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We continue to face an ever-changing and uncertain situation in South Africa (SA). We applaud the steps 
our president, Cyril Ramaphosa, has taken to help us flatten the curve.

As a global organisation and one that stands for ethics and integrity, we must play our part as a member 
of society and adhere to the rules that our president is enforcing. We can only combat this virus if we 
work ‘together’.

While our physical offices are closed we assure you that providing you with the most exceptional client 
service is always at the top of our list. We are here to support you through every stage.

Our experts understand the ambiguity businesses are facing and as such have collaborated to create 
the ‘BDO Clarity Report: The business impacts of COVID-19’. The e-book contains a range of articles on 
various COVID-19 business topics produced by our local and global experts bringing clarity to business 
during these murky times.

 We are fortunate to have experts who understand the risks, tax implications, industry implications 
and impact this has on all businesses and sectors, not only locally but abroad too. Speak to your BDO 
relationship partner about how we can assist you during COVID-19. We are here to be your advisers of 
the future and the present.

Stay home. Stay safe.

Regards,            
Mark Stewart           
CEO
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Because we don’t know how long the COVID-19 
epidemic may last, businesses must thoroughly 
assess their risks and quantify the effects of 
business disruption as best they can. These are 
unprecedented times for all of us, and the only 
certainty is that the way we do business will 
change.

Even before COVID-19 became a global pandemic 
that closed borders, tanked stock markets and 
threatened the stability of our healthcare systems, 
many businesses were already struggling to stay 
afloat and maintain their competitive advantage. 
South Africa is still in a recession. Government 
debt is still on the rise. And load-shedding is 
still a reality. And even as Government provides 
financial relief to businesses impacted by COVID-
19, liquidity challenges, retrenchments and even 
closures are inevitable. 

Now is the time for business leaders to assess their 
risk and plan their response. 

Here are a few readiness questions to consider as 
you do this: 

   Stakeholder assurance – Have you assured 
your stakeholders that your business will 
remain a going concern during this time? Don’t 
let a lack of communication lead to speculation 
and reduced confidence in the leadership team. 
Swift, calm and decisive action is needed. 

   Risk and resilience – If you need to change 
your business strategy, change it now. Look 
at areas where you can be more agile, look for 
opportunities where you can cross-sell, upsell 
or diversify. For example, perfume giant LVMH 
temporarily reduced its cologne production 
business (Christian Dior, Guerlain, Givenchy) 
to produce hand sanitisers, a large portion 
of which is being donated to public hospitals 
throughout Paris. This brings up another 
opportunity, which is that doing good is good 
for business. If you have the resources, don’t 
just hunker down and hope you’ll survive. Put a 

public face on your efforts and do good, even as 
you hedge your risks by exploring new business 
opportunities. 

   Develop a new working capital strategy – As 
your business alters course to remain a going 
concern, you’ll need a revised, stress-tested 
and adaptable working capital strategy. This 
strategy may need to be aggressive and result 
in sweating the assets, increasing the business 
cycle so you can maintain adequate levels 
of revenue and maximise your inventory 
management. This could give rise to further 
risks like inventory shortages, which would lead 
to loss of sales, which would impact suppliers 
as businesses extend credit terms, which may 
result in “cash only” policies or non-delivery 
of raw materials. In your scenario planning, 
consider all the potential knock-on effects and 
how you plan to respond. 

  Stakeholder assurance – I know this is a repeat 
point, but it’s worth repeating because it’s so 
important: keep your stakeholders, including 
your suppliers, updated constantly. If you don’t 
communicate, people may assume you’ve left 
the building and aren’t in business anymore. 
Even if your new strategy requires some hard 
decisions, you must show that you are acting at 
the frontline to ensure business sustainability. 
This point is emphasised with Edcon CEO Grant 
Pattion’s heartfelt update to suppliers on how 
COVID-19 has impacted Edcon’s liquidity, and 
that the only payments that can be honoured 
are salaries. 

  Implement business continuity plans – Now is 
when you actually implement your “fire drill” 
procedures, a bit like pulling an emergency cord 
you thought you’d never have to use.  Start by 
stress-testing your continuity plans to ensure 
they still serve you. Perhaps you need to split 
up your core divisions across different locations 
because of lockdowns. Perhaps you need to 
separate certain business units to focus on your 
profit centres. Remember to ask your suppliers 

about their own business continuity plans, too. 
This may mean diversifying your supply chain so 
you can continue to deliver. 

  Plan around staff resource requirement – 
Because we are dealing with a human virus, 
you need contingency plans around the effects 
of staff quarantines. How will you continue to 
operate if resource-critical staff need to be at 
home? Can they still deliver value at home? If 
so, equip them with the resources they need: 
laptops, phones, VPN access and plenty of 
data. Many companies are already doing this, 
but plan for the possibility of longer lockdowns 
while the world tries to flatten the infection 
curve. 

In the late 1990s, Apple came out with a slogan 
that has never been more prescient for the current 
moment: Think Different. Think Different in how 
you execute a new business delivery model. Think 
Different about your potential risks when there are 
so many variables right now. Think Different about 
how to emerge from COVID-19 more resilient, 
more capable and more stress-tested than ever 
before. 

      
Richard Walker,    
Head of Risk Advisory Services

MANAGING BUSINESS 
RISKS DURING COVID-19 
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Robots can’t catch the coronavirus. Nor can 
drones and self-driving cars. As COVID-19 spreads 
through our communities and economies, we’re 
marshalling all our resources to fight it. As a result, 
many emerging technologies are being pushed into 
the mainstream to help hospitals, businesses and 
governments find new continuity solutions and 
reduce mortality rates.

DOING WHAT WE’VE ALWAYS DONE

There’s nothing novel about using technology to 
fight disease. Some of history’s biggest medical 
breakthroughs were in response to a threat to 
our survival. Microscopes revealed the invisible 
world of pathogens. Stethoscopes allowed us 
to hear inside the body. X-rays, anaesthesia, 
the development of antibiotics – these are all 
technological innovations that mitigated threats 
to life. In this time of COVID-19, we’re once 
again using technology to prevent, contain, and 
vaccinate against, disease.

MEDICAL INNOVATIONS: CHINA IS LEADING 
THE WAY

In China, medical facilities are rolling-out robotic 
healthcare workers equipped with machine 
learning and AI that can work faster than any 
doctor. These robots perform diagnostic triage 
–measuring heart rate and body temperature, 
and analysing CT scans and travel history to give 
doctors a reliable infection estimate on a 10-point 
scale. Oh, and they can do this in 10 seconds. 

To confirm an infection, doctors are using new test 
kits measuring only a few centimetres long that 
deliver definitive blood-test results in under two 
hours. Once testing is completed, robot “janitors” 
arrive to sanitise the space with UV-C light in time 
for the next patient. 

China is also using drones to help enhance 
compliance. After curfew hours, drones mounted 
with loudspeakers scatter public gatherings and 
caution those not wearing masks. The drones 

also carry thermal cameras to monitor body 
temperatures at scale, helping to predict and   
pre-empt spread before an outbreak.

APPLYING THIS THINKING TO SOUTH AFRICA

USING DRONES TO DELIVER FOOD 

In many rural areas, schoolchildren rely on 
their lunchtime school meal to meet their daily 
nutritional needs.  For them, a school closure 
doesn’t mean just quarantine, it also means food 
insecurity and malnutrition. But if drones could 
be mobilised to deliver basic foodstuffs, we could 
enforce quarantines while still ensuring that the 
most vulnerable are fed. Even where reliable 
transport networks exist, drone delivery could help 
alleviate the burden on supply-chain management 
workers who don’t have the luxury of working in 
isolation since food and essential medicine delivery 
has to continue. 

USING DRONES FOR SURVEILLANCE

China is already using drones to encourage social 
compliance and distancing, something which may 
have helped Italian authorities curtail the 40 000 
people who defied the national lockdown. In South 
Africa, what if drones tweeted photos of people 
who flouted social restrictions during lockdown?

There are some obvious sensitivities here. We want 
to feel like we are above naming and shaming, 
and that individual liberty, personal freedoms and 
the right to privacy take precedence even during 
times of crisis. But during what is effectively a 
global state of emergency, enforcing compliance 
may be the lifeline we need to survive. Already in 
France on the country’s very first day of lockdown, 
over 4 000 people were fined for ignoring rules 
around non-essential travel. Fines were initially set 
at 35 euros, then 135 euros, and now 375 euros. 
Governments everywhere are trying to find tipping 
points where behaviour actually changes, whether 
the application of pressure is social or economic.  

PUSHING CASH ALTERNATIVES – EVEN IN THE 
INFORMAL SECTOR

While the vaccine race is on, cash is a transmission 
risk. This is the time for South Africa to push digital 
payment acceptance beyond chip-and-pin and 
tap-to-pay cards. We need fintech startups to 
think of solutions that are easy to implement, 
that satisfy our regulators and that help bank the 
unbanked who still only trust in cash. Think of 
how easily a virus could spread inside a minibus 
taxi where social distancing is virtually impossible. 
If necessary, taxi operators should be equipped 
with thermal imaging devices to prevent high-risk 
commuters from travelling. Although expensive, it 
will almost certain cost the economy less than a 
widescale virus spread. 

