Professional Level — Business Planning: Taxation — June 2025
Question 1
Notes for a meeting with Tapiwa Moremi

Tax consequences of Offer 1

The tax consequences of Offer 1 are calculated in two stages:
(1) the sale of the trade and assets by Moremi Pty Ltd; and
(2) the liquidation of Moremi Pty Ltd.

(1) The sale of the trade and assets by Moremi Pty Ltd

This sale will give rise to individual profits on each asset, which will be subject to Company tax
in the hands of Moremi Pty Ltd. Company tax will be paid on these profits and then the after-tax
profits will be paid to Tapiwa, suffering income or capital gains tax, depending on when and how
they are extracted. This could be referred to as ‘double taxation’. 1

In the accounting period of sale (the year ending 31 August 2025), Moremi Pty Ltd has total
profits chargeable to Company tax of P12 million, before addition of any gains made on assets
sold, and therefore pays tax at the rate of 22%. 1

The profits on sale of the assets are as follows:

Sale of plant and machinery:

Balancing adjustments will arise on the disposal of plant & machinery as follows:

Motor car for Moremi: P

Costrestricted to 175,000

Capital allowances granted:

P175,000 x 25% x 3 years (131,250) 1
ITV b/f 43,750

Deemed sales proceeds (300,000)

Balancing charge (256,250) 1

Software packages:

Cost 300,000
Less: capital allowances granted (300,000) 1
ITV b/f 0
Deemed sales proceeds (100,000)
Balancing charge (100,000) 1



Computers:

Cost 400,000

Capital allowances granted

P400,000 x 25% x 2 tax years (200,000) 1
ITV b/f 200,000

Sales proceeds (150,000)

Balancing allowance 50,000 1

Two pool vans:

Cost 500,000

Capital allowances granted

P500,000 x 25% x 2 tax years (250,000) 1
ITV b/f 250,000

Deemed sales proceeds (300,000)

Balancing charge (50,000) 1
Total net balancing charge (356,250)

Sale of the Copyright

As the copyright is an intangible asset, it is not entitled to capital allowances. Instead, it will be

subject to capital gains tax as a moveable asset as follows: 1
P

Deemed sales proceeds 450,000

Less: cost (800,000)

Allowable loss 350,000 1



Sale of the goodwill:

Because this was internally generated goodwill and the goodwill has no cost, the goodwill will
be subject to capital gains tax as follows:

P
Deemed sales proceeds 3,000,000
Cost 0
Un-indexed gain 3,000,000
Less: moveable allowance at 25% (750,000)
Chargeable gain 2,250,000 2

Company tax payable:

If the trade and assets of Moremi Pty Ltd were sold in July 2025, the company tax accounting
period would end when trade is ceased (which we presume would be the day the assets,
including the goodwill of the company, are sold) and a new Company tax accounting period
would start the following day. 1

The taxable total profits of the company tax accounting period ending on the date of sale would

be as follows: P P
Taxable total profits given 12,000,000 1
Net balancing charge 356,250 1
Capital allowable loss on copyright (350,000)

Chargeable gain on goodwill 2,250,000

Net chargeable gains 1,900,000 2
Final taxable total profit 14,256,250 1
Tax liability P14,256,250 x 22% 3,136,375 1
Available for a dividend payout — P4,300,000 — P3,136,375 1,163,625 1
The dividend is subject to a withholding tax of 10% 116,363 1
Total tax due (P3,136,375 + P116,363) 3,252,738 1
Net sales proceeds (P4,300,000 — P3,136,375 — P116,363) 1,047,262 2



Tax consequences of Offer 2:

The sale of Tapiwa’s shares in Moremi Pty Ltd would give rise to a capital gain calculated as

follows:
P
Sales proceeds 4,300,000
Less: allowable cost (100,000) 1
Un-indexed gain 4,200,000
Less: moveable allowance at 25% (1,050,000) 1
Chargeable gain 3,150,000
Tax liability on the gain:
First P156,000 13,650
Next (P3,150,000 — P156,000) x 25% 748,500
Tax liability 762,150 1
Net sales proceeds (P4,300,000 — P762,150) 3,537,850 1

The tax payable on selling her shares in Moremi Pty Ltd is P762,150 compared to P3,252,738 if
she suffers the ‘double taxation’ of selling the trade and assets and then liquidating Moremi Pty
Ltd. Tapiwa’s net sales proceed is P3,537,850 if she sold the shares and P1,047,262 if she sold

the trade and net assets. 2
Tapiwa is better off if she sold the shares by P2,490,588. 1
For tax reasons Tapiwa would be advised to sell the shares to Ngwedi Pty Ltd. 1

