Question 1.1 (a)

Director’s loan account

The company intends to write off the loan to Atang immediately following the sale on 1 July
2023.

Dijo Ltd is a close company and a private company which is beneficially owned by two
individual, Atang and Gosego. 1

Atang is both an employee as well as a director and a participator.

The director’s loan could have been considered from two viewpoints, firstly from the
position of Atang being an employee and secondly Atang being a participator.

Consequences of the director’s loan if Atang was treated as an employee

If Atang was taxed as an employee the director’s loan would be treated as a beneficial
from the time that it was given on 1 July 2020. As a beneficial loan, the taxable benefit
would be P18,000 i.e. P180,000 x 10% per tax year. The amount would have been added
to the taxable income of Atang. This would have resulted in a tax liability of P4,500 for
each of the two tax years. Total tax liability would therefore have been P9,000 for the
two years to 30 June 2023. 2

When the loan is written off on 1 July 2023, Atang shall be deemed to have received a
taxable benefit of P180,000. This will be added to his taxable income in the 2024 tax
year. The tax liability would be P45,000 i.e. P180,000 x 25%.

1

Therefore, the total tax liability on the loan would be P54,000 (P9,000 + P45,000).
1

Consequences of the director’s loan if Atang was treated as a participator:

If Atang is treated as a participator, the interest free loan would have been treated as a
dividend and taxed at the dividend rate of 10% in the tax year of receipt. Atang would
have been liable to tax of P18,000 (P180,000 x 10%).

1

When the loan is written off, there would be no tax consequences.
1

Therefore, the total tax liability would have been P18,000. 1

In conclusion, Atang would be taxed as an emoloyee. Close company legislation is provided
to ensure that individuals who benefit from a private company are liable to tax if they are
participators. 2

10

Sub-total:

Question 1.1 (b)



Offers for the sale of the business

Option 1 — Sale of shares to Lesego

Atang and Gosego would sell their shares for P3 million on 1 July 2023 withGosego’s
proceeds being delayed until 1 July 2024.

Using the sum of the market values of the net assets of Dijo Ltd, the shares appear to have a
value of P3,510,000 at 30 June 2023. This suggests that Atang and Gosego’s shares each
have a value of P1,755,000 (P3510,000 / 2), ignoring any discount.

1

For the purposes of capital gains computation, the market values of the shares will be used
instead of the actual sales price because the sellers are connected to the buyer._
1

Despite the sales proceeds being paid after one year, capital gains will be computed on the
deemed sales proceeds as that is when Gosego becomes entitled.
1

Computation of capital gains/losses

Atang Gosego
P P
Sales proceeds 1,755,000 1,755,000
Less allowable cost (50,000) (50,000)
Un-indexed gain 1,705,000 1,705,000
Less moveable allowance at 25% (426,250) (426,250) 1
Chargeable gain 1,278,750 1,278,750
Tax liability on the gain:
First P156,000 13,050 13,050
Next (P1,278,750 — 156,000) x 25% 280,687 280,687
Tax liability 293,737 293,737 1x2

Interest income from financial institutions is subject to final withholding tax and therefore
not included in the taxable income of the recipient. As such, Gosego benefits from the lower
tax rates. 1

Atang and Gosego should not charge VAT on the sale of shares as it is an exempt supply.

Net cash received by Atang would be P1,206,263 (P1,500,000 — P293,737) 1



Net cash received by Gosego P1,206,263 (P1,500,000 — P293,737)

1
P500,000 of this amount would be received on 1 July 2024. There will be tax implications for
Gosego when the cash balance is eventually received.

