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Question 1.1 (a)

An evaluation of the tax implications for Asha, Boineelo and Happy Ltd of the two offers
received for the purchase of the business.

Offers for the sale of the business

Option 1 — Sale of shares to Mpho

Asha and Boineelo would sell their shares for P6 million on 1 December 2023.

The consideration payable in loan notes forms part of Boineelo’s proceeds as they form part of
the market value of the sales proceeds at the date of sale.

The interest payable to Boineelo in future years will be treated as part of taxable income.

When the loan is redeemed on 30" November 2026 there will be no tax implications for
Boineelo.

Using the sum of the market values of the net assets of Happy Ltd, the shares appear to have a
value of P6,020,000 at 30 November 2023. This suggests that Asha and Boineelo’s shares each
have a value of P3,000,000 (P6,000,000 / 2), ignoring any discount.

1

For the purposes of capital gains computation, the market values of the shares will be deemed
to be the actual proceeds as the seller and buyer are not connected parties.
1

Computation of capital gains/losses

Asha Boineelo
P P
Sales proceeds 3,000,000 3,000,000
Less allowable cost (50,000) (50,000)
Un-indexed gain 2,950,000 2,950,000
Less moveable allowance at 25% (737,500) (737,500) 1
Chargeable gain 2,212,500 2,212,500
Tax liability on the gain:
First P156,000 13,650 13,650
Next (P2,212,500 — 156,000) x 25% 514,125 514,125
Tax liability 527,775 527,775 1x2
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Interest income from financial institutions is subject to final withholding tax and therefore not
included in the taxable income of the recipient. As such, Boineelo benefits from the lower tax
rates. 1

Asha and Boineelo should not charge VAT on the sale of shares as it is an exempt supply.
1

Net cash received by Asha would be P2,472,225 (P3,000,000 — P527,775) 1

Net cash received by Boineelo P1,472,225 (P2,000,000 — P527,775)
1

P1,000,000 of this amount would be received on 1 July 2024. There will be no tax implications
for Boineelo when the loan note is eventually redeemed on 30" November 2026.

The present value of this receipt is as follows:

Cashflow  DCF at 10% PV

P P

Year ended 30 Nov 2024 100,000 0.909 90,900

Year ended 30 Nov 2025 100,000 0.826 82,600

Year ended 30 Nov 2026 1,100,00 0.751 826,100

Fair value of future receipt 999,600
Effectively, Boineelo will be fully compensated for delay. 1

Sub-total: 10
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Option 2 — Sale of assets to Exceed Ltd

Happy Ltd would cease to trade following the sale of its assets on 1 December 2023, and its
accounting period would end.

The transfer of trade and assets to Exceed Ltd will likely constitute a transfer of going concern,
so that Happy Ltd will not charge VAT on the assets transferred provided a notice in writing
signed by the transferor and transferee is furnished to the Commissioner General within 21 days
after the supply takes place and such notice includes the details of the supply.

2

A capital gain on the sale of the land and buildings would arise as follows:

P
Sales proceeds 2,910,000

Allowable cost (1,050,000)

Un-indexed gain 1,860,000

Indexation allowance (Oct 2011 — Dec 2023):

(2446.3 — 1415.0) / 1415.0 x P1,050,000 (765,276)

Chargeable gain 1,094,724 2

Additionally, a balancing charge will arise on disposal of the office buildings:
P750,000 x 13 tax years x 2.5% P243,750 1

A balancing charge of P270,000 (proceeds of P810,000 — TWDV P540,000) on the disposal of
plant and machinery. 1

Goodwill is a moveable asset and will be liable to capital gains tax of:

P
Sales proceeds 2,030,000

Less allowable cost (880,000)

Un-indexed gain 1,150,000

Less moveable allowance in lieu of indexation:

P1,150,000 x 25% (287,500)

Chargeable gain 862,500 2
Receivables:

Loss on receivables (P400 — P340) (60) 1
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Accounting profit or loss on the disposal of land & buildings and plant & machinery do not affect
the taxable income. 1

Accordingly, the total taxable income will be:

P

Chargeable gain on land & buildings 1,094,724 1
Balancing charge on disposal of offices 243,750 1
Balancing charge on plant and machinery 270,000 1
Chargeable gain on disposal of goodwill 862,500 1
Loss on receivables (60) 1
Total taxable income 2,470,914

Company tax at 22% x P2,470,914 543,601 1

Following cessation of the trade, Happy Ltd will need to settle its liabilities, namely payables,
bank loan and tax liabilities of P60,000, P210,000 and P543,601 respectively.