Total possible marks-34

Maximum Full marks-24



2.
Tax consequences of the sale of Moremi House

When Moremi house is sold, Tapiwa will incur a capital loss as follows:

P
Sales proceeds 2,000,000
Allowable cost (2,500,000)
Un-indexed loss (500,000) 1
Indexation allowance (Nov 2021 — Nov 2025)
(2583.9-2131.6)/2131.6 x P2,500,000 (530,470) 1
Allowable loss (1,030,470)

Moremi House will be sold for P2,000,000. The purchase price was P2,500,000 (excluding VAT).
As Tapiwa was registered for VAT as a landlord, VAT would not be part of the cost for CGT
purposes. 1

However, Tapiwa would have paid input VAT on the purchase of the building. The VAT would be
a tax -deductible cost for CGT purposes. 1

The capital loss on disposal is therefore be P1,030,470 as calculated above.
Tapiwa can net off this capital loss in 2025/26 against her gains on the sale of Moremi Pty Ltd.

Tapiwa’s net chargeable gain for 2025/26 would be reduced to P2,119,530 (P3,150,000 -
P1,030,470). 1

Consequently, her tax liability on the sale of shares would be reduced by P257,618. 2
And the net sales proceeds would be increased to P3,795,468 (P3,537,850 + P257,618). 2
VAT on sale of Moremi House:

When Tapiwa purchased Moremi House she would have incurred VAT of P350,000 (P2,500,000 x
14%). This VAT would have been recovered by Tapiwa, because she registered for VAT and used
the building in her trade of commercial letting. 2

She would have charged VAT on the rents she charged to both Moremi Pty Ltd and her
unconnected tenant. The output VAT charged on Moremi Pty Ltd would be based on the open
market value which can be assumed to be P260,000 based on the fact that the unconnected
tenant who rented only one third of the building paid P130,000. Since Moremi Pty Ltd occupied
two thirds, it should pay double the rent. Total annual output VAT should be P54,600 (P390,000
x 14%). 2



Even though the unconnected tenant is making exempt supplies, this does will not affect the
VAT recovery. 1

Transfer of going concern

It is unlikely that the transfer of the building will be regarded as a transfer of going concern, as
the purchaser intends to occupy the building themselves, for the purpose of their own trade,
rather than continuing the letting trade. 2

Tutorial note: Some candidates may produce answers which assumed that only the VAT in
relation to taxable supplies was recoverable. Candidates were given credit for this as the BPT
learning materials do not feature the point in any detail as it is assumed brought forward
knowledge from Tax Compliance.

Total possible marks-16

Maximum Full marks-10

3.
Capital Transfer Tax (CTT) advice

When you made your will some years ago, you owned shares in Moremi Ltd and owned Moremi
House. Therefore, if you had gifted these items during lifetime or on death, the market value of
the shares would have been subject to CTT on the donees, i.e. your daughter, nephew and
niece. 1

The share belonging to Tapo in Moremi House would have been exempted as she would have
been a descendant of the deceased and an heir. However, the shares belonging to your nephew
and niece would have been subject to CTT. 1

As you are now selling both of these assets, your estate will largely comprise of cash and liquid
assets.

Potentially the CTT liability on the donees, should you die, will have risen substantially with all
but the allowable deduction of P100,000. The allowable deduction of P100,000 is shared among
the donees in proportion to the value of the gifts that have been bequeathed. 1

However, you are still young and can transfer some assets using some available exemptions and
planning.

You could take the following actions to reduce your potential CTT liability:

1. Investin more immoveable properties for the value that you wish to transfer to Tapo, your
daughter. A bequest of immoveable property to her is fully exempt. 2



2.  You could make casual gifts to use your P25,000 annual exemption amount each year and
donee. Both of these are relatively small amounts, but, as you are only 39, making these
gifts over many years could substantially reduce the amount of your estate on which CTT is
payable. This is particularly important for your nephew and niece. 1

3.  Making normal expenditure out of income — you could consider paying for things like your
niece and nephew’s school fees or other expenses from your income, to reduce the value
of your estate. 1

4. Chattels and personal belongings are fully exempt. You can include some assets in your
personal belongings which can gifted in your will. 1

Examiners comments

Other acceptable tax planning points can be awarded marks if they are within context of
scenario.