Sub-total: 11

Option 2 — Sale of assets to Matute Ltd

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

The transfer of trade and assets to Matute Ltd will likely constitute a transfer of going

concern, so that Dijo 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 kitchen premises would arise as follows:

P
Sales proceeds 1,455,000
Allowable cost (525,000)
Indexation allowance:
2470.1-1290.6 / 1290.6 x P525,000 (479,806)
Chargeable gain 450,194 2

Additionally, a balancing charge will arise on disposal of the Kitchen premises:
P525,000 x 13 tax years x 2.5% P170,625 1

A balancing charge of P189,000 (proceeds of P405,000 — TWDV P216,000) on the sale of
plant and machinery. 1

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

P
Sales proceeds 1,515,000
Less allowable cost 0
Less moveable allowance in lieu of indexation:
P1,515,000 x 25% (378,750)
Chargeable gain 1,136,250 2
Accordingly, the total taxable income will be:

P

Chargeable gain on kitchen premises 450,194 1



Balancing charge on disposal of kitchen premises 170,625

Balancing on plant and machinery 189,000
Chargeable gain on disposal of goodwill 1,136,250
Total taxable income 1,946,069
Company tax at 22% x P1,946,069 428,135 1

Following cessation of the trade, Dijo Ltd will need to settle its liabilities, namely payables,
bank loan and tax liabilities of P30,000, P105,000 and P428,157 respectively.

P
Cash proceeds 3,600,000 1
Add: Loan repayment from Atang 180,000 1
Less: Bank loan (105,000) 1
Less: Company tax (428,135) 1
Less: Liquidation fees (120,000) 1
Available for distribution 3,126,864
Dividend withholding tax at 10% (312,686) 1
Net available for distribution 2,814,178

As equal shareholders, Atang and Gosego would each receive P1,407,089 from the company.
1

Sub-total:
20
Question 1.1 (c)
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
Atang 1,206,263 1,407,089
Gosego 1,206,263 1,407,089
Total 2,412,526 2,814,178 1x2

Option 2 results in greater net cash received by P401,652 (P2,814,178 — P2,412,526) and this
makes it the recommended option.
2



Option 1 is also a risk as Lesego 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

Ethical implications arising from Lesego’s email

Confidentiality and conflict of interest

As an BICA accountant | am bound by the fundamental principles, including integrity and
confidentiality. Atang, Gosego and Dijo Ltd are clients of my firm and | have a duty of
confidentiality to them.

Lesego is a director of Dijo Ltd but does not appear to have approached me in that capacity.
He appears to have approached me in his own personal capacity as a potential purchaser of
the Dijo Ltd shares. Assuming this is true, sharing information with Lesego, who is a potential
buyer, would be in breach of my confidentiality duty to Atang and Gosego.

Our firm should therefore not divulge details of the other interested party and the other
offer to Lesego.

His approach to me is a possible indicator that the family relationship between Atang,
Gosego and Lesego has become strained, perhaps because of the potential sale of Dijo Ltd.
This further indicates there could be a conflict of interest for us, and we will need to be
careful whenever we deal with Lesego in his capacity as a director of Dijo Ltd.

We should check our engagement letter in the first instance to see if it names Lesego
specifically as an authorised director of Dijo Ltd with whom we can discuss affairs of the
company. If it does, we should approach Atang and Gosego, and Lesego in his capacity as
director of Dijo Ltd, identifying the potential conflict.

We should work for only one of them in the deal, unless we can put sufficient safeguards in
place (e.g. by using separate teams, and adequately restrict access to information). Atang
and Gosego should be made aware of the conflict and have the right to obtain advice from
elsewhere if they wish.

Sub-total: 5

(Total possible marks — 51)
(Maximum full marks — 40)
Question 2.1

An explanation of the tax residence status of each of the employees as a result of taking
up employment with ABC Ltd and their exposure to Botswana tax liability

Onyana Koontse




Onyana has been a resident of Botswana since 2011/12 and will remain a Botswana resident
when she joins ABC Ltd, as she will be working full-time in Botswana. 1

As a resident of Botswana she is liable to tax on income and gains that are derived from a
source in Botswana. 1

She will be liable to tax on her employment income from ABC Ltd. 1

However, she will not be liable to tax on her foreign income, whether it is remitted to
Botswana or not. 1

