Question 1

1.1 Taxable employment income for Mr Raesi fye 30 June 2022:

P
Basic Salary 1,200,000 1
Performance bonus fye 30/06/22 150,000 1
Holiday package 90,000 1
Housing Benefit 500,000 x 10% 50,000 1
Entertainment allowance 60,000 1
Leave days 15/242 x 1,200,000 74,380 2
School fees 96,000 1
Car benefit:
First P200,000 10,000
Next P280,000 x 15% 42,000

52,000 1
Men’s suits 01-uniform
Iphone 14 0 1
Employment income before gratuity 1,772,380
Gratuity — P3, 550,000 x 35% 1,242,500 1
Less Gratuity exemption (355,000) 2

P3,550,000x 30%x1/3 e
Taxable employment income 2,659,880 14



1.2 Computation of the total Taxable income for Mr Raesi fye 30 June 2022 and the tax payable:

P
Employment income 2,659,880 1
Other income:

Rental income (net) 168,000
Income 264,000
Less:
Initial repairs (38,000) 1
Painting (12,000) 1
Interest on loans (32,000) 1
Agents’ fees (14,000) 1
Local consultancies 120,000 1
Foreign business income 180,000 1
Farming income(W1) 92,000 2
Taxable income before foreign dividend 3,219,880
Foreign dividend P23,800/85% 28,000 1
Total taxable income 3,247,880 10
Income Tax payable for Mr Raesi fye 30/06/22:
First P156,000 13,050
Next 3,091,880 x25% 772,970
3,282,880
Tax liability 786,020 1

Tax on foreign dividend P28,000 x 10% 2,800

Less PAYE deducted at service (274,650)

Less withholding tax on rent: P264, 000 x 5% (13,200)

Double tax relief:

Less underlying tax on foreign

Real estate agency

Botswana tax equivalent: (43,577) 1

P180,000 x 794, 770 = 43,577
3,282,880

South African tax deduction at source
P180,000 x 96,600/345,000 == 50,400




DTR relief on foreign dividend: (2,800) 1
Botswana tax P28,000 x 10% = 2,800

Foreign tax equivalent

P28,000 x 15% =4,200

455,193 6

Total: 30 marks
Working 1: Farmers’ averaging relief:

Deemed farming income for the three years:

P440,000 + P118,000 + 0 = 186,000
3 years
2022 2021 2020
P P P
Averaged taxable income 186,000 186,000 186,000
Less loss relief (94,000) (186,000) 0

Less loss relief 92,000 0 0




Question 2

2.1 Computation of the revised total taxable income and tax payable for the year ended 30
November 2022:

P

Taxable income (given) 6,230,000 1
Capital allowances on imported car (W1) (26,610) 2
Capital allowance on imported equipment (W1) (72,917) 2
Chargeable gain on disposal of warehouse (W2) 480,000 2
Held-over gain now chargeable (W2) 360,000 1
Balancing charge on warehouse (W2) 199,000 1
Disposal of damaged equipment (W3) 0 1
Capital allowance on replacement equipment (W3) (47,500) 2
Corrected taxable income 7,121,053 12

Explanations of the tax treatment of the outstanding transactions:
1. Foreign transactions
Importation of car

The exchange loss incurred on the importation of car will be added to the cost of the
car.

The total cost will therefore be P106,440 (i.e. P103,040 + P3,400). 1

Since VAT on cars is not recoverable, the VAT will form part of the cost of the car for
capital allowances purposes. 1

The annual capital allowances will be:
P106,440 x 25% = P26,610 1
Importation of equipment

The exchange differences incurred on the acquisition of a capital asset forms part of
the cost of that asset.



Thus the cost of the equipment will be P291,667, after taking into account the
exchange differences. 1

The annual capital allowances will be:
P291,667 x 25% = P72,917 1

2. Disposal of warehouse in August 2022:

The disposal of the warehouse will be subject to capital gains tax and income tax
implications:

Computation of capital gains tax on disposal of warehouse:

P
Sales proceeds 3,058,025

Less: allowable cost (1,990,000)

Un-indexed gain 1,068,025

Indexation allowance

P1,990,000 x (2410 — 1860.3) / 1860.3 (588,025)

Chargeable gain 480,000 2

Additionally, the disposal of the warehouse will result in the crystallization of the
chargeable gain that was held-over on 2018. 1

To determine the amount that was held-over, the minimum amount required to be
reinvested must be determined as follows:

Original investment P740,000
Chargeable gain P360,000
P1,100,000

To obtain full relief, the cost of the replacement property must be at least equal to
P1,100,000.