Total Possible marks -8
Maximum full marks-6
Overall total possible marks: 58

Overall maximum full marks: 40



Question 2

1.

(a) Running the business as a partnership

Tax on profits

Expected ongoing profits for the business are P1,116,000, before considering:
1. remuneration strategy for Kitso and Nono;

2. financing requirements for the business; and

3.  the capital allowances.

When running the business through a partnership, no deduction from the partnership
profits would be allowed for the allocation of profits to the partners. 1

The partners will be taxed on their profits on an arising basis, with no further tax liability on
withdrawal of funds from the business. 1

Interest on the bank loan of P177,300 [(P48,663 x 12) — (P2,400,000 — P1,993,344)] would
be deductible from the partnership’s profit, as long as the funds were used wholly and
exclusively for the purposes of the trade, which seems likely. 1

In the first 4 years of operation, the partnership would also be able to claim annual capital
allowance of 25% in relation to the kitchen fit out costs of P600,000. The capital allowance
will be P150,000 (P600,000 x 25%). 1

The profits would be allocated 60% to Kitso, and 40% to Nono. Using the expected profits in
the first year, this means Kitso would be taxed on a profit share of around P473,220 and
Nono would be taxed on a profit share of around P315,480 (see below). 2

As Kitso has no other income, he will suffer income tax at the progressive rates.

Nono also receives employment and rental income each tax year. In 2024/25 this totalled a
net of P624,000 (P480,000 — P72,000) + (P216,000). 1

Because of this, Nono would suffer income tax at 25% on almost all profits from the
partnership. 1



Summary of the tax position if Kitso and Nono traded as a partnership:

Estimated net profit

Less:

Interest on business loan

Capital allowances on kitchen equipment

Taxable business income

Share of profits 60:40

Tax liability:

First P156,000

Next P317,200/315,480 x 25%
Total tax liability

Business profits

Less: interest on bank loan

Income tax for the partners

Net business cash after tax

P
1,116,000 1
(177,300)
(150,000)
788,700
Kitso Nono Total
P P P
473,220 315,480 788,700
13,050 0
79,305 78,870
92,355 78,870 171,225
1,116,000
(177,300)
(171,225)
767,475

Possible marks
Maximum marks



(b) Running the business through a company
If the business was run as a private company, Kitso and Nono would subscribe for shares.

Assuming initially that they wish to hold the shares as 60% owned by Kitso and 40% owned
by Nono, they could subscribe for six shares and four shares each. 1

Remuneration strategy

Salary and dividends

They would then each be able to withdraw funds from the company in various forms; the
most common being salaries and dividends. 1

Salaries paid to them are tax deductible for the company, but potentially subject to income
tax on Kitso and Nono personally, depending on the levels drawn. 1

For example, if a salary of P156,000 was paid to Kitso, the income tax liability would only be
P13,050, due to the use of the lower income tax rates. Kitso would suffer income tax
effectively at 8% (P13,050/P156,000) or P13,050 on a salary up to P156,000, and the
company would save tax of P34,320 or 22% on the salary of P156,000 as it is deductible.
The overall tax savings would be P21,270 (P34,320 — P13,050). 2

Nono would suffer income tax at 25%, due to already having other income which uses up
her basic rate band. As Nono already has other income, paying any salary to her would
incur personal income tax of 25%. This is therefore not recommended. 1

However, it is doubtful that BURS would accept that an employee/director would not be
receiving a salary. | would be advisable for Nono to receive a small salary, for example of
P60,000 pa. Nono would pay income tax liability of P15,000 (P60,000 x 25%) and the
company would save P13,200 (P60,000 x 22%). 2

As dividends incur lower income tax rates than salaries, a common, tax-efficient, strategy is
for business owners to take a small salary and a dividend. 1

The dividends paid to both Kitso and Nono are subject to a withholding tax rate of 10% and
they are taxable in the hands of the recipient. 1

10



Note: dividends can only be paid if the company had retained profits and would be
declared on a per share basis. This means that if Kitso holds 60% of the shares, 60% of the
dividend declared by the company would be received by her, and 40% by Nono. 1

Taxation of profits in the company

The taxable profits of the company would be calculated as follows:

P
Draft profit 1,116,000 0.5
Less: Interest (as above) (177,300) 0.5
Less: capital allowance (150,000) 0.5
Less: salary to Kitso (156,000) 1
Less: salary to Nono (60,000) 1
Taxable income 572,700

