Professional Level — Tax Compliance — December 2024
Question 1.1
You are subject to a familiarity threat as a result of Mmaabo confiding in you. (1 mark)
Mmaabo is subject to a self-interest threat because of her desire to travel to Japan. (1 mark)
The three fundamental principles that are breached by Mmaabo are:
e  Objectivity — as she has allowed her desire to travel to influence her judgement.

e Integrity — as she has provided false information to the engagement partner which may
impact on the work undertaken in South Africa.

e Professional behaviour - Mmaabo’s actions could lead to inaccurate work and so discredit
the profession.

* Professional competence and due care — Mmaabo has admitted that she doesn’t have

sufficient knowledge of South African tax legislation. (1 mark for each point)

Total possible marks 6

Maximum full marks 4
Question 1.2

The possible actions that you should take in relation to your discovery are:
e  Discuss your discovery with Naledi

e  Ask him to pay the CGT when it falls due

e  Ask him to include the gain on his tax return

e Explain the consequences of non-disclosure if later discovered by BURS (interest and
penalties)

e If he refuses to include the gain check the engagement letter to determine whether you
have a right to disclose it to BURS

e If you do not have the right to disclose, tell Naledi you will have to resign from the
engagement, and

e If the gain is neither included on the return nor disclosed to BURS then notify the firms
DCEC

e Document in writing all action taken/ communication with Naledi

It appears that Naledi was attempting to mislead you so that he could evade tax.
Therefore in future dealings you are more likely to exercise professional skepticism.
Total possible marks 5

Maximum full marks 3



Question 2

1. Calculation of input VAT for October 2024:
Total Recoverable

Input Input
VAT VAT
P P
Commission paid to agent — P79,200 x 14% 11,088 11,088 1
Rent paid for the office — P42,000 x 14% 5,880 5,880 1
Hotel accommodation - P28,000 x 14% 3,920 0 1
Computer from South Africa — P35,000 x 14% 4,900 4,900 1
25,788 21,868
2. Calculation of VAT payable or refundable for October 2024:
P
Fees from local clients — P520,000 x 14% 72,800 1
Dividend - 0 1
Sale of delivery van — P150,000 x 14% 21,000 1
Sale of motor car — 0 1
Output VAT 93,800
Less: recoverable input VAT (21,868) 1
VAT payable 71,932
3. The planned purchase of the office building will have the following implications:
VAT:
The purchase of the building will not be subject to VAT as the vendor is not registered for
VAT. 1
Transfer duty:

Reneilwe will be required to pay transfer duty on the planned purchase of the building as
followings:

P
Purchase price 2,400,000
Less: exemption for citizens (1,500,000)
Chargeable transfer 900,000
Transfer duty — P900,000 x 5% = 45,000 1

Reneilwe will treat the transfer duty paid or incurred as input VAT. 1



The VAT paid on conveyancing is recoverable input VAT for Reneilwe — P80,940 x 14/114 =
P9,940. 1
(Total: 13 marks)
Question 3.1
a) Capital transfer tax treatment (CTT) of lifetime gifts:
Cash gift to a discretionary trust

A cash gift to a discretionary trust will be subject to capital transfer tax. The trustees of the
discretionary trust will be required to pay CTT in the sum of P12,000, calculated as follows:

First P100,000 @2% 2,000
Next P200,000 @3% 6,000
Then P100,000 @ 4% 4,000
12,000 2

A cash gift of P80,000 to Tshweu’s granddaughter, Lebo.

The value of any property to a person on his marriage or in consideration of the
performance of any customary rites is fully exempt from CTT. Consequently, the gift to Lebo
will not be liable to CTT. 2

b) Calculation of CTT as a result of Tshweu’s death:

To wife:
Cash of P3 million — exempt 1
To Barati:
Photographic equipment 78,000
Life insurance proceeds — P330,000/2 165,000
243,000
Less: allowable deduction (W1) (15,112)

Chargeable transfer value 227,888 3



To Mpho:
Life insurance proceeds — P330,000/2
Less: allowable deduction

Chargeable transfer value

To Gosego:
House in Johannesburg
Less: allowable deduction

Capital transfer value

Working 1 - Allocation of P100,000
Barati P243,000 / P1,608,000 x P100,000 =
Mpho P165,000 / P1,608,000 x P100,000 =

Gosego P1,200,000 / P1,608,000 x P100,000 =

Question 3.2

a)

165,000
(10,261)

1,200,000
(74,627)

Total

Computation of Chilu’s income tax liability for the year ended 30 June 2024:

Annual salary

Add: gratuity — (P398,550 + P366,666 + P330,000) x 35%

Less: exempt gratuity:
(P398,550 + P366,666 + P330,000) x 30% x 50%

Taxable employment income
Tax liability:
First P156,000

Next P434,212.80 (P590,212.80 — P156,000) x 25%

Tax liability

P
398,550.00
383,325.60

(191,662.60)

13,050.00
108,552.20



b) Computation of chargeable gains and capital gains tax liability for 2023/24:

