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Welcome to our monthly newsletter. We hope you enjoy reading it and find it interesting and 
informative. Please contact a member of our team if you would like to discuss any of the issues raised.  

Tax deduction of 
customer loyalty 
scheme costs 
 
The tax court recently ruled in 
case 13988 that the taxpayer 
was allowed to claim a 
deduction under section 24C 
for its obligations relating to 
vouchers issued in terms of its 
customer loyalty programme.  

Customer loyalty schemes are 
widely used, especially by 
retail businesses. In the 
absence of provisions that 
specifically deal with these 
schemes, the deductibility of 
costs associated with such a 
scheme should be determined 
by applying the provisions that 
generally deal with the 
deductibility of expenditure to 
the terms of the particular 
scheme. In November 2018 
the tax court ruled on the 
application of section 24C of 
the Income Tax Act to a 
customer loyalty programme 
(Case 13988).This article 
provides a brief overview and 
analysis of the case. 

Facts of the case 
The taxpayer operates a retail 
business where it sells health 

and pharmacy, beauty, 
fragrance, toiletries, baby, 
men’s, electrical and 
household merchandise. It 
conducts a loyalty programme 
in terms of which points are 
awarded to participating 
customers (members) who 
present their loyalty card 
when making a purchase. A 
number of points are earned 
for each purchase (referred to 
as the first purchase). If a 
specified number of points 
have been earned during a set 
period, the customer qualifies 
for a voucher with a monetary 
value (approximately 2% of 
the customer’s spend). This 
voucher cannot be redeemed 
for cash, but may be used as 
payment against the retail 
price of goods in a future 
purchase (referred to as the 
second purchase). 

Dispute 
The taxpayer claimed a 
deduction for the value of 
loyalty points that it expected 
to be converted into free or 
discounted purchases in 
future under section 24C. 
SARS disallowed the 
deduction on the basis that 
the obligations under the 
loyalty programme do not 

stem from the same contract 
as the first purchase from 
which the income was earned 
against which the taxpayer 
claimed the allowance under 
section 24C. The taxpayer did 
not earn any income from the 
loyalty programme contract 
against which the allowance 
could be claimed. 

The taxpayer contended that 
it was artificial to regard the 
obligations in respect of the 
vouchers to arise from a 
contract other than the first 
purchase given how closely 
and inextricably the loyalty 
contract and first purchase 
were connected. 

Judgment and analysis 
Section 24C allows a 
deduction of future 
expenditure where the 
income of a taxpayer included 
an amount received in terms 
of a contract and the 
Commissioner is satisfied that 
such amount will be utilised to 
finance future expenditure 
against the performance of 
the taxpayer’s obligations 
under such contract. In 
assessing the case, the tax 
court considered a number of 
cases where the courts 
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reinforced the principle that 
the income and obligations to 
incur expenditure had to arise 
from the same contract. 

Nuku J concluded that SARS’ 
view that the taxpayer did not 
incur a concomitant obligation 
to incur future expenditure 
when the first purchase 
occurred (from which the 
taxpayer earned income) was 
not factually correct. Instead, 
in his view, upon conclusion of 
the first purchase, the 
taxpayer became aware of the 
obligation to the customer 
based on the points granted 
as a result of that transaction. 
The first purchase transaction 
incorporated the terms of the 
loyalty programme. It was 
held that the obligations in 
terms of the loyalty 
programme arose from first 
purchase, the same contract 
from which it also earned 
income, and that the taxpayer 
was entitled to the allowance 
in terms of section 24C. 

It appears as if counsel for 
SARS also argued that the 
obligations of the taxpayer 
were only contingent 
obligations as a second 
purchase was required to 
determine the expenditure to 
be incurred with certainty. 
The court did not consider this 
contention as it was not the 

basis on which SARS 
disallowed the deduction or 
included in the Rule 31 
statement. It is submitted that 
it this may nevertheless be a 
relevant consideration for 
taxpayers to take into account 
in determining the 
deductibility of costs 
associated with customer 
loyalty schemes. 
 
