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Hospitality and Section 12J 
Written by: Joe Bester, Director of Fairtree Capital Hospitality  

 
South African Tourism 

Since the inception of a democratic South Africa (SA), tourism has increased significantly. The country 

has moved from an isolated rogue state to the world’s darling nation. For SA, this new era coincided with 

the advent of the boom in international travel. Over the past 23 years, aviation has grown and developed 

exponentially, making travel more accessible and affordable than ever before.  

 

Coupled with the digital revolution, travellers have been able to share their experiences in a much 

simpler, quicker manner via social media.  Although we have always known the beauty and diversity of 

our country, never before has the world been able to see it so clearly. SA’s geography, weather, 

beaches, winelands, mountains, diversity, variety and cultures are unique and have steadily been 

discovered by the international tourist community. For many, SA has become a bucket list destination. 

 

The Future of Tourism in South Africa 

SA has just been voted as the fifth most beautiful country in the world. Only Italy, New Zealand, Canada 

and Scotland ranked better than SA. The UK Telegraph’s readers have, for the third year in a row, voted 

Cape Town as their favourite city in the world. The awards list goes on and on. 

 

According to SA Tourism 2017 Tourist Arrival September report, there was a significant increase in the 

number of tourists arriving in SA in 2017 compared to 2016. All the foreign markets, except Asia, had a 

significant increase in numbers travelling to SA. 
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Overseas tourist arrivals to SA has grown by 8.7% year-on-year to September 2017. 

 

TOURIST ARRIVALS JAN TO SEP 2017 COMPARED WITH JAN TO SEP 2016 

 

Country of Residence 
January to September 

% change 
2016 2017 

Europe 1 039 506 1 135 745 9.3% 

North America 302 320 327 990 8.5% 

Australasia 96 635 99 646 3.1% 

Asia 247 576 238 538 -3.7% 

Central & South America 43 826 78 828 79.9% 

Middle East 40 705 43 828 7.7% 

Overseas Total 1 770 568 1 924 575 8.7% 
 

Statistics SA 

 

Stays become longer 

Complementary to the growth in tourist arrivals has been the growth of the average length of stay from 

2016 to 2017 by an impressive 37.3%, to 12.5 nights. This translates to a significant total number of 

international tourist nights. 

 

Factors currently making South Africa attractive for international tourists: 

• The weak South African Rand has kept South Africa near the top of the most affordable 

international destinations 

• Continually growing numbers of flights to international airports make South Africa very 

accessible 

• New domestic flights connect remote areas of South Africa (e.g. Hoedspruit, Port Elizabeth, 

Kimberley)  

• Visa challenges have now been settled 

• Significant development in tourist infrastructure and attractions – especially in the Western 

Cape 
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Cape Town as a global destination 

Cape Town has grown in its stature as one of the most attractive cities in the world to visit; The 

Telegraph Award being a case in point. There has been a consistent campaign to grow tourism to Cape 

Town and the Western Cape by the Western Cape Government in participation with Wesgro.  
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This has seen the number of flights landing in Cape Town increasing significantly, not only with more 

flights from existing destinations, but new flights from new destinations: 

- British Airways has increased flights to 3 per day from London 

- Emirates has increased flights to 3 per day from Dubai 

- New flight from Cologne 

- Daily flight from Paris by Air France 

- New flight 3 times a week from Paris by Joon (Air France Budget Carrier) 

- Flight from Zurich by Edelweiss 

 

Furthermore, with the re-alignment of the Cape Town International Airport runway and improvements to 

the handling facilities, it will be possible for A380’s to land in the city, in the near future. This is expected 

to improve numbers further.  

 

CAPE TOWN INTERNATIONAL AIRPORT - ARRIVAL INTERNATIONAL PASSENGERS 

 

Month FY15/16 FY16/17 FY17/18 
April 53 646 58 830 80 141 

May 43 291 48 504 59 171 

June 36 290 44 205 54 942 

July 53 115 67 485 81 048 

August 45 388 56 095 67 797 

September 49 848 63 129 76 112 

October 69 603 84 493  

November 81 200 95 241  

December 88 608 114 218  

January 91 482 119 989  

February 84 087 105 911  

March 84 176 98 455  

TOTAL 780 734 956 555 419 211 
 

 

Investing in the South African tourism industry 

The fact that the industry is expanding at a high rate is good news for the SA economy. You might be 

asking yourself how it could be possible to invest in this fast-growing industry. 