Since the replacement property cost P1,990,000, which is more than P1,100,000, the
whole gain from 2018 of P360,000 was held-over and is now chargeable following the
disposal of the warehouse. 2



Income tax implications
A balancing adjustment will arise on the disposal of the warehouse. As the warehouse
was sold for more than its original cost, the balancing charge will be equal to the

allowances previously granted.

Balancing charge:
P1,990,000 x 4 years x 2.5% = P199,000 2

Disposal of the damaged equipment

The equipment that was damaged is deemed to be disposed and therefore a balancing
adjustment should be computed as follows:

P
Income tax value b/f 70,000
Deemed sales proceeds (insurance proceeds) (300,000)
Balancing charge (230,000) 1

Taking advantage of beneficial claims/elections, Moon Ltd should elect for rollover
relief so that the balancing charge is deducted from the cost of the replacement
equipment for the purpose of calculating capital allowances.

Capital allowances on the replacement equipment:

P
Cost 420,000

Less roll-over relief (230,000)

Cost for capital allowances 190,000 2
Annual capital allowances:

P190,000 x 25% 47,500 1

16



2.2 Tax implications for Bakwadi of lending money to Phatsimo Ltd

23

Phatsimo Ltd is a close Company in which Bakwadi owns 20% of the voting rights. As such
Bakwadi will be treated as a participator. 2

Where a participator makes a loan to a close Company, either free of interest or at a rate of
interest lower than the commercial rate generally prevailing at the time the loan is made,
interest shall be deemed to have accrued to the participator for that tax year at the
commercial rate. Such deemed interest would not be deductible for Phatsimo Ltd.2

However, since Bakwadi is charging interest at a commercial rate, the interest that accrues to
him during the year is taxable in his hands. Since he is a high net worth individual, the tax on
the interest will be charged at 25%. 1

There are no tax implications on the capital repayment of the loan.
Implications for Phatsimo Ltd

Whether Phatsimo Ltd obtains the loan from Bakwadi or the bank, the tax implications will
be the same because both parties are charging the same rate of interest of 12% per annum.
The situation would have to be different if Bakwadi made an interest free loan or at a rate
lower than the commercial interest rate. In such a case, Phatsimo Ltd would not have been
able to claim the deemed interest charge as a tax expense. 2

Possible: 7 marks

Maximum: 5 marks

The office block was purchased for P2.5 million in April 2022. Under normal circumstances transfer
duty of P750,000 would have been due on this transaction. Foreign controlled companies are not
entitled to the P1 million exemption.

As no transfer duty was paid on the purchase of the office block, the firm should investigate the
circumstances surrounding the lack of payment and consider whether the non-payment of transfer
duty was legitimate or not (apply professional scepticism).

At face value, the non-payment of transfer duty seems to relate to the use of a so-called ‘tax
avoidance’ scheme.

As a tax adviser, the firm should not advise clients to carry out tax planning arrangements which

either:

e Achieve results that illegitimately reduce, postpone or avoid liability to Botswana, or

e Are highly artificial and fictitious and whose only purpose is to reduce, postpone or avoid
liability to Botswana tax.



Where the Commissioner is of the opinion that a transaction, operation or scheme, in this referred
to as a “transaction”, including a transaction for the alienation of property, is fictitious or artificial,
or is entered into or carried out otherwise than as a transaction between independent persons
dealing at arm’s length and that such transaction has the effect of avoiding, reducing or postponing
the liability to tax of any person for any tax year, he may disregard such transaction for the
purposes of this Act and determine the liability for the tax chargeable under this Act as if the
transaction had not been entered into or carried out, or in such manner as in the circumstances he
deems appropriate to counteract such avoidance, reduction or postponement.

We would need to analyse the scheme used and the transaction, to identify if we consider this
scheme to fall within the definitions of tax avoidance within Income Tax Act definition.

There are certain signpost that indicate that a scheme may be a tax avoidance scheme, such as ‘if it
seems too good to true, it probably is’. It would seem that any scheme that reduces transfer duty to
nil may fall within this category. They also refer to artificial or contrived arrangements being
present, which may be relevant here — as this scheme uses a ‘complex series of transactions’.

Although your firm did not provide the initial advice, that led to the non-payment of transfer duty
on the purchase of the office block, we should consider the transaction and identify whether we
agree with the scheme used.

We can seek advice from others, such as BICA about how to handle this transaction.