OTHER TECHNOLOGIES

COVID-19 spreads easily: coughing, sneezing, and 
hand-to-face transmission are the common routes 
of transmission. Although it doesn’t like heat, the 
virus is hardy and stays active on hard surfaces and 
clothes for at least a few hours. 

In response, a startup recently developed bacteria- 
and virus-resistant textiles using zinc, silver and 
graphic nanoparticles. The textiles keep their 
anti-pathogen activity for over 100 washes even at 
high heat. This could help us ensure that an elbow 
sneeze or simply brushing up against a countertop 
or till-point doesn’t increase transmission. 

South Africa has a real opportunity to use 
these technologies to augment the effects of a 
lockdown. Although experimental, they’re starting 
to prove their effectiveness in China, where 
community transmission rates have steadily 
started to decline. Let’s hope we all follow suit. 

Nevellan Moodley,    
Head of Financial Services Technology

TECHNOLOGY-20 VS 
COVID-19: HOW WE’RE 
GOING TO WIN 
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The COVID-19 pandemic has changed the world 
very quickly and many organisations have initiated 
remote working to ensure business continuity 
as much as possible. But remote working also 
increases the chances of cyber-attacks because 
there are more users accessing internal networks 
from outside. Some devices aren’t set-up for 
secure communications and even when they 
are, networks may not allow secure remote 
connections. Because of the increased access 
outside the offices' confines, users might be more 
susceptible to malware. 

BDO has seen an increase in cyber-attacks: spear 
phishing, ransomware, impersonation attacks, 
business email compromises, distributed denial 
of service (DDoS) attacks and more. Nation-
state cyber-attack groups and criminal cyber-
attack groups are taking full advantage of cyber 
vulnerabilities, especially those most impacted by 
the current crisis.

COVID-19 is also testing the resilience of disaster 
recovery and business continuity planning. Because 
it is a ‘black swan’ event, most organisations were 
not prepared, and many companies are scrambling 
to keep their businesses running  as much as 
possible while staying within the constraints of 
Government’s new emergency regulations. 

BDO can assist clients remotely because of our 
virtual cybersecurity offerings like penetration 
testing and cybersecurity awareness training. 

CYBERSECURITY: TOP RECOMMENDATIONS

BDO’s cyber risk specialists have compiled a 
versatile cyber strategy to help our clients excel in 
these difficult times. To reduce both the probability 
of a cyber-attack or significant data breach and 
mitigate the negative financial and reputational 
impacts, BDO offers the following cybersecurity 
recommendations which are clearly applicable to 
all industries:

 1. Create an organisational culture of 
cybersecurity

Realising that 40% or more of cyber 
vulnerabilities are directly linked to employee 
behaviour, per Gartner’s latest studies, it is 
vital that organisations focus more on their 
employees via cybersecurity awareness, 
education, training, and use of simulations, eg 
penetration testing and hacking simulations, to 
create a stronger human firewall to protect their 
vital digital assets. After all, according to IBM 
Security’s latest findings, the average cost of a 
cyber data breach is now USD8.2M.

We are already seeing multiple phishing attacks 
trying to leverage the COVID-19 pandemic to 
manipulate unsuspecting staff into clicking 
on links and providing credentials that lead to 
compromise. Ensure the C-Suite consistently 
promotes and supports all employees practicing 
effective cybersecurity policies, processes, and 
procedures via a comprehensive cybersecurity 
awareness, education, and training program, 
including spear-phishing campaigns and cyber 
data breach table-top exercises.

With the introduction of extended work-from-
home policies, many employees will be working 
away from the office and managing IT networks 
for the first time. This introduces multiple 
opportunities for cyber criminals, fraudsters 
and conmen to exploit. BDO’s online, internet-
based training programmes: Meet the Hacker™ 
and Cyber Posture Analysis™ offer affordable, 
immediate protection by:

  raising staff members’ awareness of the 
contemporary cyber-threat landscape  
  introducing the motives, skills, and techniques 
used by hackers   
  evaluating staff members’ personal posture 
towards internet security   
 reinforcing the need for greater awareness of 

staff members’ online behaviour during these 

trying times.

Through BDO’s remote cyber awareness 
training you can ensure that your staff remain 
vigilant to the increased risk from hackers. You 
can also make use of the downtime to train your 
employees to become valuable cyber defence 
assets.

 2. Implement advanced cyber diagnostic 
assessments

Cybersecurity testing has to continue on a 
regular basis, including:

 email cyber-attack assessments  
 network and endpoint cyber-attack 

assessments    
 vulnerability scanning assessments  
 penetration testing   
 spear-phishing campaigns.

 For the many businesses who don’t have 
adequate IT security infrastructure or personnel 
in place, BDO has developed an introductory 
vulnerability and cyber risk assessment (which 
can be performed remotely). This offers a 
unique opportunity to allow companies to 
understand their cyber posture given the drastic 
change in business behaviour. These easy steps 
can ensure some of your most valuable assets', 
ie your network, data and infrastructure, are 
protected from the expanded attack service that 
the Coronavirus has made possible for hackers 
to use.

 3. Establish a rapid cyber-attack incident 
response plan

BDO can assist to develop and periodically 
test an enterprise-wide well-coordinated 
information system incident response plan to 
quickly identify, contain, eradicate, and recover 
from cyber-attacks.

     

CYBSERSECURITY 
DURING COVID-19
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4. Conduct 24/7/365 monitoring, detection, and 
response (MDR)

BDO can assist to continually monitor, 
detect, and respond to all cyber incidents 
including: email system, network, software 
applications, and all information system 
endpoints using advanced security information 
event management (SIEM) software, data 
visualisation tools, automation, and artificial 
intelligence (AI) capabilities.

 5. Ensure information system resilience

BDO can assist in auditing, implementing and 
periodically testing an enterprise-wide business 
continuity plan (BCP) and disaster recovery plan 
(DRP).

 6. Ensure secure communication 

BDO has a secure software communication 
platform that can facilitate secure (and virtual) 
interaction, and can be used by organisations in 
this period where face-to-face interaction is not 
possible. 

 A secure communications platform (SCP):

 is specifically designed for organisations to 
ensure all forms of communication including 
chats, voice calls as well as sharing of videos, 
pictures and locations, tracking targets or 
retrieving documents is secured

 allows an organisation to use the platform to 
determine

 who uses the platform                                            
 what information is shared             
 implementation of organisational  

communication policies and processes

 ensures that all communication is encrypted 
and no one can access the system through a 
“backdoor”

 safeguards organisational critical information

 responds to, resolves, and recovers from 
cyber incidents and attacks through timely 
information sharing, collaboration, and action

 establishes a legal and regulatory framework 
to enable a safe and vibrant cyberspace

 ensures changes to the system through 
source code ownership meet your future 
needs independent of the original equipment 
manufacturer (OEM).

 

     

     
Michiel Jonker,     
Head of IT Advisory

CYBSERSECURITY 
DURING COVID-19
(CONTD.)
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COVID-19 has caused a daily avalanche of data 
for businesses. And before we can even process 
and interpret what the data means, it changes. 
For businesses that have implemented IFRS 9, 
monitoring and unpacking data that moves in 
unpredictable ways is especially difficult. 

REMEMBER WHY WE HAVE IFRS 9

Now is probably a good time to remember 
that IFRS 9 was developed to cater for the type 
of uncertainty we are currently facing. Before 
the 2008 financial crisis, businesses tended to 
overstate their assets under IAS 39 and account 
only for impairments when there was objective 
evidence of default or when a default actually 
happened, ie too little, too late. IFRS 9 was 
developed to force businesses to take into account 
the impact of current and future events, as well 
as economic factors that ultimately could impact 
the overall credit risk exposure of a business. The 
objective of IFRS 9 was to shift management’s 
mindset from a reactive (or incurred) credit loss 
model to an expected credit loss model so that 
businesses would recognise and inform relevant 
stakeholders of potential impairments ahead of 
time. As you revise your impairment predictions, 
remember that no one has been unaffected by 
COVID-19, including your shareholders, lenders 
and regulators. 

To help navigate these murky waters, we have 
summarised some key points to help businesses 
determine the impact of COVID-19 on their 
expected credit losses (ECLs). All businesses must 
re-evaluate the core assumptions behind their 
existing impairment models and find a way to 
incorporate data into the IFRS 9 models in a way 
that is rational, reliable, reasonable and can be 
refreshed as needed.