P
Cash proceeds 7,200,000 1
Less: Bank loan (210,000) 1
Less: Company tax (543,601) 1
Less: Liquidation fees (120,000) 1
Available for distribution 6,326,399
Dividend withholding tax at 10% (632,640) 1
Net available for distribution 5,693,759

As equal shareholders, Asha and Boineelo would each receive P2,846,879 from the company.
1
Sub-total: 20
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Question 1.1 (b)

Summary of net cash position

The following summarises the net cash position of the two options:

Net cash Net cash

Option 1 Option 2

P P

Asha 2,472,225 2,846,879.50
Boineelo 1,472,225 2,846,879.50

FV of loan note 1,000,000 --

Total 4,944,450 5,693,759 1x2

Option 2 results in greater net cash received by P749,309 (P5,693,759 — P4,944,450) and this
makes it the recommended option.
2

Option 1 is also a risk as Mpho may fail to pay when the amount falls due, one year later. So

option 2 is preferred option commercially.
1

Sub-total: 5
Question 1.2
If finance is achieved by issuing shares then this has the following implications:

Tax on dividends received by shareholders
Dividends are subject to income tax at 10%.

Tax on gain on disposal

Once the shares are disposed of, then any gain is subject to CGT at the rates applicable for
individuals or 22% for companies.

Happy Ltd

For Happy Ltd, dividends payable are not deductible for Company Tax purposes and Happy Ltd
would need to ensure it has sufficient distributable profits to pay a dividend.
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Loan from XYZ Bank
If a loan is acquired from XYZ Bank then there would be tax relief for Happy Ltd on the interest
paid 1 subject to the maximum relief of 30% of the tax earnings before
interest tax depreciation and 1 amortisation.
This would save up to P52,800 per annum (P2million x 12% @ tax rate of 22%).
1
The lender would be taxed on interest income received.
Mpho’s loan
Happy Ltd will be allowed to deduct the interest paid at 20% pa.

Mpho will be liable to tax on the interest received.

The arrangement may be sited under tax avoidance because it is a Mpho and Happy Ltd are
connected parties.

The Commissioner General may disallow the excessive interest of 8% (20% - 12%)
Sub-total: 5

(Total possible marks — 51)
(Maximum full marks — 40)
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Question 2

2.1 Explanation of the tax implications of the inter-company trading between Deer Ltd and
Jupiter Ltd

Transactions between Deer Ltd and Jupiter Ltd could be sited under the rules of transfer
pricing because the two companies are associated or connected. Transfer pricing is a
pricing method that maybe used between associated or connected enterprises on their
inter-company transactions. It is a method of shifting profits from one entity to another.
The pricing may not be independent. 2

The independent enterprise’s transactions are determined by market forces. In the case of
associated or connected enterprises the pricing may not be at arm’s length. An arm’s
length principle is used to determine arm’s length price with relevance to the full market
forces. If the two companies enter into transactions on a similar basis as independent
parties, then the principle of transfer pricing shall not be applied. 2

It seems that Deer Ltd and Jupiter Ltd are engaged in transfer pricing because the mark-up
charged by Deer Ltd of 40% only applies to transactions with Jupiter. Before the acquisition
of 40% in Jupiter Ltd, Deer Ltd was only charging 25%. 1

In such a situation, the Commissioner General has the authority to disregard the
transaction and replace it with the transaction that would have been entered into by
independent parties. As a result, the mark-up of 40% would be replaced with 25%. 1

Consequently, the taxable income of Jupiter Ltd will increased by P312,500 (100/140 x
P1,750,000) x 25%) which is the excess profit. 1

In addition, Jupiter Ltd will be liable to a penalty as provided below.

Where a person is engaged directly or indirectly in any transaction, operation or scheme
with a connected person and the amount of each person’s taxable income derived from the
transaction is not consistent with arm’s length principle, shall be liable to a penalty which is
greater of an amount equal to 200% of the amount of tax that would have been payable
had the transaction been conducted at arm's length or a fine of P10 000. 2

(8 marks)
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2.2 Computation of the revised total taxable income and tax payable for the year ended 30
November 2023:

P

Taxable income (given) 4,430,000 1

Excess profit 312,500 2

Capital allowances on imported car (W1) (470,080) 5

Exchange gain on imported goods (W1) 16,399 4

Chargeable gain on disposal of warehouse (W2) 750,819 2

Held-over gain now chargeable (W2) 590,000 4

Balancing charge on warehouse (W2) 209,000 2

Disposal of damaged equipment (W3) 0 1

Capital allowance on replacement equipment (W3) (65,000) 3

Foreign interest income 80,000 2

Corrected taxable income 5,853,638 24

Calculation of tax payable:

P5,853,638 x 22% 1,287,800

Less: DTR on foreign interest: (12,000)

Botswana equivalent tax:

P80,000/5,853,638 x 1,287,800 17,600

Foreign tax suffered:

P80,000 x 15% 12,000

Tax payable 1,275,800 3
Sub-Total 27

(Note to marker — for 2.2 above, you can award for full marks for correct entries. Only refer
to explanations for incorrect entries. Do not award marks twice, for the entries and for
the explanations)
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Explanations of the tax treatment of the outstanding transactions:
1. Foreign transactions

Importation of truck

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

The total cost will therefore be P1,880,320 (i.e. €128,000 x 14.69). 1
Any exchange gain or loss is adjusted to the cost of the truck.