Cryptocurrency assets: P P
Sales proceeds 119,800
Less: allowable cost (50,000)
69,800
Less: moveable allowance at 25% (17,450)
Chargeable gain 52,350

Disposal of shares in Shake Shake Ltd:

Sales proceeds 55,200
Less: allowable cost
10,000 shares at P1.30 (13,000)
2,000 bonus shares at PO (0)
42,200
Less: moveable allowance at 25% (10,550)
31,650
Disposal of shares in a listed company, Leru Plc:
Exempt 0
Disposal of an investment property:
Sales proceeds 2,268,000
Less allowable cost:
Land 120,000
VAT 14,400
Legal fees 6,000
140,400
Investment property 560,000
------------- (700,400)
Un-indexed gain 1,567,600
Less: indexation allowance
On cost of the land:
P140,400 x (2524.8 —801.5)/801.5 (301,873)
On investment property:
P560,000 x (2524.8 — 1022.2)/1022.2 (823,181)
Chargeable gain 442,546
Total chargeable gains 526,546

Capital losses are expired after one year, therefore, cannot be relieved.
Total: 15 marks



Question 4

1. Calculation capital allowances for Veritas Ltd for the year ended 31 March 2024:

P
Two lorries — P350,000 x 25% = 87,500 1
Combine harvesters — (2 x P138,000) x 25% = 69,000 1
Centre pivots — P426,000 x 15% = 63,900 1
Mercedes Car — P175,000 x 25% = 43,750 1
Sinking boreholes — 100% 220,000 1
Installing solar system used directly in farming — 100% 160,000 1
Second hand delivery vans — P360,000 x 25% 90,000 1
Computer software package — 100% 52,000 1
Total capital allowances 786,150
Balancing adjustment on disposals:

Car used by supervisor:
ITV b/f (fully written off) 0
Less: sales proceeds (115,000)
Balancing charge (115,000) 1
Combine harvester:
Cost 138,000
Less: capital allowances granted
P138,000 x 25% x 2 years (69,000)
ITV b/f 69,000
Less: sales proceeds (80,000)
Balancing charge (11,000) 1
Net capital allowances 660,150 10
2. Calculation of Veritas Ltd taxable income and tax payable for year ended 30 June 2024:
P
Tax-adjusted farming income 3,889,600 1
Local dividend 0 1
Building society interest (P16,200/90%) 18,000 1
Bank deposit interest (P21,600 / 90%) 24,000 1
Disallowed interest (P1,400,000 x 10%)/40% 350,000 1
4,281,600
Less: capital allowances (660,150) 1

Taxable income 3,621,450



Tax liability P3,621,450 x 22%
Less: self-assessment tax paid

WHT on building society interest P18,000 x 10%
WHT on bank deposit interest P24,000 x 10%

Tax payable

Question 5

a) Computation of capital allowances and taxable income for the partnership fye 30 June 2024:

Profit as per accounts

Depreciation

Partner's salaries

Defending Leena for Speeding offense
Entertaining customers

Entertaining partners

Fire safety equipment

Utility bills (P41,800 x1/4)

Motor car expenses for

Leena (P45,000 x 30%)

Tshepo ((P18,000 X 60%)

Masego (P15,000 x 40%)

Goods for personal use (P135,000 x 25/75)

Profit on sale of delivery van
Capital allowances

Taxable Profits
COMPUTATION OF CAPITAL ALLOWANCES

Fire safety equipment
(P15,000 x 15%)
Office equipment
(P250,000 x 25%)
Delivery van

ITV b/f

Proceeds (120,000)

Balancing charge

Total capital allowances

P

146,500
842,500
3,500

0
18,600
15,000
10,450

13,500
18,000

6,000
45,000

2,250

62,500

(35,000)

796,719.00 1
(660,000) 1
(1,800) 1
(2,400) 1
132,519 10
Total: 20
P
137,700 1
1
1
1
1
1
1
1
1
1
1
1
1,119,050
1,256,750
1
1
(55,250)
1,201,500
2
1
1
17



b  Allocation of taxable income to the partners

(1.7.2023 — 31.01.2024)

Salaries (7/12 x P240,000)

Balance (4:3)
7 months' profit

(1.02.2024 — 30.06.2024)
Salaries (5/12)
Balance (5:3:2)

5 months' profit
Total

Less capital allowances
Leena's car

(P175,000 x 25%) x 70%
Tshepo's car

(P175,000 x 25% x 40%)
Masego’s car

P175,000 x 25% x 60%

Final Taxable profits

Total Leena Tshepo Masego
P P P P
280,000 140,000.0 140,000 -
420,875 210,437.5 210,437.5 -
700,875 350,437.5 350,437.5 -
562,500.0 200,000.0 187,500.0 175,000.0
(61,875.0) (30,937.5) (18,562.5) (12,375.0)
500,625.0 169,062.5 168,937.5 162,625.0
1,201,500 519,500.0 519,375.0 162,625.0
(30,625) (30,625)
(17,500) (17,500)
(26,250) (26,250)
1,127,125 488,875 501,875 136,395