 

As more and more tourists continue to visit SA, it is important to note that we have to keep up on the 

supply side. The industry needs to provide enough rooms and beds to service and maintain the growing 

number of tourists. 
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The SA government wanted to stimulate the hospitality sector in order to supply more rooms for the 

growing numbers of the industry. Therefore, Section 12J of the Income Tax Act was introduced to 

stimulate the growth of the whole sector.  

 

What is Section 12J? 

Section 12J of the Income Tax Act is an incentive by the South African Revenue Service introduced in 

2009 to stimulate investment in the SMME market, with the aim of job creation. This tax incentive is for 

all SARS registered taxpayers (individuals, trusts and companies) who are looking to decrease their 

taxable income. 

  

Taxpayers who invest in a registered venture capital company (VCC) are entitled to a 100% tax 

deduction on monies invested, thereby achieving an immediate return of up to 45% for individuals, 45% 

for trusts and 28% for companies (being the reduction in marginal taxes payable) on their investment. 

  

If the investment in the VCC is held for a minimum period of 5 years, the tax benefit will become 

permanent. There will therefore be no recoupment of the tax benefit in the hands of the investor when 

the investment in the VCC is subsequently realised. The VCC is able to invest in companies with total 

assets up to R50 million.  

 

Qualifying investors will invest in approved VCC’s in exchange for venture capital shares and investor 

certificates. Investors can claim tax deductions in respect of their investments in an approved VCC. The 

approved VCC will, in turn, invest in qualifying investee companies. 

 

Immovable property has been specifically excluded from the qualifying investee criteria, except for hotels 

and bed & breakfasts. This creates a very interesting opportunity as these assets have an underlying 

property value, providing significant security to the investment, which is not normally the case of a 

traditional venture capital investment. 

 

Qualifying investor criteria  

Any registered South African taxpayer qualifies to invest in an approved VCC. Qualifying investors can 

claim income tax deductions in respect of the expenditure actually incurred to acquire shares in 

approved VCCs.  
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Where any loan or credit is used to finance the expenditure in acquiring a venture capital share and 

remains owing at the end of the year of assessment, the deduction is limited to the amount for which the 

taxpayer is deemed to be at risk on the last day of the year of assessment.  

 

No deduction will be allowed where the taxpayer is a connected person (i.e. someone holding more than 

20% of the issued share capital) of the VCC.  

 

Standard income tax and CGT rules apply in respect of VCC shares with the initial deduction decreasing 

the base cost of the shares. 

 

STEP-BY-STEP summary  

1. Qualified investor invests into SARS registered 12J Company.  

2. VCC issues shares and investor certificate.  

3. Investor receives 100% tax deduction in year of investment.  

4. The VCC invests in qualifying investee companies.  

5. The investee company issues shares to the VCC. 

 

Investment Case 

Like any property and private equity orientated product, selecting the right assets will be key to its 

success as well as selecting a reputable, experienced and aligned manager will be very important. 

 

The significant tax benefit combined with the performance and prospects of South African tourism 

provides a very interesting and unique opportunity. Global tourism is continuing its march as air travel 

gets more and more commoditised.  

 

The opportunity to combine having an investment with underlying property as a strong risk mitigator, into 

an industry that has been resilient and inversely correlated to South Africa’s economic woes and getting 

a tax deduction for one’s investment, is surely an excellent building block for a good, balanced 

investment portfolio. 
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Glacier Research would like to thank Joe Bester for his contribution to this week’s Funds 

on Friday. 

Joe Bester, BBusSci, CA (SA)  

After completing his CA articles at PricewaterhouseCoopers 

in 2010, Joe joined the Ma-Afrika Group as group financial 

manager and was later promoted to CFO. Joe was 

instrumental in structuring a BEE-transaction combined with 

a R150 million multinational funding budget for film projects. 

In 2011 Joe was appointed as COO of Ma-Afrika Hotels and 

took the lead in managing the hotel assets of the group, 

including a complete funding restructuring as well as the 

establishment of a group structure. Under his management a 

major turnaround was achieved. Joe joined Fairtree Capital 

in 2014 and is a director of Fairtree Hospitality. 

 