Onyana can bring her foreign funds into Botswana to invest in her friend’s unquoted
company either as a loan or purchase of shares. Bringing foreign funds into Botswana for
investment has no tax implications. 1

Bianca Santos

In 2022/23 Bianca will not meet the requirements of being a resident of Botswana because
she spent less than 183 days in Botswana physically. 1

From 1 July 2023 Bianca will be treated as a resident of Botswana because she has taken up
employment on a two-year contract and is therefore expected to be physically present in
Botswana for at least 183 days. 1

The foreign investment income remitted to Botswana will not be liable to tax in Botswana. 1

Bianca will be fully liable to Botswana tax on her employment income from ABC Ltd. She will
be taxed a resident of Botswana. 1

If Bianca leaves Botswana at the end of her contract on 30 June 2025 and spends any period
in 2025/26, she will be treated as a resident in 2025/26. 1

Daisy Domingos

Daisy will only be considered a resident of Botswana when she takes up employment which
is from 1 July 2023. 1

As a resident, but not a citizen, of Botswana she will not be liable to Botswana tax on the
foreign income remitted to Botswana. 1

However, she will be liable to tax on the employment income received from ABC Ltd. She will
be taxed as a resident of Botswana. 1

Question 2.2

An explanation of the tax treatment of the items in the remuneration package in Exhibit 2
and any amendments which would make the package more tax efficient.

Basic salary
The basic salary is fully taxable and forms part of the taxable income. 1

Contract gratuity of 40%

Gratuity is favourably taxed within prescribed limits. One third of the gratuity is exempt
provided the gratuity accrues at 25% of the amounts earned in the first contract. 1



Where gratuity is at 40%, the excess 15% will be fully taxed as part of the taxable income. 1

In terms of taxation, the excess 15% is taxed whether received at end of the contract or
during the contract. The preference of the employee will determine whether to paid lump
sum as a gratuity or receive monthly as part of the salary. 1

The taxable gratuity will be calculated as follows:

Total gratuity P400,000 x 2 years x 40% 320,000
Less exempt gratuity P400,000 x 2 x 25% x 1/3 (66,667)
Taxable gratuity 253,333 2

Household furniture of P120,000

A taxable benefit arises when an employer provides house furniture to an employee. The
first P15,000 is not taxable. 1

Annual taxable benefit:
(P120,000 - P15,000) x 10% = P10,500 1
This is advantageous for the employees as they intend to leave Botswana. 1

Share options

There are no tax implications for the employees on the grant of share options at the start of
the contract. 1

When the options are exercised, the employees will be taxed on the difference between
market value and the amount they pay on the date of exercise. 1

Using the expected market value of the options, this will be (P15 — P10) x 15,000 = P75,000.
P75,000 will be added to taxable employment income and taxed through the PAYE system.

Provision of a Toyota Hilux

A taxable benefit arises where the employer provides a motor car for the private use of an
employee. The benefit is determined from the scale charges. The taxable benefit is reduced
where the employee pays for the fuel. 1

The annual taxable benefit will be as follows:

P
Cost 320,000
First P200,000 10,000
Next P120,000 x 15% 18,000

28,000

Less Fuel Cost Adjustment (5,000)



Taxable benefit 23,000 2

Free use of workplace canteen facilities

Free use of the workplace canteen facilities is taxable on the employee based on the cost to
the employer i.e P15,600. 1

The cost of buying meals is P26,000. Though it is more expensive than the benefit of the car,
the cost of buying and maintaining a car would be much higher. 1

It is more efficient to be efficient to be provided with a vehicle than to benefit from the free
meals. 2

(Total: 30 marks)



Question 3

To: Keitheile

From: Thusego

Date: 12 June 2023

Re: Response to the queries raised concerning the tax implications

Find below the response to the tax implications of the queries raised in your emails.
Email 1 — Letsapsi Ltd

In order to determine the taxable income for the tax year, we first need to calculate the tax-
deductible interest. The tax deductible is restricted to 30% of the Tax Earnings Before
Interest Tax, Depreciation and Amortisation (Tax EBITDA). 2 marks

