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Ques�on 1 

1. Tax Implica�ons of the disincorpora�on for Ntlha Ltd and Modise 
 
Ntlha Ltd 
 
The transfer of the assets will occur on the last or final day of the period, i.e. 30 June 2024. 
This will bring about a cessa�on of the trade.   1 
 
Ntlha Ltd has es�mated that it’s final trading loss will be P820,000 in the year ended 30 June 
2024. This is before any account has been taken of the assets transfer. 
 
As Ntlha Ltd and Modise are connected par�es, the transfer of the business will be at 
market value, regardless of the actual proceeds paid.  1 
 
The transfer of the assets to Modise will have income tax, capital gains tax and VAT 
implica�ons. 
   P P  
Es�mated trading loss 
Capital gains tax implica�ons: 
 
Goodwill: 
Deemed sales proceeds  600,000 
Less: moveable allowance at 25%  (150,000) 
   -------------- 
Chargeable gain  450,000 2 
   ------------- 
Salon building: 
Deemed sales proceeds:  1,580,000 
Less: allowable cost  (400,000) 
   --------------- 
Un-indexed gain  1,180,000 
Indexa�on allowance (Feb 2011 – June 2024) 
P400,000 x (2630.1 – 1330.2)/1330.2  (390,889) 
   -------------- 
Chargeable gain  789,111 2 
   -------------- 

  

Commented [s1]: I cant trace this amount  I can not trace the 
property  please review the figure 
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Income tax implica�ons :Balancing charge arising on the disposal of the salon building: 
Cost   400,000 
Less allowances granted 
P400,000 x 2.5% x 13 years  (130,000) 
   -------------- 
Income tax value b/f  270,000 
Less deemed sales proceeds restricted to cost  (400,000) 
   -------------- 
Balancing charge  130,000 2 
   ------------- 
Fixed fixtures & fittings: 
Cost   120,000 
Less capital allowances granted 
P120,000 x 15% x 2 years  (36,000) 
   ------------- 
Income tax value b/f  84,000 
Deemed sales proceeds  (40,000) 
   ------------- 
Balancing allowance  (44,000) 1 
   ------------- 
Furniture & other sundry assets: 
Income tax value b/f  170,000 
Deemed sales proceeds  (280,000) 
   -------------- 
Balancing charge  110,000 1 
   -------------- 
Balancing adjustment on the disposal of motor vehicles: 
  Delivery Motor Total 
  Van car 
  P P P 
Cost  250,000 175,000 
Less: allowances granted 
P250,000 x 4years x 25% (250,000) 
P175,000 x 2years x 25% - (87,500) 
  --------------- -------------- 
Income tax value b/f 0 87,500 
Sales proceeds (140,000) (130,000) 
  ------------- ------------- 
Balancing charge 140,000 42,500 182,500 2 
  ------------- ------------ ----------- 

  

Commented [s2]: The amount is deducted from deemed selling 
price  
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Year ended 30 June 2024 
 
A�er taking the above transfer of assets into account, Ntlha Ltd revised trading profit will be 
as follows: 
   P 
Capital gains tax: 
Goodwill – chargeable gain  450,000 1 
Salon building – chargeable gain  789,111 1 
Income tax: 
Salon building – balancing charge  130,000 1 
Fixed fixtures & fi�ngs – balancing allowance  (44,000) 1 
Furniture & other sundry assets – balancing charge 110,000 1 
Motor vehicles – balancing charge  182,500 1 
   -------------- 
Addi�onal taxable income  1,617,111 
Rental income for the year  82,800 1 
   --------------- 
   1,699,611 
Trading loss for the year  (820,000) 1 
   --------------- 
Taxable income for y/e 30 June 2024  879,611 
Less: S46 loss relief from 2023, see below     (424,760 1 
   --------------- 
Taxable income  454,851 
   --------------- 
Tax liability = P454,851 x 22%  P100,067 1 
   --------------- 
S46 carry loss relief is automa�c. 
 
Year ended 30 June 2023 
 
Trading loss  500,000 
Rental income  (75,240) 
   -------------- 
Allowable loss  424,760 1 
   -------------- 
The only op�on for the loss in the year ended 30 June 2023 is to carry it forward and set off 
against the taxable income for 30 June 2024. 
 