IMPACT OF COVID-19 ON IFRS 9 MODELS

1. Definitions

In building an IFRS 9 model, businesses would have 

had to set up parameters that govern how the 
IFRS 9 model operates. Part of this process would 
have involved defining terms such as "significant 
increase in credit risk" (SICR) and "default". These 
definitions would generally be determined with 
reference to an internal credit rating methodology 
to be able to track the credit risk grading of 
financial assets and how they move between the 
different stages outlined in IFRS 9. A good starting 
point would be for all businesses to revisit the 
definitions that have already been built into the 
IFRS 9 model and assess if the current definitions 
still hold true. For example, if customers were 
offered a payment holiday as part of a relief 
programme during this global pandemic, would 
this be seen as a significant increase in credit risk?

2. Judgements and assumptions

When assessing the probability of default (PD) 
and the loss in the event of default (LGD), it’s 
near impossible at this point to predict how 
certain variables will behave in the near future. 
Management needs to stop, pause, have a 
think and come up with an approach to update 
the judgements and assumptions built into 
IFRS 9 models that strike a balance between 
oversimplifying and overengineering any 
adjustments. Most important is to document your 
considerations clearly and stress-test the numbers 
to ensure they’re within a reasonable range. 

For companies with years ending between 31 
December 2019 and 31 March 2020, there is 
insufficient data to make any adjustments to 
the IFRS 9 model that would be reasonable 
and supportable. For these entities, we believe 
additional disclosure is the best way to reflect 
what management has done to unpack the 
potential impact of COVID-19. This disclosure 
would include information about the assumptions 
about the future, and any major sources of 
estimation uncertainty at the end of the reporting 
period, that have a significant risk of resulting in a 
material adjustment to the carrying amounts of 

assets and liabilities within the next financial year. 

For companies that will be required to report 
results within the next 6 – 12 months, consider 
the following factors in your revised IFRS 9 model 
when calculating your ECLs:

 Unemployment rates – COVID-19 has caused 
a lot of operational instability, which may 
lead to the closure of certain businesses and 
facilities.

 Interest rates – The SARB recently lowered 
interest rates to help boost disposable income 
and encourage economic activity. Keep in mind 
what’s happening in the global economy too. 
For example, the US Federal Reserve recently 
cut interest rates to 0%, which should have 
encouraged spending, but paradoxically drove 
the Dow right down, perhaps because of the 
lockdown effect of many businesses closing 
down during this time. Also keep in mind that 
South Africa is lagging behind the rest of the 
world by three to five weeks in the spread and 
effect of the virus.

 Concentrations of risk – Be aware of where 
your credit risks are highest. For example, if a 
counterparty operates in an area hit particularly 
severely by COVID-19 then geographical 
location is a risk concentration to factor in. 
Consider other risk factors in your particular 
industry, service line or risk type as applicable. 

 Liquidity risk - As a result of national 
lockdowns and curfews being implemented, 
many corporates and households will 
experience a loss of income. You will need 
to assess the impact of this loss on the cash 
inflows and outflows expected over the next 
few months and possibly years and update for 
any increase in liquidity risk.

REASSESSING YOUR 
IFRS 9 MODELS FOR 
COVID-19
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 Foreign exchange fluctuations – The loss of 
economic value overall in different jurisdictions 
and the restrictions on global movement is  
likely to cause volatility in foreign currency 
exchange rates.

 Market volatility – Some global markets are 
hitting 30-year lows at the moment, which 
have caused many market authorities to 
intervene and prevent short-selling. Keep an eye 
on trading conditions and what protections are 
being put in place to prevent further collapse. 

 Regulators –   The responses from industry 
bodies like the JSE, FSCA and IASB are being 
rolled-out into accounting practices in real time. 
It’s crucial to keep pace with these changes. For 
example, the IASB announced it would defer the 
rollout of the new insurance standard, IFRS 17 
by one more year.  

 Insurance – COVID-19 will almost certainly 
mean an increase in insurance claims now and 
in the future. Take note of this if any of the 
products offered has an insurance or credit life 
element. 

 Fair value of collateral – Any fair values of 
collateral that affect your ECL model will need 
to be revised as the market and fair value prices 
adjust. These changes may impact your debt 
protections and recovery options in the event 
of a default

 Rescue packages and measures – On the 
positive side, also consider all rescue packages 
and other measures being offered by especially 
governments and banks to support their citizens 
and customers during this turbulent time.

3. Loan modifications 

Where borrowers are experiencing cash flow 
challenges as a result of COVID-19, financial 
institutions are open to renegotiating payment 
terms and finding ways to provide support and 

relief to customers. Any changes made to the 
original terms of a loan would constitute a "loan 
modification" and must be assessed carefully 
to determine the potential impact. Such an 
assessment would include a comparison of the 
cash flows before and after the modification, 
discounted at the original effective interest rate 
(EIR). If the difference between these discounted 
cash flows is more than 10%, the instrument is 
derecognised and a new instrument would be 
recognised. 

4. Short term instruments

In general, businesses will have assumed that 
instruments with shorter lifecycles have a lower 
credit risk because the amounts are recoverable 
over a short period of time. Credit risk determined 
upfront on these instruments, will generally be 
high but not subject to drastic changes over a short 
period of time. These are often calculated on an 
aggregated basis per portfolio rather than on an 
individual account level. It is likely that any pre-
COVID 19 assumptions that were made regarding 
portfolios of short-term instruments, may have 
changed now and will need to be reconsidered. 

5. Portfolios

On transition to IFRS 9, financial instruments 
would have been grouped based on shared credit 
risk characteristics. COVID-19 may mean that 
instruments that exhibited similar credit risk 
characteristics start to behave differently. The 
way instruments were initially grouped may need 
to be reassessed and aggregated/disaggregated 
differently as new information becomes available. 
For example, portfolios may now be determined 
with reference to the concentrations of risk 
referred to above.

As many businesses go into hibernation, or even 
close down, because of COVID-19, we advise our 
clients to increase savings and be prudent with 
distribution policies, for example dividends and 

employee incentive schemes. Identify any existing 
covenants on borrowings that may be impacted 
by increased ECLs and engage proactively in 
discussions with your funders on how facilities 
could be restructured if necessary. It is crucial to 
update disclosures for all of the issues outlined 
above as well as any related tax consequences in 
the upcoming financial reporting period.

We recommend you use this opportunity to slow 
down, relook at your strategies and determine the 
most efficient, effective and economically viable 
steps to stay the course during COVID-19 with so 
as to emerge more resilient. 

Shehnaaz Suleman,    
Senior Audit Manager

REASSESSING YOUR 
IFRS 9 MODELS FOR 
COVID-19
(contd.)
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As the State President’s declared lockdown is 
implemented, the effects on economic activity 
and individuals will be keenly felt. In the case of 
individuals, many will have to work reduced hours 
with related cuts in remuneration. Even worse, 
many will face retrenchment.

Many consumers won’t be able  to service monthly 
commitments like insurance policies, mortgages 
and vehicle instalments. In South Africa, certain 
banks have announced that they will grant 
relief to customers through repayment holidays 
for a period of time. The loans will continue to 
attract interest, which will be capitalised and the 
repayment terms adjusted.

The South African Reserve Bank (SARB) has 
recently reduced the repo rate by 100 basis points 
and has also announced that it is introducing 
measures to provide additional liquidity to the 
market. The actions being taken by the SARB 

could be viewed as a form of quantitative easing 
(although they have not used that term). 

On 26 March, the Prudential Authority issued 
three proposed Directives aimed at: 

 providing capital adequacy relief to banks and 
at the same time encouraging banks to continue 
to extend credit to customers, in particular 
households and small businesses, by relaxing 
certain capital adequacy requirements

 providing temporary relief to banks in meeting 
the Liquidity Coverage Ratio (LCR)

 providing guidance in relation to loans 
restructured due to Covid-19. In addition, the 
PA has issued Guidance Note 3/2020, which 
outlines the expectations of the PA when the 
requirements of IFRS 9 are applied to payment 
holidays and other relief measures, including 

government guarantees and other subsidies 
provided as a result of Covid-19.

The Financial Sector Conduct Authority 
(FSCA) announced on 24 March 2020 that it 
was putting in place certain arrangements in 
respect of extending the deadlines regarding the 
submission of certain statutory returns and fit 
and proper related deadlines. The PA has not yet 
announced whether banks, insurers and other 
entities regulated by it, would receive similar 
dispensations.

These actions by the SARB, the PA and the FSCA, 
will provide some relief to banks, their clients 
and the economy in general as the fight against 
COVID-19 continues.

      

John Martin,    
Sector Head of Financial Regulatory and    
Compliance Services

PAYMENT HOLIDAYS 
AND EXTENDED CREDIT 
TERMS: PROVIDING 
DEBT RELIEF DURING 
COVID-19
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As COVID-19 wreaks havoc across the globe, a 
topic that is unlikely to have surfaced on the first 
page of a multinational entity (MNE) group’s red 
flag report is transfer pricing. That said, it will 
be the MNE groups who identify, confront, and 
mitigate material risks, including transfer pricing, 
that will navigate through the COVID-19 storm.