Any unrelieved interest can be carried forward for 3 years. 1 mark

Calculation of the deductible interest:

P
Profit before tax 285,000 1 mark
Depreciation 244,000 1 mark
Amortisation 56,000 1 mark
Donation to political party 100,000 1 mark
Initial repairs to make asset functional 30,000 1 mark
715,000
Less capital allowances (310,000) 1 mark
Tax earnings 405,000
Add back:
Interest 450,000 1 mark
Depreciation 244,000 1 mark
Amortisation 56,000 1 mark
Tax EBITDA 1,155,000
Tax deductible interest 30% x P1,155,000 346,500 1 mark

Disallowed interest (P450,000 — P346,500) 103,500 1 mark



Taxable profit P

Tax earnings (as above) 405,000 1 mark
Add back — disallowed interest 103,500 1 mark
Taxable income 508,500 16

Email 2 - Ngwedi Ltd

Tax implications arising from the disposal of the property on 1 December 2022:

The disposal of the property has implications for capital gains tax and income tax.

From a capital gains tax view, firstly the held-over gain will become chargeable to tax in the
year of disposal of the replacement property. Secondly, the disposal on 1 December 2022

will be subject to capital gains calculation. 2

Firstly, determine the held-over gain on the first disposal (January 2014).
Minimum reinvestment required:

Original cost 700,000

Chargeable gain on disposal 600,000

Minimum reinvestment amount 1,300,000
Amount reinvested in replacement property 1,120,000
Amount not reinvested and immediately liable to CGT 180,000

Amount claimed for held-over relief
P600,000 — P180,000 420,000 1

The amount held-over will become liable to tax on the earlier of:
e Disposal of the replacement property, and
e Ten years after it was disposed. 1

Consequently, the P420,000 will become liable to tax in the year ended 31 March 2023.
1



Computation of capital gain or loss arising from disposal of property on 1 December 2022:

P
Sales proceeds 3,200,000
Allowable cost (1,120,000)
Un-indexed gain 2,080,000
Less: Indexation allowance (Dec ‘22 — May '14)
(2400.6 — 1641.8)/1641.8 x P1,120,000 (517,637)
Chargeable gain 1,562,363 2

In addition, income tax will arise in the form of a balancing charge as follows:
Since the property was sold for more than its cost, the balancing charge will be equal to the
capital allowances previously given.

P1,120,000 x 8 tax years x 2.5% = P224,000 2

Sub-total: 11 marks

Email 3 — Gweta Ltd — taxation of foreign income and calculation of tax payable

The general rule for taxation of income is source basis. Source basis requires that income
that is derived from a source or generated from within Botswana will be liable to tax in
Botswana. However, certain income with a source outside Botswana may be deemed to be
from Botswana. 1

In this case, foreign dividend and foreign income are deemed to be from Botswana,
regardless of whether they are remitted to Botswana or not. 1

Where the same income is taxed twice, in the country where it is sourced and in Botswana,
double tax relief (DTR) is available to negate the double taxation.

P

Taxable income before foreign income 2,480,000
Add: Gross foreign interest 80,000
Foreign gain — exempt 0
Foreign rental income — exempt 0
Taxable income before foreign dividend 2,560,000
Add: gross foreign dividend P102,000 / 85% 120,000

Total taxable income 2,680,000

N =



Tax liability:

On taxable income before foreign dividend 22% x P2,560,000

Tax on foreign dividend P120,000 x 10%

Tax liability

Less double tax relief:

On foreign interest:
Lower of:
Botswana equivalent P80,000 x 22%
Foreign tax P80,000 x 15%

On foreign dividend:
Lower of:
Botswana equivalent P120,000 x 10%
Foreign tax P120,000 x 15%

Tax payable

17,600
12,000

12,000
18,000

563,200
12,000 1

575,200

(12,000) 1

(12,000) 1

551,200 10

(Total possible marks — 37)
(Maximum full marks — 30)



