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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.  

Valuation of trading 
stock for tax purposes 
 
A number of cases dealing 
with the valuation of 
trading stock have been 
considered by the courts in 
recent years. 

In C:SARS v Volkswagen SA 
(Pty) Ltd (‘VWSA case’) the 
SCA held that net realisable 
value (NRV), as determined 
for accounting purposes, 
does not reflect the 
diminution of the value of 
stock, as contemplated in 
section 22(1) of the Income 
Tax Act. The SCA recently 
ruled in favour of SARS in 
another case in C:SARS v 
Atlas Copco South Africa 
(Pty) Ltd (‘Atlas Copco 
case’). This article provides 
a brief review of the Atlas 
Copco case. 

Facts and dispute 
Atlas Copco South Africa 
(Pty) Ltd, the taxpayer, is 
part of a multinational 
group headquartered in 
Sweden. It imports 
machinery and equipment 
for use in the mining and 

related industries in South 
Africa.  
The group applied an 
accounting policy to write 
down stock not sold within 
12 months by 50% and by a 
further 50% if not sold in 24 
months. This same policy 
was applied by the taxpayer 
to determine the value of 
stock for tax purposes.  

SARS disallowed this 
adjustment on the basis 
that the value of closing 
stock, for tax purposes, can 
only be reduced by: (s 
22(1)(a))  
“such amount as the 
Commissioner may think just 
and reasonable as 
representing the amount by 
which the value of such 
trading stock … has been 
diminished by reason of 
damage, deterioration, 
change of fashion, decrease in 
the market value or for any 
other reason satisfactory to 
the Commissioner” 

Analysis and judgment 
The Tax Court described the 
legal dispute as being 
whether the NRV, if lower 
than the cost of the trading 
stock, may and should be 

accepted to represent the 
value of closing stock for 
tax purposes. It ruled in 
favour of the taxpayer and 
concluded that the use of 
NRV to determine the value 
of closing stock was an 
appropriate method that 
yielded a sensible and 
business-like result. The 
SCA held that, similarly to 
the VWSA case, the Tax 
Court erred in its views that 
NRV provided an 
appropriate valuation of 
closing stock for tax 
purposes. The focus of the 
enquiry therefore shifted to 
the basis used to determine 
the quantum of the 
diminution in the value of 
the stock. 

Ponnan JA noted that it was 
difficult to discern the 
taxpayer’s basis for the 
diminution of value. He 
suggested that this was due 
to the fact that the 
taxpayer deviated from its 
initial reliance on the group 
policy applied to 
determined NRV, which had 
been largely negated by the 
judgment in the VWSA case 
in the SCA. 
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The court considered the 
method and supporting 
evidence used by the 
taxpayer to determine the 
diminution in the value of 6 
stock categories. It 
concluded in each instance 
that the taxpayer failed to 
demonstrate a diminution 
in the value of the closing 
stock. Instead, the bases for 
such write-downs were 
described as unmotivated 
guesstimates, to be based 
on an aggressive accounting 
write-down policy rather 
than a true reflection of the 
factual position and, in the 
case of demostock, to 
reflect the auditor’s 
inability to locate the stock 
rather than a diminution in 
value of the stock. 

What can other taxpayers 
learn from this case? 
If the value of closing stock, 
as taken into account for 
tax purposes, is reduced 
below its cost, the taxpayer 
should be able to provide 
evidence of the decrease in 
the market value of the 
stock. Mere reliance on an 
accounting policy is not 
sufficient grounds to 
reduce the value taken into 
account for tax purposes. 

Wallis JA, at paragraph 46 
of the judgment in the 

VWSA case, stated that the 
fiscus is concerned with the 
value of trading stock as a 
whole. This statement 
could be interpreted that 
section 22(1)(a) should be 
applied to a taxpayer’s 
overall stock position. 
Paragraph 22 of the 
judgment in the Atlas 
Copco case would however 
suggest that it is 
appropriate to apply 
section 22(1)(a) to each 
category of stock item, 
rather than its overall stock 
position. 
 

 

Innovation is key to 
building a resilient 
business 

The word innovation can 
conjure up images of 
disruptive developments 
such as online streaming 
services or companies such 
as Uber. Fortunately, 
innovation doesn’t have to 

happen on a grand scale to 
make an impact in your 
business. 

Driving innovation in any 
business begins with 
creating and encouraging 
an innovative and forward-
thinking culture to allow 
your employees to bring 
new and interesting ideas 
to the table, and put them 
into effect. Your employees 
need to feel free to 
contribute, to feel their 
contribution is 
acknowledged, appreciated 
and taken into 
consideration.  

You need to break down 
barriers between 
management and 
employees and ensure that 
there is regular two-way 
communication. Creating a 
team of innovation 
champions can help. 
Instead of putting 
innovation on the 
backburner until an 
opportunity presents itself 
(which it might not), task 
the right people in your 
business with driving 
innovation in a proactive 
manner. If your innovation 
champions have a 
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particularly heavy 
workload, perhaps re-
allocate some of their roles 
to allow them time to 
devote to driving 
innovation. 