VAT implica�ons 
 
The transfer from Ntlha Ltd to Modise is likely to be treated as a transfer of a going concern 
as the assets which are transferred to Modise are capable of opera�ng as a separate 
business.     1 
 

Commented [s4]:  Figure affected by the balance charge 
computa�on 
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However, for the transfer to treated as zero-rated, both the seller and the buyer must be 
registered for VAT and should provide a no�ce in wri�ng signed by the transferor and transferee 
furnished to the Commissioner General within 21 days a�er the supply takes place and such no�ce 
includes the details of the supply. Since Modise has not yet registered the business, the transfer shall 
be subject to VAT at 14% on the value of the business transferred.  1 
 

     P 
Salon building    1,580,000 x 14% 221,200 1 
Fixtures & fi�ngs   40,000 x 14% 5,600 1 
Goodwill     600,000 - 0 1 
Furniture and other sundry assets    280,000 x 14% 39,200 1 
Motor vehicles   270,000 x 14% 37,800 1 
Cash    1,200,000 - 0 1 
    -------------- 
Value of the business sold   3,970,000 
    -------------- 
VAT at 14%     303,800 
      ------------- 
Capital transfer tax 
There are no CTT implica�ons for Ntlha Ltd.     1  
 
Modise 
 
Income tax and capital gains tax 
 
Modise is deemed to acquire the assets at their market values for tax purposes. 1 
 
Modise will be en�tled to capital allowances on the assets acquired. The base cost for 
capital allowances will be as follows: 
 

      P 
Salon building     1,580,000 
Fixtures & fi�ngs    40,000 
Furniture and other sundry assets     280,000 
Motor vehicles    270,000 
Goodwill   600,000  2 
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Capital transfer tax 
 
Modise received a benefit from the company because he did not pay for the full market 
value. The gi� received by Modise is the difference between the market value of the 
business and the considera�on paid. 
   P 
Salon building - exempt     0 2 
Fixtures & fi�ngs    40,000 1 
Goodwill      600,000 1 
Furniture and other sundry assets     280,000 1 
Motor vehicles    270,000 1 
Cash     1,200,000 1 
    --------------- 
Value of the business bought    2,390,000 
Considera�on paid (P100,000 + P550,000)   (650,000) 1 
    ---------------- 
Value of gi�    1,740,000  
    ---------------   
  
Modise will be required to pay CTT of: 
   P 
First P500,000  16,000 
Next (1,240,000 – 500,000) x 5%  37,000 
   ------------- 
CTT liabili�es  53,000 1 
   ------------- 

2. Extrac�ng funds from Ntlha Ltd 
 
Modise will need to extract the remaining funds from Ntlha Ltd 
 
Following the asset sales to Modise, the company will have the following remaining cash to 
be distributed to Modise: 
  P 
Proceeds from Modise 650,000 
Cash  1,200,000 
  --------------- 
  1,850,000 
Less: 
Income tax liability (100,067) 
VAT  (376,600) 
  --------------- 
Net cash available 1,373,333  2 
  --------------- 
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If the funds are distributed to Modise by way of an income distribu�on, they will be treated 
as a dividend income and will be subject to withholding tax at 10%. 1 
 
If Modise winds up the company, the distribu�on will be treated as a dividend payout but 
a�er deduc�ng the nominal value of the shares.   1 
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Cost of extrac�ng P650,000 to fund the considera�on  
 
Modise could extract funds in one of three ways prior to the liquida�on of Ntlha Ltd: 
 
1. Dividend 

 
He could extract the funds by way of a dividend, which would suffer tax at the rate of 
10%. The cost to Ntlha Ltd will be P65,000 and there will be no addi�onal cost for 
Modise.   2 
 

2. Bonus/salary 
 
Alterna�vely, he could extract sufficient funds by way of a salary or bonus payment, 
which would be subject to tax at 25% as Modise has exhausted the lower tax rates. 
Consequently, the tax on the bonus/salary will be P162,500 (P650,000 x 25%). 
 
However, the bonus/salary will be tax deduc�ble for Ntlha Ltd, and Ntlha Ltd will save 
tax of P143,000. 
 
The net cost of paying a bonus/salary will be P19,500.  2 
 
An addi�onal cost will s�ll arise when extrac�ng the remaining profits. 
 