VAT on trucks is recoverable and, therefore, the VAT will not form part of the cost of
the truck for capital allowances purposes. 1
The recoverable input VAT was P1,880,320 x 14%P263,244.80. 1

The annual capital allowances will be:

P1,880,320 x 25% = P470,080 1

Importation of goods for resale

The exchange differences incurred on the acquisition of goods for resale do not form

part of the cost of those goods. Any exchange gain or loss that is realized is added or
deducted from the taxable income. 1

The exchange difference on the goods acquired on 1 August 2023 will be recognized as
the transaction is settled. However, the transaction entered into on 26 October 2023

will not recognized. 1
1 August 2023 —R230,000/1.02 =P225,490.20
30 September 2023 - R230,000/1.10 = P209,090.91

Exchange gain =P16,399 2
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2. Disposal of warehouse in August 2023:

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 3,445,000

Less: allowable cost (2,090,000)

Un-indexed gain 1,355,000

Indexation allowance (July 2019- August 2023)

P2,090,000 x (2466.4 —1913.3) / 1913.3 (604,181)

Chargeable gain 750,819 2

Additionally, the disposal of the warehouse will result in the crystallization of the
chargeable gain that was held-over on 2019. 1

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

Original investment P1,500,000
Chargeable gain P680,000
P2,180,000 2

To obtain full relief, the cost of the replacement property must be at least equal to
P2,180,000.

Since the replacement property cost P2,090,000, which is less than P2,180,000, the
amount that was not reinvested of P90,000 (P2,180,000 — P2,090,000) in 2019 was

immediately liable to tax in 2019.

The amount available for holdover was therefore P590,000 (P680,000 — P90,000) which
crystallises on the disposal of the replacement property. 2
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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:
P2,090,000 x 4 years x 2.5% = P209,000 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 160,000
Deemed sales proceeds (insurance proceeds) (280,000)
Balancing charge (120,000) 1

Taking advantage of beneficial claims/elections, Jupiter 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 380,000
Less roll-over relief (120,000)
Cost for capital allowances 260,000 2
Annual capital allowances:
P260,000 x 25% 65,000 1
16
Total marks 35
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Question 3
3.1 Draft notes for Mr Motsisi
Capital transfer tax (CTT) implications on lifetime transfers:
1. Mr Motsisi’s gift of the debt of P200,000 which was owed by Mr Bashe.

The bequest of P200,000 to Mr Bashe is not subject to CTT. This is because the
P200,000 will be included in the taxable income of Mr Bashe. 2

2. Donation of 8 cows to Neo

The 8 cows drawn by Mr Motsisi is treated as a self-sale. The market value of the cows,
P160,000 will be included in Mr Motsisi’s taxable income.

The transfer of the same 8 cows to Neo will therefore be exempted from CTT. 2

3. Donation of personal chattels are exempt from CTT. 2

4. Casual cash donation

The aggregate value of upto P25,000 per done per year is exempt from CTT. 2
Kgosidintsi will be liable to CTT on P25,000 .i.e. P50,000 — P25,000 1
Sekolo will be liable to CTT on P85,000 i.e. P110,000 — P25,000 1

5. Donation of P100,000 for the education and maintenance of Motsisi’s nephew, Oteng
is wholly liable to CTT. The exemption on applies to the donor’s child who is not more
than 18 years. 2

Capital transfer tax (CTT) implications that would arise on the death of Motsisi:

Bequest of a Mercedes Benz to Masego, niece of P300,000. This is fully liable to CTT and
will only be reduced by its share of the P100,000 allowable deduction. 2

Bequest of Mercedes Maybach to Dekeledi his wife of P800,000 is wholly exempt. 2

The bequest of the family home-owned jointly with his wife, Dekeledi, valued at
P2,500,000.

The half share belonging to Dekeledi is not subject to CTT.

Mr Motsisi’s bequest of his share to Mguni is liable to CTT subject to the allowable
deduction. 2
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Bequest of Lodge in Mochudi to Mguni, his nephew as a life tenant. As Mguni is a life
tenant who will receive the income from the property for 20 years, the capital value has be
determined using the valuation rules provided in the Act as follows: 2

=Ax[1-(1/(1+r)"]

P300,000 x [1 - (1/(1.06)1°]

0.06

Capital value = P2,208,026 2

The capital value of the lodge transferred to Mguni is P2,208,026 and will be liable to CTT
subject to the allowable deduction.

The bequest of the house in South Africa to Jabu, his friend valued at P1,100,000. As Jabu
is a South African national and domiciled, the bequest is wholly exempt. 2

Total Marks 25
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