A key part of a typical transfer pricing analysis is 
the characterisation of entities party to an intra-
group transaction. Entities could be characterised 
as distributors, manufacturers, service providers, 
and lenders to name a few. We characterise 
entities through a detailed analysis of the functions 
performed, risks assumed, and assets used by the 
transacting entities. 

On the surface, characterisation may seem 
glaringly obvious; however, within these wide 
characterisations, we have to further dissect 
exactly what type of distributor, for example, an 
entity is. The main key to do this is determining 
the assumption of risks for the entity that is 
characterised. 

In the open market, we would expect the level of 
risk that an entity assumes to correlate with its 
potential return. As such, a limited risk distributor 

within a group with low levels of “uncertainty” 
should expect low potential returns or margins. 
Low as they may be, under arm’s length conditions 
they should be relatively certain and losses should 
be rare. 

A common distribution model within MNE groups 
sees a parent company supplying goods to a 
subsidiary for distribution in a developing market. 
The parent leads the strategic intent and assumes 
all inventory and credit risks through reimbursing 
the distributor for bad debts and obsolescent 
stock. As the parent principally assumes most 
of the risk, in good times it should be rewarded 
through any excess returns but in bad times it 
should bear the brunt of losses. As you would have 
guessed, our subsidiary is a limited risk distributor 
and its returns or margins should be relatively 
stable under arm’s length conditions regardless of 
the economic climate.

Given the state of the global economic climate, 
most MNE groups are hunkering down and hoping 
to ride out the COVID-19 storm. It only takes 
basic economics to connect the virus to a decline 
in demand that will certainly get worse as it takes 
hold of the developing world. 

With a decline in demand, our limited risk 
distributor will start to feel the pinch as the top 
line stagnates and turns to negative growth. 
Purchases may be reduced, but fixed overheads 
ensure that operating margin declines. Stock 
obsolescence and ageing debtors throw salt onto 
the widening wounds. 

Through good times, a MNE group uses transfer 
pricing principles to support a low margin for our 
limited risk distributor; however, now that the 
tables have turned, it will take a parent’s bail-out 
to ensure transfer pricing principles are adhered 
to and the limited risk distributor's margins are 
maintained. 

These principles do not, of course, only apply to 
distributors - disasters such as COVID-19 can 
heighten and disperse risk across any supply chain. 
In times like these, it is vitally important that MNE 
groups are aware of their own transfer pricing 
framework and the actions required to maintain 
arm’s length parity across the group.

      

     
Marcus Stelloh,    
Head of Transfer Pricing  

TRANSFER PRICING: 
RISK VS RETURN AND 
THE EFFECTS OF 
COVID-19
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As the economic implications of the coronavirus 
pandemic become evident, Government has 
committed to helping the most impacted 
sectors of our economy. But how is COVID-19 
Government relief treated for tax purposes? Once 
again, we must look at the capital vs revenue 
debate.

Generally, receipts or accruals of a capital nature 
are excluded from a person’s gross income. 
Accordingly, receipts or accruals of Government 
grants will only form part of a person’s gross 
income if they are of a revenue nature.

SARS  has issued guidance in this regard in 
Interpretation Note 59 on 10 December 2010 
(IN59), which gives us an indication of which 
receipts or accruals of government grants will be, 
whether a capital or revenue nature. Paragraph 
3.2.3 states the following:

A government grant will be of a revenue nature 
in the hands of a person carrying on trading 
operations if it is a trading receipt. A grant is a 

trading receipt if its receipt is a normal incident of a 
person’s trading operations. The nature of the grant 
received and the relationship which exists between 
the grant received and the recipient’s activities 
needs to be examined.

A government grant will be a trading receipt when 
it is paid in order to assist in meeting a person’s 
trading obligations or in order to assist in carrying 
on trading operations. A grant of this nature 
results in trading receipts being supplemented and 
accordingly is itself a trading receipt.

By contrast, any amount received or accrued for 
the purpose of:

 establishing an income-earning structure, or

 compensation for the surrender of such a 
structure, is of a capital nature.

In case law, there are various cases stating that in 
determining whether a receipt or accrual is capital 
or revenue in nature one must look at whether the 

receipt arose from the realisation of a capital asset 
or whether it was received in pursuance of a profit-
making scheme. The courts have also stated that 
commercial and good sense must always be the 
overarching factors on which such a determination 
must be made.

In a more recent case (2017) of Volkswagen South 
Africa (Pty) Ltd v Commissioner for South African 
Revenue Service 80 SATC 179, these principles 
have been applied and reliance has been placed on 
the contents of IN59. 

The issue in this case was whether the accrual 
of rebates – calculated with reference to capital 
expenditure, and to which Volkswagen became 
entitled under a government scheme to support 
the local motor industry – should be regarded as 
accruals of a revenue or capital nature.

In this regard as an incentive for the automotive 
manufacturers to embark on expensive capital 
projects the productive asset allowance (PAA) 
was introduced to those manufacturers that had 

CAPITAL VS REVENUE– 
CLASSIFYING A VIRUS 
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invested in dedicated productive assets for the 
assembly of light vehicles and manufacture of 
automotive components. 

For a PAA certificate to be issued, any claim 
for such benefits had to be audited by external 
financial auditors using prescribed audit standards 
to verify the investments in productive assets. The 
value of the PAA certificate would be 20% of the 
capital investment so audited and verified.

These PAA certificates could then be used by 
the manufacturer to offset the duty which it 
became liable to pay on importing fully made 
up vehicles for sale in South Africa. As a result 
of their participation in the PAA scheme and the 
rationalisation of the motor vehicles they were 
producing, the manufacturers were reimbursed an 
amount of 20% of the capital expenditure incurred 
in the rationalisation process by, effectively, paying 
less import duty than would have been the case 
had they not participated in the scheme.

The court considered the case on the following two 
questions:

 What was the real and basic cause of the 
accrual, ie in respect of what activity was the 
grant made?

 Whether the abovementioned cause was more 
closely associated with the equipment of the 
taxpayer’s income-producing machinery (which 
would make it capital in nature) or with its 
income-earning operations (which would make 
it revenue in nature)?

SARS contended that the PAA certificates could 
only be redeemed by the payment of customs 
duties and therefore only accrued once the motors 
had been imported. As such, they were so closely 
connected to the income producing activities of 
the Taxpayer that they were revenue in nature.

However it was found that the PAA certificates 
were in no way received as part of a scheme of 
profit making but that the PAA certificates were 
issued to compensate manufacturers for at least 
a portion of the capital expenditure incurred in 
pursuance of the rationalisation of motor vehicle 
models and that this clearly distinguished them as 
capital in nature. 

From the above it is evident that although there 
are no hard and fast rules set to determine 
whether a government grant is capital or revenue 
in nature, of most importance is that the purpose 
of the grant must be established.

However, it should be noted that even if the grant 
is of a revenue nature, there may be relief from tax.

Section 12P of the Income Tax Act provides 
exemption through:

 Eleventh schedule listing, or

 Identification by the minister in the 
Government Gazette 

Taxpayers that receive government grants that 
are either listed in the Eleventh Schedule to the 
Income Tax Act or identified by the Minister of 

Finance by notice in the Government Gazette, 
will be exempt for income tax purposes. However, 
no tax deductions will be allowed against such 
exempt grants as double-dipping rules will apply. 

Alternatively, the provisions of section 10(1)(y) 
of the Income Tax Act may apply that currently 
exempts various programmes, more specifically 
with respect to the provision of relief in the case of 
natural disasters. However, these are approved by 
the Minister under the national budget process.

The jury is therefore out on whether or not the 
Minister will exempt COVID-19 grants through the 
Gazette outside the budget process.

      

Barry Visser,     
Tax Director  

CAPITAL VS REVENUE– 
CLASSIFYING A VIRUS
(CONTD.) 
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The rapid spread of COVID-19 has resulted in 
disruptions that have impacted every sector of the 
economy. COVID-19 is now a national disaster in 
terms of the Disaster Management Act 57 of 2002, 
with a nationwide lockdown that commenced on 
27 March 2020. How do taxpayers and corporates 
meet the 31 March 2020 deadline, and is there 
relief in these circumstances?

Since the outbreak COVID-19, the South African 
Revenue Service (SARS) has released various 
media statements and updates of the impact of 
COVID-19 on their operations. Among others, 
Commissioner Edward Kieswetter announced 
increased hygiene measures, the closure of trade 
ports, and the suspension of tax mobile units and 
workshops. The Commissioner, however, reiterated 
that SARS would have to balance collecting 
revenue and facilitating service to taxpayers, 
travellers and traders, with taking reasonable 
measures to protect its officials. 

Because of the lockdown, many disrupted 
taxpayers will have missed the 31 March 2020 
filing deadline, which may result in SARS imposing 
interest and late payment penalties. Prioritised 
spending or financial distress could be the new 

normal for many taxpayers who will be asked to 
dig very deep into their pockets for these penalties. 

