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Property Sector – Doubtful 
debt allowances 
 
The 2020 Draft Taxation Laws Amendment Bill (“TLAB”) proposes 
changes to doubtful debt allowances relating to lease receivables 

Background 

Section 11(j) of the Income Tax Act No 58 of 1962 (“the Act”) provides an allowance to 
taxpayers for debts that are considered to be doubtful. Section 11(j) was amended with 
effect of years of assessment commencing on 1 January 2019. The amendments were 
introduced as part of preparing for an income tax self-assessment system as well as to 
the implementation of IFRS 9 (financial instruments) in the preparation of financial 
statements.  

Most notably, the revised section 11(j) prohibits all doubtful debt allowances in relation to 
lease receivables accounted for in terms of IFRS 9. These amendments resulted in 
unintended consequences for certain industries, for example the property rental industry. 

IFRS 9 applies to all lease receivables (both operating and finance lease receivables) in 
terms of IFRS 16 as far as de-recognition and impairment of those receivables is 
concerned. It follows that, based on the current wording of the section, no allowances are 
available on impairment losses for both finance lease receivables and operating lease 
receivables. Operating lease receivables include rental receivables in the form of due but 
unpaid rental income, albeit often disclosed as trade receivables in the property rental 
industry. 



The impact of not being able to deduct allowances in relation to doubtful debt arising from 
the taxpayer’s primary source of income (for example rental income) cannot be over-
emphasised. Particularly considering the current economic climate and pervasive impact 
that Covid-19 has had on the property sector.  

Proposed changes 

National Treasury acknowledged in the 2020 budget documents that the exclusion of 
lease receivables from debt as indicated in the new section 11(j) creates unintended 
consequences for taxpayers conducting a leasing business and who apply IFRS 9.  

In the 2020 draft TLAB issued 31 July 2020, National Treasury proposed amendments to 
section 11(j) of the Act, allowing doubtful debt allowances on lease receivables that 
accrued to the taxpayer i.e. lease receivables that have been included in income.  

What impact does this have on lessors 

Following the amendment taxpayers, will be able to claim doubtful debt allowances as 
prescribed in terms of section 11(j) of the Act insofar the lease receivable debt has been 
included in income and is not calculated with reference to future lease receivables.  

Although the proposed amendments bring welcome relief, our concern is that the 
amendment will only be effective for years of assessment commencing on or after 1 
January 2021. This means that taxpayers will be subject to the current treatment and 
wording of section 11(j) until the effective date. This will result in no allowance on lease 
receivables for all years of assessment that commenced after 1 January 2019 and will 
that will commence before the effective date.  

Taxpayers should consider the impact of the abovementioned proposed amendments 
and the impact prior to the effective date on their business and allowances to be claimed. 
KPMG will be submitting comments on the proposed changes to section 11(j) of the Act 
to suggest a retrospective amendment to resolve the current difficulties experienced.  
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