Question 1

Total Marks: 7

This question required students to

e Explain the relevance of professional scepticism

e Explain threats to professional competence and due care

e |dentify one action which could reasonably be taken in this scenario
Professional Scepticism

Applying professional scepticism is part of exercising appropriate judgement and critical
thinking. Dudu should keep a questioning mind in this situation and not accept it immediately at
face value. She should take a cautious approach and consider making some enquiry or
investigation.

There is no obvious reason to suspect any form of fraud. However, there is likely to be at least
one error or misstatement here.

There must be something wrong with the figures here: the VAT amount and the value of the
sale are round figures and VAT amount is 50% of the sale value.

Modibedi is not the person who usually deals with tax, nor is he usually in contact with the
accountancy firm.

If Koontse was unwell when he prepared the figures, there may be other errors, and Koontse’s
check of the VAT return may not have been sufficient.

Professional Competence and Due Care

Professional competence and due care requires Dudu to act diligently.

There is a self-review threat here because of the following factors:

e Time pressure to rush a decision/the return because of the impending deadline

* The absence of Dudu’s line manager to consult

e The request to submit the return without it being checked properly

One Action for Dudu

Dudu should not submit the return yet.

Dudu could check whether the engagement terms with Osadi Ltd allow her to deal with
Modibedi; contact Modibedi; obtain a copy of the sales invoice; ask someone senior in her firm
for assistance; Consider whether BURS may accept Koontse’s situation as a reasonable excuse to
apply for the extension of time to submit the VAT return late.

Total possible marks - 11
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Question 2

Calculation of VAT payable or refundable for Khumo Ltd:
Output VAT:

Zero-rated sales to VAT registered customers in Botswana
Zero-rated sales to non-business customers in Botswana
Standard-rated sales to non-business customers in Botswana
(P130,000 x 14%)

Standard-rated goods sold to foreign customers

Sale of motor car

Total output VAT

Input VAT:

Standard-rated purchases for making zero-rated sales:
(P43,500 x 14%)

Zero-rated purchases for making standard-rated sales

Standard-rated purchases for making standard-rated sales:
(P32,000 x 14%)

Marketing services from a company based in South Africa
Purchase of delivery van (P220,000 x 14%)

Purchase of computers from the UK (P46,000 x 14%)
Overheads (P18,000 x 14%)

Total input VAT

VAT refundable (P50,330 — P18,200)
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0 1
0 1
18,200 1
0 1
0 1
18,200
6,090 1
0 1
4,480 1
0 1
30,800 1
6,440 1
2,520 1
50,330
P32,130 1
13



Question 3.1

a. Calculation of capital gain or loss arising on the disposal of shares in Liberty Ltd:

P
Disposal proceeds (P14.80 x 14,000) 207,200 1
Less: legal costs at 2% (4,144) 1
Net disposal proceeds 203,056

Less: allowable cost — P5 x 14,000 (70,000) 1
Un-indexed gain 133,056

Less: moveable allowance at 25% (33,264) 1
Capital gain 99,792 4

b. Calculation of the capital gain or loss on the disposal of Thusego’s share in the partnership:

P
Disposal proceeds 95,000
Less: allowable cost (150,000)
Allowable loss (55,000) 2
c. Calculation of the capital gain or loss on the disposal of the house:
P
Sales proceeds 882,500 1
Less: estate agency fees at 2% (17,650)
Net sales proceeds 864,850
Less: allowable cost:
Cost 350,000 1
Wall fence 110,000 1
Painting 15,000 1
-------------- (475,000)
Un-indexed gain 389,850
Less: indexation allowance
On cost (Sept 2018 — Mar 2023):
P350,000 x (2411.9 — 1860.3)/1860.3) (103,779) 1
On wall fence & painting (Apr 2020 — Mar 2023)
P125,000 x (2411.9 — 1951.0)/1950.0) (29,544 1
Capital gain 256,527 7
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d. Calculation of the total tax liability for Thusego for the tax year 2022/23:

Income tax liability on taxable income
First P156,000
Next P231,000 (P387,000 — P156,000) x 25%

Tax liability on taxable income

Tax liability on total chargeable gains:
(P99,792 - P55,000 + P256,541) = P301,333

First P156,000
Next P145,333 (P301,333 — P156,000) x 25%

Tax liability on chargeable gains

Total tax liabilities

Question 3.2

Calculation of the chargeable capital transfers:
Registered Cancer Charity:

Cash

Less: allowable deduction

Chargeable transfer

Nonofo (Baeti’s sister):

House in Gaborone (P2,200,000 — P812,000)
Cash in bank account

Less: allowable deduction

Chargeable transfer

P P
13,050
57,750
70,800 1
13,650
36,333
49,983 1
120,783 2

Available -total = 15 marks
(Maximum — 14 marks)

100,000
(3,440)

1,388,000
150,000

1,538,000 1
(52,888) 1
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Banyana (Baeti’s girlfriend):

Cash in bank account in South Africa 120,000 1

Motor vehicle 350,000 1
470,000

Less: allowable deduction (16,162) 1

Chargeable transfer 453,838

Kabo (Baeti’s nephew):

