BEL 300 STUDY NOTES
LEARNING AREA 7:	DIVIDENDS

1. INTRODUCTION

· CO distributes profits to its SH’s by declaring dividends to these SH’s

· Dividend distribution to SH’s could either be in form of:

· In specie distribution (asset other than cash)
· Or cash

· Dividends declared on/after 1 APRIL 2012 

· Consequences:

· SH receiving dividend
· Income Tax consequences
· Dividend consequences

· CO declaring
· Income tax consequences (Not allowed s11(a) deduction because distributed after tax)
· NO longer STC: replaced by withholding tax from 1 April 2012

	PREVIOUSLY STC
	1 APRIL 2012: DIVIDEND TAX

	· Tax on CO on distribution of profits

· 10% CO declares R100 as dividend – 

JOURNAL ENTRIES:

	DR
	Dividend
	100

	       CR
	       S/H for dividend
	100

	

	DR
	Income tax
	10

	      CR
	      SARS
	10




	· Tax on SH
· Withholding tax
· 15% 

· CO declares R100 as dividend – 

JOURNAL ENTRIES

	DR
	Dividend
	100

	       CR
	     S/H for dividend
	85

	       CR
	     SARS
	15




· Dividend in specie – liability of CO 
(not a withholding tax)

Remember!
IF TS: Recoupment (look @ TS notes)
IF Capital A: deemed disposal @ MV




2. DEFINITION: “DIVIDEND”

· Definition important ito ascertain if tax must be withheld

· In section 1: separate definitions for

· Dividend
· Foreign dividend

· THUS: “Dividend” is local dividends

SECTION 1: DEFINITION “DIVIDEND”On behalf of any person (Husband can receive for Wife). Husband pays dividend tax. Wife liable for Donation Tax.

· Amount transferred or applied
· By a CO that is a resident
· For the benefit or on behalf of any person
· Iro any share in the CO
· Whether by way of distribution or as consideration for the acquisition of share in CO

EXCLUDING
· Reduction of contributed tax capital (CTC)
· Prevent capital contributed by SH’s being considered as dividend when distributed

· Shares in the CO (capitalisation issue)

· General share buy-back (requirements of JSE are adhered to

REMEMBER!
· If SH is E’E of CO & receives remuneration for services he renders
· Amount transferred by the CO would not be transferred irt his shares, but irt his services rendered
· Remuneration is this not a dividend

SILKE EXAMPLE 17.1 – Answer in textbook or on printed slide




2.1. CONTRIBUTED TAX CAPITAL

· “dividend” definition specifically excludes any reduction of the CTC 

· Purpose of exclusion: exclude from any dividend the amount that a SH contributed to CO’s share capital when this amount is transferred back to the SH

CALCULATION OF CTC:

(1) CO BECOMES RESIDENT ON/AFTER 1 JAN 2011

	
MV of all shares in the CO of THAT class immediately before the CO became a resident

	

PLUS
	
Consideration received by the CO for the issue of shares of THAT class after it became resident
	

LESS
	
Amount of CTC transferred after 1 Jan 2011 
(determined by the directors)





(2) CO HAD BEEN A RESIDENT ON 1 JAN 2011

	
Share capital of CO on 1 JAN 2011

	

LESS
	
So much of above that would have constituted a dividend had it been distributed before 1 JAN 2011
	

PLUS
	
Consideration received for the issue of shares on or after 1 JAN 2011
	


LESS
	
Amount of CTC transferred after 1 JAN 2011 (determined by directors)




SILKE EXAMPLE 17.2 – Q has been amended. Do not work with share premium

SILKE EXAMPLE 17.4 – Q has been amended. 

Answers on printed slides from class



CTC LIMIT

· Each SH owns a proportion of the CTC
· Transfer from CTC cannot exceed the proportionate interest

SILKE EXAMPLE 17.5– Answer on slide or in textbook 


3. FOREIGN DIVIDENDS 

3.1. DEFINITION

· Amount paid or payable
· By a foreign CO
· Amount = divided ito legislation of that foreign country

EXCLUDING
· Constitutes a redemption in participatory interest

· Constitutes a share in that foreign CO


3.2. EXEMPTION
	2012 YOA
	2013 YOA

	Par (k): GI
· Dividend and foreign dividend

S10(1)(k): local dividends
· Full

S10(1)(i)(xv): foreign dividends and interest (NP)
· R3700
· Foreign dividends
· Foreign Interest

S10(1)(i): Interest (NP)
· R22 800
· R33 000
· Reduced with R3 700 or less that is utilised

Example + answer on slides
	S10(1)(i):   Does not cover foreign dividends anymore

New s10B :   effective from 1 March 2012
(1) Participation exemption
· SH (+ any other CO in same group) holds at least 10% of equity

(2) JSE Listed shares
· Declaring CO is listed on the JSE
· Exemption does not apply for dividend in specie

(3) Ratio exemption
· CO may qualify for exemption to the extent that it does not qualify for exemptions above

· For. Div x :   NP / estate / all trusts

· For. Div x  : CO




PROVIDED THAT
· Participation exemption
· Country to country exemption
DOES NOT APPLY to any foreign dividend to the extent that the foreign dividend is deductible by the foreign CO declaring or paying that dividend in the determination of its tax on income in that foreign country

THEREFORE CAN STILL GET:
· JSE listed exemption; and
· Ratio exemption
On this foreign dividend even if deducted by the foreign CO declaring or paying that dividend in the determination of its tax on income in that foreign country


SILKE EXAMPLE 6.10 – Leave bullet 4 – SILKE INCORRECT 





3.3. TAX CONSEQUENCES FOR DELCARING CO

· Dividend in specie
· If TS: S22(8) RECOUPMENT @ MV

· If capital asset: s8(4)(a) recoupment & CGT
Example 1  + 2 on slides

4. DIVIDEND TAX EXEMPTIONS
RECEIVED BY:
i. Resident CO
ii. Government, provincial administration or municipality
iii. PBO
iv. Pension, Provident or RAF


5. OVERVIEW OF IMPLICATIONS
	FOR CO DECLARING
	FOR SH RECEIVING

	Normal income tax for dividend in specie
	Normal income tax
· GI: par (k)
· Exempt income: s10(1)(k)


	CGT for dividend in specie
	Dividend tax received by resident CO

	Dividend tax for dividend in specie
	[bookmark: _GoBack]

	
	Foreign dividends
· GI: par (k)
· Exempt income s10B