3. Loan 
 
An alterna�ve would be for Modise to borrow the funds from the company. This would 
result in a taxable for Modise in respect of the arising beneficial loan interest, calculated 
as the average amount of the loan outstanding during the tax year at the official rate of 
interest, pro-rated for the length of �me the loan was outstanding. If the loan is made 
just before disincorpora�on, and repaid a�er the purchase, the amount of the loan 
benefit will be minimal, at most P650,000 x 5% x 1/12 = P2,708. 2 
 
It is therefore recommended that Ntlha Ltd make a very short-term loan to Modise of 
P650,000 which should be cancelled as soon as possible a�er 30 June 2024, and Modise 
pays interest on the outstanding amount of P2,708.  2 
 
  Total Possible marks 52 
  Maximum marks  40 
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Ques�on 2 
 

1. Calcula�on of the corrected taxable income for Organic Ltd fye 30 June 2024: 
    P 
Taxable business income   2,880,000 
Disposal of motor car: 
Cost (171,000 x 100/114  150,000 
Less: capital allowances granted: 
P171,000 x 3 years x 25%  (112,500) 
   --------------- 
ITV b/f   37,500  2 
Less: sales proceeds  (190,000)  1 
   --------------- 
Balancing charge – roll-over  (152,500)  2 
Plant – cost P256,500 x 100/114  225,000 
   ------------- 
Eligible cost for capital allowances  72,500  1 
   -------------- 
Capital allowances at 25%   (18,125) 1 
 
Imported machinery: 
Cost – R120,000 x P0.87  104,400  2 
The exchange loss reduces the cost  ------------- 
Capital allowances – P104,400 x 25%   (26,100) 1 
 
Recoverable input VAT – (R120,000 x 0.98) x 14% 16,464  2 
Input VAT is charged at the point of purchase  ------------ 
 
Development expenditure   (216,000) 1 
Capitalised expenditure should be tax deduc�ble  
What is the nature of the development. Maybe it might be clearer if you state the nature of 
the business of Organic Ltd.  
Imported consultancy services 
Consultancy services   (180,000) 1 
VAT on imported services used in making taxable supplies 
Is treated as nil.  0  2 
   ---  
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Foreign dividend (gross)  
P264,000 x100/88   300,000 1 
 
Disposal of warehouse   

Original investment  1,000,000 
Chargeable gain 520,000 
  --------------- 
Reinvestment amount required 1,520,000 
Less: amount reinvested 1,200,000 
  -------------- 
Amount not reinvested & chargeable   320,000 2 
Amount held-over (P520,000 – P320,000)  200,000  1 
   ------------- 
    ---------------- ----- 
Corrected taxable income   3,059,775 20 
    ----------------- ----- 
 
Tax payable: 
 
Tax liability – P3,058,462 – P300,000) x 22%   607,,150 2 
Tax on foreign dividends: P300,000 x 10%   30,000 1 
    ------------ 
Tax liability    637,150 
Foreign dividend 
Less: double tax relief: lower of:   (30,000) 2 
Botswana equivalent – P300,000 x 10%  30,000 
Foreign tax deducted at source: 
P300,000 x 12%  36,000 
   ------------ -------------- ---- 
Tax payable   607,150 5 
    ------------- ---- 
    Sub-total -  25 
     ---- 

2. Determina�on of the maximum tax-deduc�ble interest: 
 
Computa�on of tax earnings: 
   P 
Net profit for the year  228,060  1 
Add: 
Deprecia�on   240,000  1 
Amor�sa�on   60,000  1 
Loans to ex-employees  28,000  1 
   ------------   
Tax earnings  556,060   
   ------------ 
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Interest restric�on: 
 
The interest restric�on is calculated as 30% of the tax earnings before interest, tax, 
deprecia�on and amor�za�on (EBITDA). 
   P 
Tax earnings  556,060  1 
Add: 
Interest   680,000  1 
Deprecia�on  240,000  1 
Amor�sa�on  60,000  1 
   --------------- 
Tax EBITDA   1,536,060 
   --------------- 
Maximum tax-deduc�ble interest: 
30% x P1,536,060  460,818  2 
   ------------- 
Unrelieved interest will be carried forward for five years, subject to the same restric�on. 1 
   P 
Interest payable  680,060 
Less maximum tax-deduc�ble interest  (460,818) 
   -------------- 
Interest carried forward  219,182  2 
   -------------  ----- 
  Total possible marks  13 
  Maximum marks  10 
     ----- 
 
  Maximum marks  35 
     ---- 
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Ques�on 3 
 