Shares in Pula Ltd 280,000 1

Landruiser Prado (motor car) 220,000 1

Life policy proceeds on Baeti’s life 300,000 1
800,000

Less: allowable deduction (27,510) 1

Chargeable transfer 772,490 11

Working 1 — Allocation of allowable deduction of P100,000:

P’000
Registered Cancer Charity 100 /2908 x 100,000 = 3,440
Nonofo 1,538/2908 x 100,000 = 52,888
Banyana 470/2908 x 100,000 = 16,162
Kabo 800/2908 x 100,000 = 27,510
2,908
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Question 4

a. Calculation of capital allowances for Zebra Ltd for the year ended 31 October 2023:

P
Plant and machinery — P2,100,000 x 15% 315,000 1
Motor vehicles — P1,600,000 x 25% 400,000 1
Balancing charge on disposal of sales manager’s car (W) (176,250) 1
Toyota Prado — P175,000 x 25% 43,750 1
Commercial building allowance — P2,300,000 x 2.5% 57,500 1
Total allowances 640,000 5
Working — balancing adjustment

P

2019/20 Cost restricted 175,000

WDA at 25% x 3 tax years (2019/20 — 21/22) (131,250)

ITV b/f 43,750

Sales proceeds (220,000)

Balancing charge (176,250)

b. Calculation of the Taxable income before the allowable interest:

P

Draft tax adjusted trading income 2,680,000
Less: capital allowances (640,000) 1
Employee Information System software package (180,000) 1
Entertainment allowances 0 1
Gross rental income P250,800/95% 264,000 1
Maintenance costs (65,000) 1
Roof replacement cost 0 1

Less: capital allowance on cost of roof:

P320,000 x 2.5% (8,000) 1
Net income from property 191,000 7

Tax earnings before adjusting for interest 2,051,000
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c. Calculation of deductible interest and final taxable income fye 31 October 2023:

Tax deductible interest is restricted to 30% of Tax earnings before interest, depreciation and
amortization (Tax EBITDA). Any unrelieved interest can be carried forward for 5 years.

P
Tax earnings 2,051,000 1
Add: interest 1,500,000 1
Add: depreciation 520,000 1
Add: amortization 130,000 1
Tax EBITDA 4,201,000

Maximum deductible interest — 30% x P4,201,000 = 1,260,300 1
Interest incurred 1,500,000

Non-deductible Interest carried forward 239,700 1

Calculation of final taxable income for Zebra Ltd for the year ended 31 October 2023:

P
Taxable income before adjusting for interest 2,051,000 1
Add: disallowed interest 239,700 1
Final taxable income 1,811,300 9

d. Calculation of tax payable for Zebra Ltd for the year ended 31 October 2023.

p
Tax liability P1,811,300 x 22% 398,486 1
Less: WHT on rental income P264,000 x 5% (13,200) 1
Tax payable 385,286
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Question 5.1

a. Calculation of capital allowances on the vehicles provided to the partners for tax year
2022/23:

P
Tebogo - Motor car — P175,000 restricted cost x 25% x 40% 17,500 1
Thabo — Van — P380,000 x 25% x 60% 57,000 1
Total 74,500 2

b. Calculation of capital allowances on farming capital expenditure for tax year 2022/23:

P
Tractor — P150,000 x 25% 37,500 1
Combine harvester — P280,000 x 25% 70,000 1
Boreholes 105,000 1
Fencing 67,000 1
4 houses for farm workers — 4 x P25,000 x 10% 10,000 1
Total 289,500 5
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c. Calculation of the chargeable partnership income for Tebogo and Thabo for tax year

2022/23:

Net profit per accounts

Add:
Partners’ wages (P150,000 + P120,000)
Legal fees for appealing the tax returns
Accounting fees
Legal fee for defending against allegation for
supplying contaminated meat
Entertainment of customers
Loans to suppliers written off
Loans to ex-employees written off
Profit on goods for personal use (P135 x 25/75)

Less:
Decrease in general provision (P130 — P96)
Loans to ex-employees recovered
Capital allowances on partners’ vehicles
Capital allowances on farming expenditure

Partnership chargeable income

P’000

270.0
18.0
0.0

P’000
975.0

=

Y

d. Calculation of the taxable income for Tebogo and Thabo for the tax year 2022/23:

Total
P’000
Chargeable income 1,053.0
Less salaries (270.0)
783.0
Share of profits (3:2) (783.0)

Taxable income
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Tebogo
P’000

150.0

Thabo
P’000

120.0



Question 5.2

Salary

Bonus

Housing benefit - P280,000 x 10%

Furniture benefits (P45,000 — P15,000) x 10%

Motor vehicle benefit — First P200,000 10,000
Next P200,000 x 15% 30,000

Medical fund contributions:

School fees paid

Airfares — family holiday travel per contract

Taxable employment income
Tax payable

First P156,000

Next P255,000 at 25%

Less: PAYE deducted at source

Tax payable

P
240,000
30,000
28,000
3,000

76,800
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