But there is relief in terms of section 187 and 
section 218 of the Tax Administration Act 28 of 
2011(TAA) where the circumstances are beyond 
the control of taxpayers. According to section 
187(6) of the TAA, a senior SARS official may 
direct that the levied interest attributable to 
circumstances beyond the control of the taxpayer 
may be remitted. Section 187(7) of the TAA define 
the circumstances as: 

 a natural or human-made disaster  
 a civil disturbance or disruption in services or 
 A serious illness or accident. 

Where late payment penalties are concerned, 
the TAA provides for the remittance of the late 
payment penalties in exceptional circumstances. 
Specifically, section 218(2)(a)–(c) prescribes the 
above circumstances as exceptional circumstances, 
where SARS may consider to remit the late 
payment penalty imposed.  

It is arguable that the provisions of section 187 
and 218 of the TAA may find application, since   

COVID-19 is classified as a natural disaster in 
terms section 27 of the Disaster Management Act 
57 of 2002. The lockdown that began on 26 March 
2020 will means a civil disturbance resulting in a 
disruption of services. 

Where interest and late payment penalties are 
levied on taxpayers, taxpayers may rely on the 
provisions of section 187 and section 218 of the 
TAA to arguing for its remittance. 

Many counties have offered relief: in the US, the 
Internal Revenue Service(IRS) announced a three-
month deferral income of tax payments without 
penalties, while in the UK Her Majesty's Revenue 
and Customs (HMRC) announced a six-month 
deferral of income tax assessments without 
interest and penalties. 

The COVID-19 events are both an exceptional 
circumstance and natural disaster. SARS should 
follow the examples of many other tax authorities 
and defer the tax filing obligations, allowing for the 
remittance of interest and late payment penalties. 

      
Ashika Nichha,    
Senior Tax Consultant and   

MEETING TAX DEADLINES 
DURING COVID-19: 
AN EXCEPTIONAL 
CIRCUMSTANCE AND A 
NATURAL DISASTER  

Marcus Botha,    
Head of Corporate Tax Consulting
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Who would have thought that the traditional, 
unyielding, uncompromising work culture instilled 
by the ‘baby-boomers’ would end? Unless they’re 
a designated essential service, employees must be 
allowed to work from home. Colloquially known as 
‘working remotely’, this became the new normal 
for South Africans when the lockdown began on 27 
March 2020. 

With this change, employers must consider the 
potential tax consequences for their companies 
and employees. Business tools that aid remote 
working are easy to take for granted in an office 
environment. But when these tools are used in the 
private homes of employees, tax consequences 
may arise. 

Here are considerations for your business: 

 Have you have kitted-out your staff with 
mobile data cards, laptops, desktops and 
other computer hardware, or have you agreed 

to pay them an allowance to cover the costs 
associated with these tools? Or will you work 
on a reimbursement basis if employees use their 
own tools?

 Similarly, have you given employees company 
mobile phones, or have you bought ‘pre-paid 
vouchers’ to ensure your staff stay in contact 
with you and can call clients?

 Are you considering arranging transport for 
your workers to return to their family homes or 
to allow employees the use of company cars for 
this purpose?  

 Are you helping staff pay off their debt, or 
granting them interest-free loans to financially 
assist over this difficult time?  Would you pay 
staff a salary advance?

 What about paying towards the cost of staff 
testing for COVID-19, or offering mental-

wellness programs and other counselling 
platforms?

 If your business is part of the essential services, 
firstly thank you, but also do you know that the 
beneficial tax dispensation previously reserved 
for mineworkers performing hazardous tasks 
during any emergency could similarly apply to 
your staff?

All of the above points have tax consequence and 
each needs to be considered in light of the current 
tax legislation.

It is important that as an employer you focus on 
your business, the economy. Let us at BDO guide 
and advise you with your taxes. 

     

     
Doné Howell,    
Head of Individual Tax  

IS COVID-19 INFECTING 
FRINGE BENEFITS?  
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If we rewind pre-COVID 19 and pre-recession, 
most REITs were continuously making maximum 
dividend declarations vying for shareholder 
affection. REITs have not, however, been spared 
the effects of South Africa’s stagnating economy 
and COVID-19’s impact on global trade. 

REITs are likely to retain at least some of their 
profits and cash resources to weather this storm, 
although property valuation levels are likely to 
dip, impacting a REIT’s balance sheet gearing 
levels. What does a reduced distribution and 
compromised balance sheet mean for a REIT and 
its unique income tax treatment?

The JSE and other authorised exchanges 
regulations and Income Tax Act requirements 
essentially require a REIT to distribute at least 
75% of its distributable income, and to maintain a 
healthy gearing level to retain REIT status. A REIT is 
further required to maintain a rental income level 
of 75% of its gross income.

Losing REIT status would among other things 
mean a property company will:

 once again be liable for capital gains tax (CGT) 
on the disposal of properties, which would also 
necessitate reinstating deferred tax liabilities 
previously abandoned

 not be able to deduct dividends declared to 
shareholders for income tax purposes and

 subject its shareholders to dividends tax. 

These requirements are not insurmountable 
in many instances provided a REIT correctly 
navigates its way through the precise regulatory 
and legislative requirements, which needs to be 
considered on a case-by-case basis. 

If a REIT is able to successfully retain its REIT status 
while reducing or limiting the level of distributions 
made, it will be left with a cash tax bill to settle 
to SARS. The REIT should then consider a number 
of tax aspects in managing its resources while 
remaining compliant with legislative and SARS 
requirements.  

These would include the following: 

 Making adequate provisional tax payments to 
ensure the 80% threshold is met;

 Paying very close attention to tax deductible 
items which may have been glanced over 
previously.  Such items may include:

 Wear and tear allowances deductible under 
section 11(e) on qualifying assets. REITs are 
not prohibited from claiming these, but the 
benefit must be weighed up against potential 
recoupments down the road 

 Renewable energy installation cost     
deductions   

 Prepaid expenditure         

 Section 24C allowances  

 Doubtful debt allowances (SARS can be 
approached for higher percentage doubtful 
debt deductions in certain instances) or 

 Paying staff bonuses by year end, as opposed 
to just providing for this.

 Disposing of assets to increase liquidity. While 
REITs are exempt from CGT on the disposal of 
qualifying assets, it should be remembered that 
REITs are not exempt from income tax. Profits 
realised on the disposal of assets acquired, held 
or disposed of for the purpose of making a profit 
will fall outside of the CGT web and rather be 
subject to tax at 28%. REITs should caution 
against crossing the proverbial Rubicon when 
deciding to dispose of assets to not fall into   
this trap.

 Certain REITs may have retained assessed 
losses from the pre-REIT tax regime which may 
now come in handy.

BDO is perfectly positioned to assist any REIT in 
navigating its way through these considerations 
and decisions relevant in these trying times.

      
Louis van Manen,     
Tax Director  

COVID-19 AND REITS: 
SOME CONSIDERATIONS 
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COVID-19: TAX 
IMPLICATIONS OF 
EMPLOYEES GROUNDED 
IN ANOTHER COUNTRY
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Cliff Watson,    
Tax Director and 

Hylton Cameron,    
Head of International Tax 

Unfortunately, even at a time like this, taxes do 
not go away. Although many countries have closed 
their borders and banned international travel, 
technology allows a lot of work to continue. But 
what about the potential tax issues?

To keep the issue simple, let’s assume the 
employee is working in a foreign country with 
which South Africa has a double taxation 
agreement (DTA) 

The normal procedure is that the employee is 
either:

(a) working at another group companies’ or 
client premises or    
     
(b) meeting clients or other people who can 
potentially assist the company back in South 
Africa or     
      
(c) A combination of (a) and (b).

In terms of (b), this is usually for a limited period 
of less than a month  and should not create a 
problem if the period is extended, although it may 
be too early to tell.

Scenarios (a) and (c) are usually longer-term 
projects and we often expect the employee to be 
working there for 1 to 6 months.

One also needs to be careful where certain 
projects require ad hoc or intermittent support 
such that the employee may commute between 
the host foreign country and South Africa on 
numerous occasions during a year. The period 
of six months for this is not arbitrary, although 
sometimes the origin of the time frame has been 
forgotten. While not specifically stated in the DTA, 
usually an employee will create what we call a 
permanent establishment in the foreign country 
if they are there for six months or more in a 12-
month period. Typically, this means that your 
company will then have to register for income tax 
in the foreign jurisdiction, calculate any foreign 
tax, submit a foreign tax return and pay tax in the 
foreign jurisdiction.

All going well, you should be able to obtain a tax 
credit for the foreign tax paid in South Africa.

However, the effort to register for foreign tax, 
submit tax returns and then pay that tax is at the 
very least time consuming. More than likely it 
is also going to cost money (generally in euros/
pounds or dollars).

You therefore need to consider how long has your 
employee been working in such jurisdictions in any 
12-month period, and whether the employee(s) 
create a permanent establishment in that foreign 
country.  

WHAT ABOUT EMPLOYMENT TAX MATTERS?