1. Baru� has P240,000 of rental income from investment proper�es each tax year. This makes 

him a higher rate taxpayer for income tax purposes.   2 
 

a. Personal Tax implica�ons for Baru� of accep�ng the Alpha Ltd posi�on 
 

Baru� will receive a cash earnings of P889,700 including the cash from ren�ng the house he 
currently stays in. In addi�on, he will receive non-cash benefits of a company car, fuel, 
accommoda�on and a holiday package. These benefits are favourably taxed and 
consequently reduce the overall tax liability of Modise.   2 

 
The vehicle benefit is based on the cost of the vehicle provided. As shown in Appendix 1, a 
vehicle that costs P500,000 will result in a taxable benefit of P55,000 for as long as the 
benefit is provided. This benefit includes the provision of fuel as well. In addi�on, Modise 
will be allowed to buy the vehicle at its book value. An addi�onal benefit may arise if the 
market value of the vehicle is more than its book value. The addi�onal benefit is the 
difference between the fair value and the book value of the vehicle at the �me Modise buys 
the vehicle.    2 

 
The family holiday package of P100,000 is non-taxable as it is contractual. This is will result 
in huge tax saving of P25,000, P100,000 x 25%.    1 

 
The accommoda�on benefit P48,000 is based on 10% of the gross rateable value, refer to 
Appendix 1. As a result, this will allow Modise to earn addi�onal annual rental income of 
P144,000.     2 

 
 Modise will receive a net salary of P889,700 from Alpha (see Appendix 1).  1 
 

b. Personal Tax Implica�ons for Modise of accep�ng the Omega Ltd posi�on 
 

The remunera�on package offered by Omega Ltd is mainly in the form of cash benefits. 
Most cash benefits are fully taxable and therefore will result in a higher tax liability for 
Modise.     1 

 
It should also be remembered that when a cash benefit is provided, Modise will s�ll have to 
pay for the intended service/benefit. For example, Modise is will be provided with a car 
allowance of P90,000. This will be fully taxed at 25%, since Modise is a higher rate taxpayer, 
the net cash will be P67,500 (P90,000 x 25%). A�er taking into account the motor vehicle 
expenses of P60,000, Modise will only remain with P7,500.   2 

 
 As a result, Modise’s net cash from Omega Ltd will be P818,450 (see Appendix 1). 1 
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 Conclusion 
 

The remunera�on package offered by Alpha Ltd seems more advantageous from a tax point 
of view. Modise will receive P71,250. In addi�on, Modise will have the benefit of buying his 
personal to holder vehicle at a price that appears to be less than market value.  2 
 
In order to make a final recommenda�on, account should also be taken of the fact that the 
P250,000 bonus offered by Alpha Ltd will not repeat a�er 2024/25.  2 
 
Appendix 1 – Calcula�on of net income from employment packages – 2024/25 

 
   Alpha Omega 
   Ltd Ltd 
   P P 

Annual salary 792,000 900,000 2 
Bonus  250,000 - 1 
Car benefit: 55,000  1 
First P200,000  -             P10,000 
Next P300,000 x 15% = P45,000 
Car allowance - 90,000 1 
House allowance - 180,000 1 
Accommoda�on benefit  
– P480,000 x 10% 48,000  1 
Contractual holiday package -  1 
Holiday allowance  100,000 1 
Shares – not taxed on grant date - - 1 
  -------------- -------------- 
Taxable employment income 1,145,000 1,270,000 
Addi�onal rental income (12,000 x 12) 144,000 -------------- 
  -------------- 
Total taxable income 1,289,000 
  --------------- 
 income tax: 
156,000                                                    13050              13050 
1,133,000 x 25%                                       283,250       
1,114,000 x25%                                                                  278,509 
  --------------- ---------------  
Total                                                    296,300        291,550 
  --------------- ------------- 
The tax calculated is for total income and not part. Hence the need to use progressive rates.  
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Net cash received by Baru�: 
Salary  792,000 900,000 
Bonus  250,000 
Car allowance - 90,000 
Housing allowance - 180,000 
Holiday allowance - 100,000 
Addi�onal rental income 144,000 - 
  -------------- ------------- 
  1,186,000 1,270,000 2 
Less tax liabili�es (296,300) (291,550) 2 
Less fuel & maintenance costs - (60,000) 1 
Less cost of holiday - (100,000) 2 
  -------------- ------------- 
Net cash  889,700 818,450 
  -------------- ------------- ------ 
   Total Possible marks 35 
   Maximum marks 25 
     ----- 

 
 
 
   
  
 