If the client does not accept our advice, we may have to consider whether we need to resign from
the engagement. The FD, as a qualified accountant should be governed by the professional
standards relevant to their qualification. If the client refuses to accept any advice we give about the
scheme, and refuses to pay any tax we feel falls due, we may also have to consider whether this is
an issue to be reported as money laundering. In which case we must be careful not to tip off the
client. Maximum: 12 marks
Available: 7 marks

Total: 35 marks



Question 3

Total Marks: 25 marks

This question considers the options a company has to acquire the shares or trade and assets of another

company. The perspective of the purchaser is considered and the implications to the purchaser of

buying shares, or trade and assets or a hive down of the trade and assets to a new company.

Montle Ltd wants to buy the shares or trade and assets of Tau Ltd.

The aims of the purchasing company are:

e To acquire and use the trading losses of Tau Ltd in future accounting periods, against Tau Ltd’s own
profits.

e To avoid liability for the litigation against Tau Ltd from former customers. 4

Offer 1: Purchase of Tau Ltd shares for P10 million.

If Montle Ltd acquires the shares in Tau Ltd, the trading losses brought forward in Tau Ltd will be carried
forward with the company and available for use against total profits of Tau Ltd in future accounting
periods. Business losses can only be carried forward for a maximum of five years. 2

This appears to achieve Montle Ltd’s first objective of acquiring the trading losses of Tau Ltd, with the
company. 1

If the losses do remain with Tau Ltd, they can only be used by Tau Ltd, and contrary to Montle Ltd’s
finance director’s opinion, they cannot be used by other group companies. 2

For capital allowance purposes, the capital allowance computation will continue, because the company
continues. No goodwill will be created by virtue of the purchase from an income tax view. 2

In addition, by buying the shares, Montle Ltd will own the liabilities of the company as well as its assets
and, so, be liable for any payments to be made under the ongoing litigation. Therefore, this does not
achieve Montle Ltd’s second objective of avoiding liability for litigation against Tau Ltd. 2

The base cost for capital gains tax of the shares acquired will be P10 million. 1

Any VAT registration of the company would continue as the company would continue in existence.



Offer 2: Purchase of the trade and assets of Tau Ltd for P10 million

In buying the trade and assets of Tau Ltd, Montle Ltd would not acquire the trading losses of the
company. These would remain with Tau Ltd, but be unusable by Tau, as the trade the losses relate to
has been sold. 2

By buying the trade and assets of Tau Ltd, rather than the company itself, Montle Ltd would leave the
liability for past actions of Tau Ltd with the old company and not be liable for any fines or penalties.

2
The transfer of the trade and assets could be viewed as a transfer of a going concern for VAT purposes.
This would require Montle Ltd to be VAT registered and for the business to be a going concern and for
there to be no break in trade. We might need to confirm that the business is a going concern (given
recent losses). This may be likely as the trade and assets are clearly a business capable of separate
operation. 3

If the TOGC rules do not apply, VAT would be charged on the transfer of the business at standard rate.
This may be recoverable by Montle Ltd, as the assets are used in the trade. 2

The assets purchased include goodwill, which will have a value of P1,560,000 for future capital gains tax,
in the event of selling the business. 1

The land and buildings purchased would mean that Montle Ltd would pay transfer duty on the purchase
of the land and buildings of 5% of P5,100,000 i.e. P255,000. 2

So, on a transfer of the trade and assets there would be an additional purchase cost of P255,000 and no
access to Tau Ltd’s brought forward losses. The only objective Montle Ltd would achieve would be to

avoid any financial or other responsibility for litigation against Tau Ltd. 2

Recommendation:

None of the two offers meets both objectives to use the business losses against the future profits of Tau
Ltd and to avoid the responsibility for the litigation against Tau Ltd. 1

Offer 1 — purchase of shares will enable Tau Ltd to use its losses against its future profits but Montle Ltd
will not be able to avoid the responsibility for the litigation.
Additionally, Montle Ltd will not be required to pay transfer duty on the acquisition of shares. 2

Offer 2 — purchase of the trade and assets will avoid the responsibility for the litigation but will not also
allow Tau Ltd to use its business losses against its future profits. In addition, Montle Ltd will be required
to pay transfer duty on the purchase of land and buildings of P255,000 (P5.1 million x 5%). The transfer
duty will effectively increase the purchase price for Tau Ltd. 2



In conclusion, more information must be obtained or sought to determine the bigger, whether to forego
the use of the business losses or whether to assume responsibility for the litigation. The final
recommendation would then also take the transfer duty in to account. 2
Possible: 36 marks
Maximum: 25 marks