 
Connect effectively in 
the digital age 

It's time to rethink how we 
connect with customers, 
suppliers, colleagues and the 
business community 

The way we work is becoming 
increasingly digital. Today it is 
pretty normal for people to 
work remotely at least one 
day per week and this is just 
the tip of the iceberg. 

As the future of work looks set 
to become more and more 
focused on digital, it’s going to 
be the fundamental human 
skills that remain most 
relevant. Skills like being able 
to seek out and learn from 
someone who already 
possesses the skill you’re 
looking to acquire; being able 
to display value through a 
meaningful conversation; 

being able to pick up on and 
understand people’s pain 
points without needing them 
to be pointed out in the first 
place. Despite the focus on all 
things digital, the most 
important business skill of all 
will continue to be having the 
ability to spot a commercial 
opportunity. 

The shift to a more digital 
focus has seen people become 
increasingly isolated. As such, 
people who understand how 
to form meaningful 
connections will have the 
advantage. Tools such as 
LinkedIn, Twitter and 
Instagram are useful, but they 
are just that, tools. The most 
meaningful business 
connections still come 
through genuine 
conversations and physical 
meetings. When it comes to 
success in business, we are all 
familiar with the phrase "it's 
not what you know, it's who 
you know." Many of the most 
valuable skills in business are 
soft skills: communication, 
relationship management, 
leadership, etc. which means 
that the way to succeed, 
regardless of the type of 
business you work in, is to 
make meaningful connections 
with people who have 
influence.  



E-NEWS  
Monthly Update June 2019 

 
 

 
 

Call: +26622310798 
Email: admin@newdawn.co.ls 

www.newdawn.co.ls 

As the world continues in this 
direction of social media, 
online connectivity and 
remote working, it’s likely that  
over time we will see closed or 
vetted social networks adding 
more value for business 
people. This is already 
happening on platforms such 
as LinkedIn through Groups, 
etc. More importantly, it’s 
going to be the individuals 
who invest in bringing these 
online connections, offline, 
that possess the greatest 
professional advantage. In 
business, "people buy 
people". People want to do 
business with individuals that 
they like and respect. 

 

Business Advisory 
Services:  
The Business 
Performance 
Programme 

A three-step interactive 
review of key areas of 
business performance 

Taking Time Out on 
Performance 
It takes time to create a 
valuable business, together 
with passion, vision and drive. 
We understand this and our 
aim with all our clients, is to 

support them in achieving this 
– every step of the way. 

For most business owners, it’s 
understandable that they get 
stuck in operational matters 
and sometimes it’s a good 
idea to just take some time to 
look at where you are now 
and what opportunities exist 
to improve performance and 
enhance your focus. Success in 
business is driven by a number 
of key performance matters 
and we agree with you where 
you want and need to focus 
next. 

Our three steps Business 
Performance Programme 
enable you to explore 
opportunities for improved 
performance in an innovative 
way. 
Our aim is to review with you 
the three key areas of: 
• Profit improvement 
• Key performance 

management 
• Risk management 
• You are then able to 

decide where to enhance 
focus and improve overall 
performance. 

The Benefits to You 
The programme consists of 1 
to 2 hour meetings during 
which we consider with you 
some proactive ideas and 
explore your tailored priorities 

in key areas of business 
performance. 

The programme provides you 
with: 
• Fresh focus and 

motivation 
• Proactive ideas on 

performance 
• High-tech interactivity 
• A copy of each meeting 
• A chance to experience 

how we operate without 
having to change 
accountants 

• A valuable series of 
experiences leading to 
enhanced bottom line 
performance 

How a Performance 
Programme Works 
We help review your ultimate 
aims and using an innovative 
and interactive hightech 
approach look at key areas of 
performance that are most 
important to you. 

PROFIT IMPROVEMENT 
Review of the key areas of 
profit and cash generation. 

KEY PERFORMANCE MATTERS 
What drives success and how 
to manage these factors. 

RISK MANAGEMENT 
Review of the key areas of risk 
and how to mitigate and 
manage them. 
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Please contact a member of 
our team if you would like to 
book a consultation. 