Company at 22% (125,994) 1
Profits available for distribution 446,706 0.5
WHT on dividends at 10% (44,671) 1
Net dividends 402,035

Kitso’s dividends — 60% x P402,035 241,221 1
Nono’s dividends — 40% x P402,035 160,814 1

If all profits were distributed as above, the net after tax cash available for Kitso and Nono

would be as follows: P

Company profits 572,700 1
Less: Company tax (125,994) 1
Add: Kitso’s salary 156,000 1
Less: Kitso’s IT liability (13,050) 1
Add: Nono’s salary 60,000 1
Nono’s IT liability (P60,000 x 25%) (15,000) 1
Less: WHT on dividends (44,671) 1
Net after tax cash 589,985 7
Recommendation

The option of operating as a partnership will give a higher net cash position of P177,490
(P767,475 - P589,985). 1

11



It is therefore recommended that Kitso and Nono operate their business as a partnership
rather than as a company. 1

VAT implications
Whether operating as a partnership or a company, the VAT implications will be the same.

As supplies of food are taxable supplies, and as turnover is higher than P1,000,000 in a 12-
month period, the business will be required to register for VAT. 1

Assuming that supplies are mostly ‘catering’ supplies, this means that VAT at 14% must be
charged to all customers. The business will also be able to recover input tax in relation to
taxable supplies on submission of two-monthly VAT returns. 1

Possible marks: 30
Maximum marks: 20
2.
Ethical issues raised by Nono’s email

It is possible to agree any profit share between partners at the outset of a partnership, and
partners can agree to change the profit share agreement as their circumstances change, to
better reflect the partners’ contributions to the business. 1

While it is not illegal to change the agreement every year, it should be done only to reflect the
commercial reality of the contributions to the partnership of the respective partners, and not
with the sole motive of tax reduction. 1

As Nono admits that their work patterns in the partnership would not be likely to change from
one year to the next, then any change of profit share which followed the pattern of Nono’s
other investment income could be deemed as fictitious only with the intention to reduce, avoid
or postpone the tax liability. The Income Tax Act provides that:

‘Where the Commissioner is of the opinion that a transaction, operation or scheme,... is
fictitious or artificial, or is entered into or carried out otherwise than as a transaction between
independent persons dealing at arm’s length and that such transaction has the effect of
avoiding, reducing or postponing the liability to tax of any person for any tax year, he may
disregard such transaction for the purposes of this Act and determine the liability for the tax
chargeable under this Act as if the transaction had not been entered into or carried out, or in
such manner as in the circumstances he deems appropriate to counteract such avoidance,
reduction or postponement. 3

Consequently, we cannot advise a client to act against the intention of legislation and cannot be
associated with a client who is involved with fictitious or artificial transactions. We should
therefore advise Nono and Kitso to share the partnership profits in accordance with their

12



respective contributions to the business, and not solely to save Nono from paying higher rate

income tax.
Total possible marks: 7
Maximum full marks: 5
Overall total possible marks: 55
Overall maximum full marks: 35
Question 3
1.

2

Calculation of the final taxable income for the year ended 31 March 2025 for Bateng Pty Ltd:

P
Net profit per accounts 9,242,000
Less: Local dividends (125,000)
Profit on disposal of immoveable property (600,000)
Capital allowances (1,880,000)
6,637,000
Add: Depreciation 1,100,000
Amortisation 233,000
Held-over gain on immoveable property now taxable 560,000
Chargeable gain 314,000
Taxable income (earnings) 8,844,000
Calculation of allowable interest — restricted to 30% of the Tax EBITDA:
Taxable earnings 8,844,000
Add: Depreciation 1,100,000
Amortisation 233,000
Interest 4,800,000
Tax EBITDA 14,977,000
Allowable interest at 30% x P14,977,000 4,493,100

Therefore, the disallowed allowed interest is:

Y

0.5
0.5

[ = S SN Y
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P4,800,000 - P4,493,100 306,900

Final taxable income P

Taxable income/earnings 8,844,000

Add: Disallowed interest 306,900

Final taxable income 9,150,900 1
Tax payable

Tax on income excluding dividend 22% x (P8,944,000 — P200,000) 1,901,680 1
Tax on foreign dividend P200,000 x 10% 20,000 1
Less: WHT on bank deposit interest P85,000 x 10% (8,500) 1
DTR on foreign dividend:

Lower of: (20,000) 1
Botswana tax equvilant P200,000 x 10% 20,000

Foreign tax — P200,000 x 20% 40,000

Tax payable 1,893,180 17

Maximum full marks: 10

The tax consequences of the three alternative sales approaches for sales in Wahanda:
Alternative 1:

By making sales through the Bateng Pty Ltd website, the profits of the sales will be treated as
profits made in the Botswana by Bateng Pty Ltd and subject to Botswana company tax at 22%.
2

Profits will be P4,000,000 and will be taxed at 22%. Profits after tax will be P3,120,000. 1

We assume that no tax is due to be withheld in Wahanda, as the trade is carried out in the
Botswana.