When things go well, it is 
good to celebrate success. 
However, your innovation 
champions shouldn’t be 
afraid to make mistakes. 
Managers need to help 
employees to feel 
comfortable and ready to 
share.  

Good ideas should be 
recognised but equally, 
ones that don’t get off the 
ground should be 
applauded as something to 
learn from for the future. 

Driving innovation involves 
focusing on what you do 
and what products or 
services you sell to your 
customers. Customer 
feedback can be used to 
drive innovation. Your 
customers are generally 
happy to tell you what it is 
they want from your firm. 
Perhaps they want 
flexibility or they really 
value quick turnaround 
times. Spend time 
gathering feedback from 

your customers and share 
this with your innovation 
champions.  

From your perspective you 
don’t ever want to give 
your customers a reason to 
go elsewhere. Make this 
the central focus of your 
innovation strategy and 
task your innovation 
champions with finding 
new and better ways to 
keep your customers 
coming back again and 
again. Perhaps the solution 
to the problem lies in doing 
simple things a little bit 
better or perhaps you can 
utilise technology to make 
your product / service 
delivery more efficient. 
Focus on your customers, 
listen to their feedback and 
let that feedback drive your 
innovation strategy and the 
activity of your innovation 
champions. 

 

How to manage salary 
and bonus 
conversations 

Talking about money with 
your employees can be 
uncomfortable.  

Even when you have good 
news for an employee, 
discussing pay can be 
difficult. 

An employee’s 
performance is inextricably 
linked to their salary and 
bonus. However, discussing 
the two together can lead 
to the employee focusing 
only on the conversation 
about pay. As such, 
managers should discuss 
performance in a separate 
meeting prior to any 
discussion about pay or 
bonuses. This ensures that 
both conversations are 
heard clearly by the 
employee, and 
expectations can be 
managed, prior to any 
conversation about 
compensation. 

When a salary and bonus 
conversation gets tough, it 
is often because an 
employee is not getting the 
information they need or 
the manager feels that they 
can’t answer certain 
questions. Managers need 
to have key information to 
hand such as pay scales for 
the various roles across the 
business, details regarding 
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potential for pay increases 
or promotions and any 
other key information such 
as company performance 
and how this has affected 
the salary and bonus figures 
this year etc. 

If a salary and bonus 
conversation is not going 
well, managers should 
spend more time listening 
to the employee in order to 
understand where they are 
coming from, what their 
concerns are etc.  

There is often a lot to be 
gained by managers who 
are curious when it comes 
to having tough pay-related 
conversations. For example, 
they might learn that an 
employee feels that their 
job has not been correctly 
benchmarked against 
competitors or the wider 
market.  

More often than not, a 
challenging conversation 
around salary and bonus 
will require a follow up 
meeting, giving managers 
an opportunity to come 
back with more facts and 
secure a positive outcome 
with the employee. 

 

 

Business Advisory 
Services:  
A Business Roadmap 

A complete roadmap 
should contain a range of 
metrics, goals or objectives 
and even major activities 
for your business over a 
period of time, usually 12 
months. 

Your accountant who offers 
business advisory services 
can assist in building a 
roadmap, or you can design 
one for yourself. A roadmap 
which has been designed, 
and received thoughtful 
input from it's creator, is 
much more likely to achieve 
success because of the 
"buy-in" factor.  
*** THINK OF IT AS A YEAR 
PLANNER on steroids. Some 
of us still use year planners 
that can be bought in 
stationery stores, and they 
can be used as roadmap 
planning tools. 

A roadmap should have 
high level objectives, but it 
can contain detail as long as 
the detail does not distract 
from the main events. If 
you are not yet disciplined 
enough to deal with tasks in 
the correct order of 
priorities, I suggest having 
two roadmaps. One which 
only has the high-level 
events to which you can 
refer to each day, and then 
a detailed version that you 
can refer to on an ad hoc 
basis to ensure that the 
detail is not falling through 
the cracks. 
A roadmap can be built 
using many different types 
of media. The yearly 
planner for walls or desks, 
Excel spreadsheets, 
Powerpoint presentations 
and Word documents to 
name but a few. 
My own personal 
recommendation for a 
business would be to 
include the following 
swimlines to their 
roadmap: 
1. KPI monthly objectives 

to be measured. 
2. An annual growth 

program that includes 
marketing activities. 
Split the content over a 
12 month period. 
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3. Any other important 
events or projects. 

The result should paint a 
picture storybook of your 
desired achievements for 
the year. 
For those who are digitally 
inclined, there is a lot of 
software that could help 
plot out your annual 
roadmap. 
Should you be interested in 
this topic and require 
assistance, reach out and 
contact us. 
 
 
 