Aside from the corporate tax issues, there may 
also be unintended employment tax-related 
consequences that might arise as a result of the 
employee being forced to remain in the host 
country for an unexpected longer period owing 
to COVID–19. This could potentially result in 
unbudgeted additional employment related costs.

For example, a detained employee on project work 
overseas can accidentally exceed 183 days in a 
country and trigger tax residence status in that 
country, thereby becoming subjected to all of the 
issues that accompany that tax residency status.

It should be noted that certain countries have 
relaxed their rules around tax residency where it is 
owing to exceptional circumstances, eg COVID-19. 
Accordingly, it may be the case that where one 
can prove that the employee would have returned 
home to South Africa at an earlier date but for the 
virus outbreak, depending on the country involved, 
it might be the case that the additional days spent 
in the foreign country are ignored for tax purposes.

VAT CONSIDERATIONS

One of the biggest misunderstandings in the VAT 
space is that when a company recovers salary costs 
from another company within the group and the 
employee is employed by the company recovering 
the cost, the cost recovery does not represent a 

supply for VAT purposes. The recovery of a salary 
cost by the employer represents a service to the 
other company within the group and consequently 
a taxable supply of a service when supplied in 
South Africa. This could also be applicable to other 
related cost recoveries.

 Where such cost recovery exceeds R1 million in a 
12-month period, the recovering company would 
be liable to register for VAT in South Africa if not 
already registered. This principle generally applies 
globally with different registrations thresholds 
applying in each country. Certain countries 
also have specific time frames related to the 
registration requirements.

With the extended periods employees are forced 
to remain in the countries they were seconded 
to, there could be unintended VAT registration 
obligations for the employer. 

Foreign employees grounded in South Africa

Of course, it is equally possible that there are 
some foreign employees that have been grounded 
in South Africa at this point and this may also 
trigger the same or similar unintended negative 
tax consequences for both the employer and/or 
relevant cross-border employee(s).

WHAT NEXT?

Where you have employees that either grounded 
in South Africa or in a foreign country as a result 
of COVID-19, it is important you determine the 
resulting tax consequences; ie whether there are 
any unintended tax consequences and/or whether 
there are any applicable tax relieving measures 
in SA or in the host country that one can take 
advantage of.

     

James Hourigan,    
Head of Global Employer Services



                Natural Resources Practice  | Edition 6 | November 2018    22

Vast battery-tech opportunities for 
manganese-rich SA

On the power crisis On sustainability and risk Contact  us
Industry's role in addressing climate 
change and decarbonisation

While the economic impact of COVID-19 
pandemic on South Africa is still unfolding, it’s 
likely to be far reaching. The effects are already 
being felt by businesses over the 21-day national 
lockdown. Some are able to continue functioning 
with remote workforces, but others need staff 
physically present to generate revenue, which 
can mean a lot of operational difficulties. Staff 
shortages and absenteeism, the closure of 35 
of the 53 land ports, and new restrictions on 
the movement of cargo by air, sea and road will 
significantly impact the logistics chain. 

From a VAT perspective, vendors with goods 
currently in or awaiting transit that have already 
been remitted to SARS as zero-rated exports 
may have had specific concerns surrounding their 
obligation to have their goods actually exported 
within the generally prescribed 90-day period. 
Fortunately, SARS has recognised these challenges 
and issued Binding General Ruling No 52 (BGR 52) 
on 26 March 2020 to help relieve the burden on 
certain vendors affected by the global COVID-19 
pandemic. 

PRE-BGR 52: GENERAL VAT RULES/ORIGINAL 
TIMEFRAMES

Where goods are destined for export and VAT 
vendors have applied the zero-rate to their 
transactions, the anticipated logistics delays will 
likely result in non-compliance with the VAT Act. 
This will lead to vendors being obliged to account 
for output tax at 15% on their zero-rated exports if 
proactive steps are not taken.

The VAT Act allows vendors to apply the zero-
rate to transactions involving the exportation of 
movable goods where the vendor delivers the 
goods themselves or contracts with a courier, 
freight forwarder or other cartage contractor to 
deliver the goods on their behalf if outside South 
Africa. The zero-rate may only be applied on 
condition that the vendor obtains and keeps the 
prescribed documentation and exports the goods 
within the prescribed time. 

The vendor generally has 90 days from (the 

earlier of) the date the vendor issued an invoice 
for the goods or the date he received any part of 
the payment due in respect of the transaction 
(time of supply), to export the goods. Special time 
periods apply to certain transactions. The vendor 
then has an additional 90 days following the 
export deadline to obtain the prescribed export 
documentation required to substantiate the zero-
rate (effectively 180 days from the time of supply).

If the vendor is unable to export the goods within 
the 90-day period due to circumstances beyond 
his control (my emphasis) the vendor may apply 
to SARS for an extension to export the goods but 
must apply before the 90-day period expires. 

If the vendor is unable to apply for the extension 
before the 90-day period expires, the vendor has 
an additional 30 days to apply for the extension as 
long as the application contains reasons as to why 
the application could not have been submitted 
timeously.

SARS will accept the following reasons as being 
beyond the vendor’s control:

1) Exceptional commercial delays or difficulties 
have prevented the vendor from exporting the 
goods within the 90-day period, which means:

a) The vendor was not able to secure transport 
for his export, or

b) Specific requirements were imposed by the 
export country pertaining to the type of goods; 
or

2) There has been a civil disturbance or 
disruption in services; or

3) The person responsible for arranging the 
export has developed a serious illness.

BGR 52 RELIEF  

Despite the rules mentioned above, SARS 
acknowledges the significant VAT impact of 
commercial delays and difficulties, lockdown 

related disruption in services and the growing 
number of infected cases caused by the COVID-19 
virus.

To prevent numerous applications for extensions, 
BGR 52 extends the 90-day prescribed period 
to export goods (and periods relating to special 
circumstances) by an additional three months. By 
implication, the effective 180-day period to obtain 
the prescribed export documentation has also 
been extended by 3 months. 

However, BGR 52 only applies to exports in respect 
of which the original timeframes for export have 
not been exceeded. It is also unknown how long 
the BGR will remain in force, but it is anticipated 
that SARS will withdraw the BGR as soon as a state 
of normalcy is reached. In this regard, the relief 
should be viewed as temporary.

Vendors which have already exceeded the 90-day 
timeframe to export goods may not make use 
of the relief under BGR 52 and should consider 
applying for export extensions to avoid being 
required to account for output tax (15/115 * zero-
rated price charged) in the VAT period in which the 
90-day period expires.

OUR RECOMMENDATION

To avoid running into additional cash-flow 
problems in an already stressful time, we urge 
vendors to be proactive in their approach to 
mitigating their VAT exposure by applying for 
export extensions where necessary and reviewing 
their exports in light of the BGR 52 temporary 
relief. Contact BDO to assist in preparing and 
submitting applications for extensions 

     

Faye Nair,    
Senior Tax Consultant and 

Cliff Watson,     
Tax Director   

VAT ON DELAYED 
EXPORTS DUE TO 
COVID–19: 
BGR 52 RELIEF 
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COVID-19 has hit countries extremely hard, and 
many of the aftershocks may only be felt over 
the next 6 – 12 months. With businesses in South 
Africa scrambling to institute remote working 
for their staff where they can, or shutting down 
entirely for the lockdown period, commentators 
are forecasting significantly lower growth, a 
recession or even a depression.

One sector that may see longer-term effects 
of the devastating coronavirus is real estate 
and construction. Already, there are immediate 
sectoral impacts, such as on leisure, tourism and 
retail, which are being hit hard and fast. 

The office sector is one where we expect the 
effects to show a lag, as companies that have 
suddenly been forced to work remotely start to 
take stock of the medium- to longer term impacts 
of this on the office space they rent or own. This 
may push companies to ask themselves whether 
they need such a large building when the COVID-
19 lockdown proved that staff can in fact work 
remotely. Although many businesses are locked 
into long-term leases, which may be difficult 
to re-negotiate in the short to medium term, 
the question of office downsizing will likely be 
considered when leases are up for renewal. 

Over the next few months, companies are likely to 
negotiate for deferred rental payments or payment 
holidays, as many businesses may experience 
pressure on cash flow, and landlords may need to 
be creative on how this is managed.

Finally, we believe this pandemic will force 
businesses to think carefully about their 
workforces and space requirements. Companies 
may consider that flexibility and agility is more 
important than one workforce being together in 
the same space. Tenants may want to be able to 
exit a lease far more nimbly than they are able to 
currently.

Paul Badrick,    
Head of Real Estate and Construction

COVID-19: IMPACTS 
ON THE REAL ESTATE 
AND CONSTRUCTION 
SECTORS
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COVID-19 spreads from person to person through 
physical contact with contaminated surfaces 
or objects, or other people carrying the virus. 
Theoretically, avoiding contact with people or 
objects with COVID-19 should curb the spread 
of the virus. But how practical is this when some 
people have no way of practicing social distancing, 
when they have to travel in close proximity 
with other people in busses or taxis? Food 
manufacturers rely heavily on labour, and in South 
Africa, a lot of this labour uses public transport 
to get to and from work, making them more 
susceptible to infection.