Alternative 2:

Setting up a warehouse in Wahanda may establish a permanent establishment (PE) in Wahanda.
1

A PE is defined as a ‘fixed place of business through which the business of the company is
wholly or mainly carried on’. 1

14



We would need to determine if a warehouse for the storage and delivery of goods was sufficient
to establish a PE in Wahanda. Storing or displaying goods for resale is generally considered a
preparatory or auxiliary activity, and if the warehouse is solely used for such activities, it may
not be considered a PE. 2

Income from a business carried on from outside Botswana is liable on a remittance basis i.e.
only income that is remitted to Botswana is liable to Botswana tax. Since the sales are made

from Botswana, the income from Wahanda will be taxable in Botswana. 2
Taxable income (P4,000,000 — P72,000) P3,928,000
Tax liability at 22% P864,160
Profits after tax would be P3,063,840 2

Examiner’s comment:
This is an alternative answer that may be accepted.

If the profits of the Wahandan PE are also taxed in Wahanda, Bateng Pty Ltd will be able to
claim a deduction against its Botswana company tax liability for the tax suffered in Wahanda.
This will be under the unilateral relief rules, allowing a double tax relief deduction for the lower
of the Botswana tax equivalent and the Wahandan tax on the profits of the branch, against
Bateng Pty Ltd ‘s profits. As the Wahandan company tax rate is only 15%, this will be lower than
the Botswana Company tax rate of 22%, so the DTR will be to deduct the 15% tax paid overseas
against the Botswana tax payable.

Alternative 3:

By setting up a Wahandan-registered company, we would need to determine where the profits
of that company would be taxed.

As the company was not incorporated in the Botswana, it would not be automatically taxed in
the Botswana. The company is registered in Wahanda and would likely be taxed in Wahanda.
2

To determine if Tanka Ltd would also be taxed in the Botswana we would need to determine
where the central management and control of the company was located. 1

If the central management and control was from the Bateng Pty Ltd head office in the
Botswana, this could make Tanka Ltd as a Botswana resident company, and subject to Botswana
Company tax on its worldwide profits (subject to DTR if also taxed in Wahanda — see below).1

If Tanka Ltd is subject to Wahandan Company tax

15



The Wahandan company tax rate is 15%. Taxable profits would be P3,790,000 (P4 million less
P150,000 (P600,000 x 25%) of capital allowances on plant and machinery, less interest payable

on the loan for plant and machinery (P600,000 x 10%) = P60,000. 2
The profits available for distribution would be P3,221,500 ((P3,790,000 x 85%). 1
WHT on profits distributed P3,221,500 x 5% P161,075 1

Tax on foreign dividends in Botswana:

Foreign dividend — P3,221,500 x 10% 322,150 1
Less: DTR: lower of: 161,075 1
Botswana tax equivalent 322,150
Foreign tax 161,075
Tax liability on foreign dividend 161,075 1
Net income after tax - P3,221,500 - P161,075 — 161,075 P2,899,350 1
Dividends paid to Bateng Ltd would be taxable in the Botswana at 10%. 1

Double tax relief would be available on any withholding tax deducted in Wahanda. The double
tax relief is the lower of the Botswana and the Wahandan tax. 1

If Tanka Ltd is Botswana resident and subject to Botswana Company tax

The Botswana company tax payable would be P4,000,000 — P150,000 — P60,000 = P3,790,000 x
22% = P833,800. 1

Profit after tax — P3,790,000 — P833,800 — P161,075 (foreign tax) = P2,795,125

The tax paid in Wahanda on the remittance of the dividend would be deductible from the

Botswana company tax payable under double tax relief. 1
Total possible marks: 26
Maximum full marks: 13
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3.

The three alternative sales approaches produce different amounts of after tax.

The first alternative should be chosen as it gives the highest profit after tax of P3,120,000. 2
Overall total possible marks: 43

Total maximum full marks: 25

17



