
South Africa court rejects
Meiring Citrus tax deduction
The Western Cape High Court has ruled in favour of the South African Revenue
Service (SARS) in its dispute with Meiring Citrus, disallowing the company's
US$560,000 (R10 million) self-insurance tax deduction and confirming SARS's
authority to reopen prescribed tax assessments under certain circumstances.

The ruling follows a dispute that began after Meiring Citrus claimed the deduction
in its 2017 tax assessment. The citrus producer, based in the Sundays River
Valley in the Eastern Cape, exports lemons, oranges, soft citrus, and mandarins
primarily to Europe, the Middle East, and Canada.

The company entered into an arrangement with Santam under which it paid
US$560,000 (R10 million). Santam retained an underwriting fee of US$22,400
(R400,000), with the remaining US$538,000 (R9.6 million) credited to an
experience account. Santam also provided an additional US$134,000 (R2.4
million) of insurance cover, bringing the total indemnity limit to US$672,000 (R12
million).

According to the judgment, insurance claims would effectively be paid from the
funds credited to the experience account. The funds earned notional interest for
the benefit of Meiring Citrus, and the company could cancel the arrangement and
recover the account balance.

SARS challenged the deduction after a verification and subsequent audit, arguing
that the arrangement and the associated notional interest had not been fully
disclosed. The High Court agreed that the omission constituted a material non-
disclosure, allowing SARS to reopen the assessment despite the normal
prescription period.

The court also considered whether the arrangement met the legal definition of an
insurance contract. It concluded that it did not, finding that the agreement was
"draped as an insurance contract, but in our view, in law it is not."

The judgment found that the US$538,000 (R9.6 million) remained under the
company's control because it earned interest, could be reclaimed, pledged as
security, and was effectively used to fund any claims. The court held that only
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US$134,000 (R2.4 million) of risk had been transferred to Santam.

As a result, the court ruled that the deduction did not qualify under the Income Tax
Act because the funds did not constitute expenditure actually incurred. It also
reinstated the 10 per cent understatement penalty imposed by SARS.

According to tax specialists Charlotte McLaren and Richan Schwellnus of Tax
Consulting SA, the judgment confirms that tax authorities and courts will assess
the substance of insurance arrangements rather than their contractual label.
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