Taking a look at COVID-19 and its effect on the 
fast-moving consumer goods (FMCG) industry, 
it is likely that losses could be made in one way 
or another. A labour force that is at high risk of 
contracting COVID-19 has a major impact on 
the food supply chain, which inevitably affects 
retailers. Although manufacturers are doing the 
utmost to keep their work spaces hygienic and 
COVID-19 free, they have no control over what 
happens outside of the workplace with their 
workforce.

President Cyril Ramaphosa announced a 
nationwide lockdown, stating that only certain 
services may remain operational like the food 
industry. But how do these companies mitigate the 
risk of COVID-19?

Cutting down on labour through increased 
rotations or a decreased number of labourers 
working at a point in time means a shortage of 
supply, and this will in turn mean that food prices 
and supplies will be affected negatively. This will 
impact the mass market severely, with half the 
population (according to Stats SA 2019) living 
below the poverty line. Rising food prices will likely 
knock more people below this line, and those who 
can afford food will be stretched thin, as those who 
can buy in bulk leave little for those who cannot. 
This will leaving increasing numbers of South 
Africans with no choice but to go from shop to 
shop, risking exposure to COVID-19 so that they 
can feed their families. 

That being said, food manufacturers who depend 
on suppliers for their raw materials may choose 
to stockpile in the event that their suppliers 
cannot food supply  needs. In such instances, 
suppliers may require payment upfront, which 
affects the cash flow and working capital of food 
manufacturers. 

The drastic decline of foot traffic in shopping malls 
following the lockdown inevitably means that 
stores will make losses. The consequence of this is 
that smaller retailers may not remain sustainable, 
leading to job losses and permanent closures.

Social distancing has encouraged online 

shopping as a means of mitigating contracting 
the virus. Although COVID-19 has its negative 
consequences, a positive consequence would be 
a boost for online retailers. Online shopping is 
convenient, open 24/7, and gives shoppers more 
time to engage in other activities. According to 
Moneyweb, e-commerce in South Africa grows 
by 20% - 35% annually. With a pandemic on our 
hands, this will likely increase this year. Even with a 
lockdown in effect, some online stores remain fully 
operational.

As more people become attached to online 
shopping, brick and mortar stores will be placed 
under great pressure to compete. 

Over and above this, the effect of empty stores in 
a shopping mall regrettably impacts the valuation 
of a property as one of the key inputs into valuing 
a property is the rental stream and the vacancy 
rates. It is unclear how valuations will look once 
people are allowed back in shopping malls. 
Retailers need to make contingencies for slow or 
no uptake once doors are open. 

South Africa tends to be very resilient in times of 
crisis and tends to work together as a country to 
pull through it. We encourage our clients to be 
responsible, and realise that their people are their 
most valuable assets.

      
Serena Ho,      
Audit Partner and Head of FMCG

COVID-19: PUTTING 
THE BRAKES ON 
FAST-MOVING 
CONSUMER GOODS
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At this time, in the words of New York Times 
columnist, Tom Friedman, “we need to manage 
the unavoidable so that we can avoid the 
unmanageable”. Many businesses are shortly going 
to experience unprecedented pressure and will 
very soon be entering the first stages of financial 
distress. 

Like many humans treat their health, likewise in 
business, the first signs of “financial illness” are 
mostly ignored and management invariably waits 
for the problems to “go away” instead of taking 
the necessary “medicine” early. This then leads to 
more financial hardship which in most cases causes 
companies to go into liquidation with a very 
difficult prospect of restructuring its affairs. 

However, the Companies Act contains the 
“medicine” available to businesses showing 
the first signs of distress and is flexible and 
presents opportunities for not only restructuring 
professionals but also to investors who wish to 
invest in potentially distressed situations at a 
lucrative return. 

Directors need to be mindful that a failure to 
take the necessary action when the first signs of 
distress appear may lead to personal liability. This 
is provided for in section 129 (7) of the Act. 

While it is so that entrepreneurs do not readily 
concede that they may have problems, it will be 
foolish not to seek official help when the first signs 
of “financial illness” appear. When positive cash 
flow is still available and potential shareholder 
assistance is still possible, the chances of the 
successful restructuring of the business showing 
such early signs of distress are so much greater. 
All that it requires is to seek early professional 
assistance! 

The term ‘business rescue’ describes the purpose 
and aims of the corporate rescue procedure 
included under Chapter 6 of Companies Act and 
is also used as a noun to describe the proceedings 
encapsulated in Chapter 6 as a whole. The term 

‘financially distressed’ means that when it ‘appears 
to be reasonably unlikely that the company will be 
able to pay all of its debts as they become due and 
payable within the immediately ensuing six months’, 
or ‘appears to be reasonably likely that the company 
will become insolvent within the immediately 
ensuing six months.’ Many businesses are already in 
that space!

Business rescue proceedings can be initiated on a 
voluntary basis, by way of a resolution of the board 
of directors of the company, to begin business rescue 
proceedings, and also on a compulsory basis, by way 
of an application to court by an ‘affected person’ – a 
shareholder, creditor, the registered trade union 
representing employees or any of the employees of 
the company. 

Two requirements must be satisfied for the board of 
directors to voluntarily commence business rescue 
proceedings, namely, that the company is financially 
distressed and that there appears to be a reasonable 
prospect of rescuing the company. The board of 
directors of a company may accordingly commence 
business rescue proceedings by passing a board of 
directors’ resolution supported by a majority vote. 
When passing a resolution, the directors must act in 
good faith. Bad faith will be demonstrated when the 
intention of the directors in passing the resolution is 
an abuse. 

Upon early signs of financial distress multiple layers 
of services are available to restructure such potential 
distressed financial affairs. There are multiple 
levels of skills available, such as the restructuring 
of employment contracts, a thorough look at a 
business’s tax affairs, advice on corporate finance, 
assistance on forensics and then, if necessary, 
advice on business restructuring.  Most importantly, 
where directors take pro-active steps to engage 
with its creditors, being its business’ most affected 
stakeholders during times of distress, they may, in 
the fullness of time, be seen have taken all such 
reasonable steps as might have been expected of 
directors under such circumstances. A failure to do so 

may lead to undesirable consequences. 

We live in rapidly changing times and the 
world (specifically social media) is awash with 
information and misinformation about the 
Corona pandemic, irrational behaviour is the 
order of the day. However, it is evident that 
the severity of the situation is starting to set 
in. Global markets are in an unprecedented 
downward curve and US commentators are 
starting the refer to a depression as opposed 
to a recession. The Dow Jones is at 2017 levels 
having wiped out all the post Trump growth 
and mention was made on CNN that some R 
3- 4 Trillion USD will be required to repair the 
US economy and with some 24,7m jobs that 
may be lost. The South African decline in stock 
values shows no reprieve and values are still 
decreasing. 

“Stay at home” is the decree in California 
which means that 40m people will be out 
of commercial circulation. In South Africa a 
nationwide government-enforced lockdown 
means that - the first commercial casualties as 
a consequence of Covid-19 are starting to occur. 
Air traffic is almost non-existent and at this rate, 
airlines are likely to experience a worldwide 
meltdown. A consequence of this, once the 
position normalises, is going to be rising travel 
costs and a knock-on effect on all businesses 
that rely on travel. We still have a lot of waiting 
and watching to do but for now, BDO’s Business 
Rescue practitioners assist with ‘sick companies’ 
on a daily basis – so speak to our experts and let 
us help you keep your business breathing.

      
 Hans Klopper,    
National Head of Business Restructuring   
 

COVID-19 – DON’T 
LET YOUR BUSINESS 
GET INFECTED
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As much as remote work can be fraught with 
challenges, there are also relatively quick and 
inexpensive things that managers can do to ease the 
transition.

Take the following actions to support remote 
employees:

 Establish structured daily check-ins    
Establish a daily call with the remote employees.  
This could take the form of a series of one-on-one 
calls, or a team call. It is important that the calls 
are regular and predictable, and that they are a 
forum in which employees know that they can 
consult with you, and that their concerns and 
questions will be heard.

 Provide several different communication 
technology options   
Video conferencing gives participants many 
of the visual cues that they would have if they 
were face-to-face. Provide mobile-enabled 
individual messaging functionality like Microsoft 
Teams which can be used for simpler, less 
formal conversations, as well as time-sensitive 
communication and team meetings.

 Establish “rules of engagement”  
Remote work becomes more efficient and 
satisfying when managers set expectations 
for the frequency, means, and ideal timing of 

communication for their teams. For example, “We 
use videoconferencing for daily check-in meetings, 
but we use IM when something is urgent.” You can 
also let your employees know the best way and time 
to reach you during the workday (e.g., “I tend to be 
more available late in the day for ad hoc phone or 
video conversations, but if there’s an emergency 
earlier in the day, send me a text.”) Finally, keep an 
eye on communication among team members (to 
the extent appropriate), to ensure that they are 
sharing information as needed. Establish these “rules 
of engagement” with employees as soon as possible, 
ideally during the first online check-in meeting.

