
 

SARS 

Capital Gains Tax 

At the outset we wish to make it clear that this article is not designed to be a comprehensive 
expose on the full extent and impact on the Capital Gains Tax legislation of the Republic of 
South Africa [RSA] insofar as it relates to all potential capital gains and is largely restricted to 
matters relating to immovable property [property].  

Prior to the 1st October 2001 there were certain profits which foreigners and South African 
citizens and residents could make without being required to pay any form of tax thereon in the 
RSA. These profits were termed "capital gains" and arose from profits made on the sale of assets 
[including property] where the seller concerned had not acquired the property with the view 
to speculating on the potential resale of the property for profit. Example - purchasing a house 
with a view to living in the house or purchasing a house with a view to renting out the house 

as opposed to purchasing a house with a view to "dolling it up" and selling it as soon as 
possible for a profit. 

Since the 1st October 2001 however the situation has changed and the laws of the RSA now 
stipulate that tax will be payable on such previously exempted profit which tax is known as 
Capital Gains Tax. The tax applies to the property of all South African citizens and permanent 
residents wheresoever such property may exist [i.e. here or abroad] and furthermore to 
property owned by foreigners [i.e. non citizens / residents] which property is situate within the 
RSA.  

The law which created the new Capital Gains Tax provided for certain exclusions from the tax 
[i.e. allowed for capital gains which would otherwise be taxed to be tax free], the most 
important of which, for purposes of this commentary relates to property which constitute the 
taxpayers primary residence. As long as the taxpayer is a human being [not a corporate body 
such as a close corporation, company or trust] the first R1 million capital gain [profit] made by 
that taxpayer on the sale of the property will be exempt from the tax.  

The gain made by a taxpayer is determined by the difference between the "base cost" of the 
property and the selling price. "Base cost" however includes more than just the original 
purchase price of the property. One is also allowed to include in base cost the original costs of 
taking transfer of the property, the costs of selling the property [i.e. agent's commission] and 

the costs incurred in improving the property over the years. The taxpayer is not however 
permitted to include any interest paid on a mortgage bond, repairs and maintenance to the 
property, insurance premiums and rates and taxes. As an aside it should however be noted 
that if the property was used for a business purpose [including the renting out of the property 
for rental return], that one is permitted to include all the expense items mentioned in the 



previous sentence to the extent not already allowed as a deduction on the taxpayers ordinary 
revenue account.  

The sales tax would be triggered in most instances by the sale of the property [i.e. the date of 

conclusive sale and not transfer]. The property would however be deemed to have been sold 
[even though not really sold at all] in certain circumstances which include a resident ceasing to 
be a resident [i.e. deciding to emigrate from South Africa] and the death of a taxpayer, unless 
in the latter case the property is left to the surviving spouse of the taxpayer in which case the 
death of the taxpayer is for Capital Gains Tax purposes ignored. 

As the Capital Gains Tax is not intended to affect gains made before the 1st October 2001, all 
taxpayers are offered an opportunity to have all properties owned by them as of that date 
valued for purposes of calculating future capital gains based on that valuation as the deemed 
purchase price of the property. The law does provide for another way of dealing with such 
properties but the generally accepted opinion is that taxpayers would be well advised to adopt 
this "valuation" method. Valuations must be effected within a period of two years from the 1st 
October 2001 failing which this more preferable method will not be available. Any qualified 

person can assist the taxpayer in producing that valuation which must state the market value 
of the property as of 1st October. Estate agents experienced in the area in which the property 
is situated would be more than able to assist.  

The effective tax payable in terms of the Capital Gains Tax in respect of persons amounts to 
approximately 10.5% of the gain, in respect of companies and close corporations about 15% of 
the gain and in respect of trusts about 21% of the gain. The tax would be payable at the end of 
the tax year in which the gain occurred.  

By way of an example, to illustrate the workings of this tax assume the following about 
taxpayer Jones. He bought a property in 1995 for R800 000.00 and sells the property on the 
1st March 2009 for R2 500 000.00. When he bought the property he paid transfer duty and 
attorneys conveyancing fees of R25 000.00 and bond registration fees of R4 000.00 for a bond 
of R600 000.00. Over the years he has paid total bond installments to his bank of R200 000.00 
including interest and a little capital. He has paid rates and insurance premiums totaling R20 
000.00. In February of 2001 he had a Jacuzzi fitted at a cost of R6 000.00. In January of 2002 
the roof of the property started to leak and he had to repair it at a cost of R10 000.00. In June 
of 2002 he had a pool built for R12 000.00. He will pay his agent commission of R171 000.00. 
He had his property valued for CGT purposes at the 1st October 2001 at R1 300 000.00. What 
CGT will he pay? The answer is as follows: 

Selling price           25000000.00 
Less deemed purchase price of property           1300000.00 [as per valuation] 
Less pool improvement*           12000.00 
Less agent's commission            171000.00 
        Capital gain           1017000.00 
Less exemption            1000000.00 
Net capital gain            R 17000.00 
 
Estimated tax on net capital gain  

 
          R1785.00 



* The transfer costs and Jacuzzi are not allowed as they were incurred before the CGT laws. 
The roof repair is not allowed [even though incurred after the CGT laws] as it constitutes 
maintenance. The bond registration costs, the rates, the insurance and the bond installments 
are not allowed as the law does not include them in the definition of base costs. 

In broad summary based on the fact that: 

 many countries in the world already have a capital gains tax regime; 
 gains made on the sale of all assets [i.e. not just property] are subject to Capital Gains 

Tax; 
 there are generous exclusions from Capital Gain Tax ; 
 the tax is at a relatively low rate; 

it is generally believed that the impact of Capital Gains Tax on the residential property market 
in the Republic of South Africa will be negligible. 
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Caution: While every effort has been made to ensure that the information contained in this 
article is correct, Miltons Inc. will not be liable for any loss suffered by any person due to any 
error in the article. 
 


