition of shares in
qualifying companies with a book value immediatly after the investment of less than 50
million, and,

ii) No more than 20% of the funds received into the VCC may be utilised on one investment.

e.g: R50 million is invested into the VCC of which only R20 million is invested into
qualifying companies. After the 36 months the VCC must satify one of the following
criteria.
i)

Of the R20 million invested into qualifying companies, at least R 16 million (being 80%)
must be invested into companies with a book value of less than R 50 million. The
remaining R 4 million may – but does not have to be - invested into companies with a book
value of more than R 50 million, and,

ii) In this case, the VCC is limited to invest up to R 10 million (being the 20% of R 50 million)
into each qualifying company it invests in. Assuming the company reached the threshold of
R 10 million for each investment the VCC would have invested into two companies (being
the R 20 million invested).
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5. Risks of a Section 12J Company

5.1.

No tax deduction will be allowed for the taxpayer if immediately after the acquisition of
the VCC shares the taxpayer becomes a connected person in relation to the VCC, per
Section 12J(3A).
“connected persons” means :
Natural person

Company

5.2.

In relation to a :

requirements:

Natural person

Any relative

Trust

Any trust if the natural person or relative
is a beneficiary of the trust

Company

Individually
or
jointly,
with
any
connected person, holds directly or
indirectly at least 20% of the Equity
Shares and Voting Rights

In relation to a :

requirements:

Company

If at least 20% of both equity shares and
voting rights are held by the company,
and no shareholder has majority voting
rights

If the VCC does not comply with all the provisions of both the 12J as well any any other
section of the Income Tax Act then the VCC will be fined 125% of all expenditure
incurred by the taxpayers in acquiring VCC shares.
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6. Frequently Asked Questions (FAQ)

6.1. If I invest R20m into the fund before 28 February 2018, what will my tax savings be as
a… (trust, company, individual)?

Investment:

R 20 million

Trust @ 41%

Company @ 28%

Individual @ 41%

Tax saving: R 8,2m

Tax saving: R 5.6m

Tax saving: R 8,2m

6.2. How will I receive this tax saving? Is it only for the year of investment?
The tax saving will be a deduction from taxable income within the year that the investment
into the VCC was made.
To illustrate - if an investor invests on the 28th of February 2018, then the tax deduction
will be included in the investor’s 2018 income tax calculation.

6.3. When do I need to invest the R20m to receive the tax benefit?
The investment will need to be within the financial year end of the year in which the
investor requires the tax deduction.
If an investor invests on the 28th of February 2018 then the tax deduction will be included
in the investor’s 2018 income tax calculation, however If an investor invests on the 1st of
March 2018 then the tax deduction will be included in the investor’s 2019 income tax
calculation.

6.4. Do I need to pay recoupment tax on disposal of investments into the VCC?
If the shares are held for a period in excess of five years, there will be no recoupment of
tax allowances upon disposal of the shares. Capital Gains Tax will, however, be payable
on the full proceeds.
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6.5 What if a qualifying company has a book value exceeding R50 million?
The legislation provides that if the VCC has invested into more than five companies after a
period of three years then the book value limit of R 50 million is not applicable and the VCC
would be able to purchase the qualifying company.

6.6 Who will manage the various aspects of the VCC?
FSB Compliance:
All FSB statutory requirements will be managed by the Key Individual.
The VCC:
The company will be managed by the board of directors, who contract Hobbs Sinclair Business
Solutions (Pty) Ltd to assist with the associated administrative and accounting functions.
Qualifying company’s performance:
The VCC will contract Hobbs Sinclair Business Solutions (Pty) Ltd as the appointed managers
of the qualifying companies.
The board works with the existing management teams and shareholders of the companies they
invest in to manage the performance of their investment. Where changes need to be made in
the short-term, additional resources from Hobbs Sinclair Business Solutions (Pty) Ltd will be
contracted to ensure the performance of the company while the board determines how and who
the performance of the companies will be stabilised and driven forward in the medium and longterms.

6.7 Will I be able to sell my shares in the fund?
Yes, shares may be sold in accordance with the Company’s MOI. There are, however, tax
advantages to holding onto your shares for more than 5 years – i.e., no tax recoupment
(see point 6.4).

6.8 How will the VCC be valued if additional shareholders are added in the future?
It is proposed that the shares in the VCC be valued in accordance with an agreed
valuation model by the board of directors.
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6.9 What happens if more than 80% of the VCC’s expenditure is utilised in the acquisition
of qualifying companies shares?
The 80% threshold is a minimum requirement and therefore does not restrict the VCC in
utilising 100% of expenditure in the acquisition of qualifying company shares.
It is important to note that this minimum threshold of 80% is only effective after 36 months
from the date of approval of the company as a VCC.

6.10 If VCC cannot aquire more than 70% of the equity in the qualifying companies, can an
investor in the VCC also aquire shares in the qualifying company.
Yes, an investor in the VCC can aquire the remaining shares in the qualifying company
provided that he remains within the connected party rules – as set out in Section 2 of the
Companies Act.

6.11 Is Anuva compliant the relevant regulatory boards?
Yes. Anuva is a registered VCC with both FSB and SARS. SARS approved Anuva as a
12J-compliant VCC on the 15th of January 2015.

12 | P a g e

7. Illustration – Equity Investment

Individual Investors

Founders

Investment

CLASS “B” SHARES

20% Ordinary
dividend

CLASS “A” SHARES

80% Ordinary dividend

Majority voting rights

Minority voting
rights

VCC acquisition of
equity:
69%*

Qualifying Company

*It is possible for the investor to acquire the remaining 31% of the equity in the Qualifying
Company
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8. Illustration – R 1 Million Dividend Distribution

Individual investors

Founders

R 200 000

R800 000

CLASS “B” SHARES

CLASS “A” SHARES

`

Dividend distribution:
R 1 Million*

Qualifying Company
Qualifying Company

*The above illustration is based on the assumption that all the costs in the VCC have already
been met.
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