 Provide opportunities for remote social interaction      
The easiest way to establish some basic social 
interaction is to leave some time at the beginning of 
team calls just for non-work items (e.g., “We’re going 
to spend the first few minutes just catching up with 
each other. How was your weekend?  Are you coping 
with the isolation?”).

 Offer encouragement and emotional support 
Especially in the context of an abrupt shift to remote 
work, it is important for managers to acknowledge 
stress, listen to employees’ anxieties and concerns 
and empathise with their struggles. If a newly remote 
employee is clearly struggling but not communicating 
stress or anxiety, ask them how they’re doing. Even 
a general question such as “How is this remote work 

situation working out for you so far?” can elicit 
important information that you might not 
otherwise hear. Once you ask the question, 
be sure to listen carefully to the response, 
and briefly restate it back to the employee, to 
ensure that you understood correctly. Let the 
employee’s stress or concerns (rather than your 
own) be the focus of this conversation.

During crisis situations or sudden changes, 
employees look to their managers for cues.  If a 
manager communicates stress and helplessness 
it will have a trickle-down-effect on employees.  
Effective leaders take a two-pronged approach, 
both acknowledging the stress and anxiety 
that employees may be feeling in difficult 
circumstances, but also providing affirmation 
of their confidence in their teams, using phrases 
such as “we’ve got this,” or “this is tough, but I 
know we can handle it,” or “let’s look for ways 
to use our strengths during this time.” With this 
support, employees are more likely to take up 
the challenge with a sense of purpose and focus.

 Jovika Wiese,    
Clinical Psychologist, Head of Wellness 

HOW MANAGERS CAN 
SUPPORT REMOTE 
EMPLOYEES
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Many of us fantasise about working from the 
comfort of our own home, foregoing the commute 
in favour of more sleep, family or exercise time. But 
working remotely is a double-edge sword — sure, 
you get to stay home, but it can be harder to focus 
on actually working. Whether it’s a pile of laundry 
that suddenly looks more appealing than your 
manager’s to-do list, or a quick three-hour binge of 
that one Netflix show you’ve been dying to watch, 
staying productive at home can take a little extra 
effort. Plus, the isolation can quickly become a 
downer for those used to socialising at work. So, first 
thing’s first: you should probably sit up straight, eat 
some breakfast, and get dressed.

Here are some tips on ways to stay productive while 
working from home.

 Get ready for work    
The act of physically getting ready for remote 
work (having breakfast, brushing your teeth, 
getting dressed, etc.) will help you mentally get 
ready for a productive day. By staying in your 
pyjamas, you’re making it more difficult to get 
into the right mindset for work. Get up, shower, 
put on your clothes and makeup, or do whatever 
else you would do before heading out to the office 
for a day of work.

 Commit to a daily work schedule 
Getting ready for work is one thing, but actually 
getting started is another. Setting a firm schedule 
and daily routine will go a long way to keeping 
you productive throughout the day.  Decide on a 
starting time.  Once you start working, you should 
organise your daily work routine in a way that 
works for you. That could mean answering emails 
first thing in the morning or putting off meetings 
until the end of the day, but focus on what works 
for you. Any schedule is better than winging it 
when it comes to remote work.

 Use timers and divide tasks into chunks  
Keeping track of your time while working is extra 
difficult while working from home, since you 
don’t have co-workers or meetings to force you to 
check the time. Combined with distractions and 
other household tasks, a simple one hour task can 

easily take a full day if completed in short, unplanned 
intervals throughout the day.  Utilise strategies which 
can help you stay focused for just long enough to 
make meaningful progress before taking a short break.

 The basic method is to set a timer for 25 minutes, and 
work exclusively on the task at hand until the timer 
finishes. Any interruptions must be put off until the 
timer goes off. Then, you can take a short five minute 
break before starting another 25-minute session. 
Every few hours you can take a longer 15-30 minute 
break to recharge.  This technique is perfect for those  
who aren’t used to remote work, and it will keep you 
honest about how much time you spend actually 
working.

 Make your home workspace shine and ensure that 
you have all the tools you need to stay productive.
Once you have everything you need to start remote 
work (laptop, 3G card, headphones) you want to 
make sure that you have a dedicated space (or room) 
that’s only for work. You do not need a full home 
office, but a desk or table that you only use for work 
will help you stay focused and productive during 
working hours. Plus, it will also help you keep your 
work life and your home life separate at the end of 
the day.

 Regardless of where your workspace is, you should 
also take care to keep it neat and tidy.  A clutter-free 
environment leads to improved focus and problem-
solving. Keep your desk free of documents, put away 
things you’re not actively using, and if possible, 
wrangle the cables into something more-or-less 
controlled. Not only will your work improve, you will 
also feel less stressed and more motivated.

 Communicate frequently with colleagues  
Working from home can be much more comfortable 
than commuting to an office, but it can also be 
incredibly isolating. You might not believe it, but 
those five-minute visits that break your flow in the 
office also help you feel like part of the team.

To combat these feelings of loneliness and isolation, 
communicate with team members on Skype, Teams 
or WhatsApp frequently. Obviously you should 
communicate about work, as that’s not only a basic 

job requirement, it’s also one way for people to 
know you’re staying productive, but also chat 
to your colleagues about other things as well 
so that you can feel like you are part of a bigger 
team and not just isolated at home.

 Keep yourself healthy  
At a very basic level, your personal health is 
the most important aspect of how productive 
you are during remote work. So try to stand 
up at least once an hour and stretch your legs. 
You can also treat this as an opportunity to get 
water from the kitchen and make sure you stay 
hydrated.

You should also be aware that staring at a 
screen all day is detrimental to your eyes, so 
take a few seconds to look away from your 
screen every 15 minutes or so. Stare out a 
window at something in the distance or at a 
plant on your desk.

 The final thing you should keep in mind is food. 
Snacking can be crucial to keeping energy levels 
high, but don’t just munch on fatty chips and 
cookies. Buy or make some trail mix or   
keep fruit on hand.  Working from home is a 
great opportunity to start eating healthier 
meals.

 Know when to stop working  
The best part of many work days is the end, 
and sometimes while working remotely it can 
feel like you’re always on the clock… But you’re 
not.  No one can work productively for 12 hours 
a day, and taking “you time” at the end of 
every day is critical to your mental health and 
wellbeing.  So change out of your work clothes, 
move to another part of the house, and forget 
about work for a while.

 

Jovika Wiese,    
Clinical Psychologist, Head of Wellness 

STAY PRODUCTIVE 
WHILE WORKING 
FROM HOME
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RESOURCES FOR YOU TO CHECK ARE WORKING 
AND IN ORDER 

1. 3G and WiFi (good to have a back up for load 
shedding)

2. Skype for business: make sure your audio and 
speaker work. You may need headphones.

3. Zoom: refer to installation guide. Load 
the app on your phone but make sure it is on 
your laptop and installed and test it with your 
team mates in advance of meetings. As much 
as you may be remote, make sure you are 
appropriately dressed so that your video can be 
turned on. Turning your video on makes these 
calls realistic and helps reduce the isolation.

4. WhatsApp groups for projects if it may help. 
Try WhatsApp on your machine as it improves 
productivity.

5. Microsoft Teams 

6. Power for your laptop at all times. Prepare for 
load shedding.

7. Try to use maximum brightness on your 
machine while on power. Proven to keep you 
focused.

LUNCH MEETING

TASKS BROUGHT OVER FROM THE PRIOR DAY

NOTES FOR MANAGER AND TEAM MEMBERS 

 Accountability is very important at this point

 Remedial action to be considered in terms of 
how to structure tasks if delivery is lacking 

 Check in for mental wellness at this point 

 Assess reasonability of time used and adjust 
going forward if need be 

 If the morning has been challenging, try to 
refresh for the day ahead 

 As a manager, look two steps ahead at 
proactively managing your client

 Challenge how much has been delegated and 
adjust at this point

 Remember: detail is your friend.

DAY END MEETING

Tasks for the day

Tasks brought over from the prior day

Notes for manager and team members 

 Get agreement on tasks that will be moved to 
the next day 

 Diagnose why the work load was too little or 
too much

 Reflect on how you can manage your client 
better

 Put a note on performance of the individual 
and try and assess any qualitative factors that 
need to be considered

 Remember we are dealing with people and not 
machines

Remember: detail is your friend. As a manager, 
this becomes important when you craft your 
updates to your line-manager and client.

 Make notes on what you can do different on 
the next day to ensure success

 

     
Nevellan Moodley,    
Head of Financial Services Technology   
 

WORKING FROM HOME: 
THE BASICS

Task Description Anticipated 
time 

Additional 
comments

 Deliverable

Task Description Anticipated time Status

Task Description Anticipated 
time 

Additional 
comments

 Deliverable Status at 
day end

Task Description Anticipated time Status
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