
 
 

 

 

 

 

 

 

 

 

APPLIED TAXATION 

TAX 402 

 

MODULE 2  – 2019 



 

Zimbabwe Certificate in Theory of Accounting (CTA) – Part Time Level 2 

Applied Taxation (TAX 402) 

 

Applied Taxation  

Module and Question Bank 

1st edition 2017 
Published and Printed in Zimbabwe by 
CAA Learning Media  
2nd Floor Strachans Building 
66 Nelson Mandela 
Harare 
Zimbabwe 
 
www.caa.ac.zw 
admin@caazim.org  
 
 

 

 

 

 

 

 

 

 

 

 

 

 

  

  

CAA Learning Media is an ICAZ Approved Learning Partner. This means we 

work closely with ICAZ to ensure this Study Text contains the information 

you need to adequately prepare for your CTA Examinations and 

ultimately ICAZ ITC. 

In this Study Text, which has been reviewed by the CAA examination 

team, we: 

• Highlight the most important elements in the syllabus and the key 

skills you need 

•  Signpost how each chapter links to the syllabus and the study guide 

• Provide lots of exam focus points demonstrating what is expected of 

you in the exam 
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INTRODUCTION 
This module covers special taxpayers and builds on knowledge acquired in 

the first module.  Some topics covered in this module are excluded from the 

scope of ITC examinations but are still important for the competence 

requirements of an entry level CA.  As you go through this module remember 

that your remaining assessments are cumulative and therefore VAT and CGT 

may be examined on the specialised taxpayers for CTA and therefore it is 

important to consolidate what has already been learnt. We believe that the 

fundamental concepts of gross income, exemptions, allowable deductions 

and prohibited ones continue to form the bedrock upon which most of your 

Taxation examinations will be based as far as Income Tax is concerned. VAT 

and CGT were also deliberately covered in the first module to allow enough practice on these concepts 

as well.  

 

Regards 

………………………………… 

Zvinotendesa Leonard Mapetere CA (Z) 

Head of Department – Taxation 

 

 

Written together with the CAA Tax team. 

 

Personnel and contact details 
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Writing the exam 
 

Examination technique and style of testing 
 
Your examination technique, as with all of the subjects, is the primary cause of 
underperformance. Completing the tutorials provided properly should assist in this regard. 
 
Completing a Taxation tutorial properly involves using the following techniques: 
 

    Reading and analysing the scenario. 
 

 Reading and analysing the required. In particular, it is important to identify whether 
the question requires a discussion or a calculation, and what format the solution 
should take. 

 
 Answering the required without reference to the suggested solution. You must use 

the mark allocation and time allocation provided to you as a guide. 
 

 Once complete, refer to the suggested solution and mark your attempt. This is not 
simply a case of determining what you got correct and what you did not but rather 
you need to establish why you got something incorrect. In other words, did you make 
a simple calculation error or is there something you do not understand at all—it is at 
this point you must be honest with yourself. 

 
    Use this process to identify areas where further work is necessary. 

 
Completing a tutorial properly will also allow you to assess the quality of your workings, the 
logical flow of your arguments and the strength of your solution—in other words, your 
examination technique and your approach. 
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CTA 2017 SYLLABUS 

TAXATION EXAMINABLE PRONOUNCEMENTS 

1. Core legislation under examination and level description 

The syllabus is principally concerned with the taxes and duties levied in terms of the following 

five statutes: 

• The Income Tax Act Chapter 23:06 

• The Value Added Tax Act Chapter 23:12 

• The Capital Gains Tax Act Chapter 23:01 

• The Finance Act Chapter 23:04 

• The Estate Duty Act Chapter 23:03 

All other taxes, duties and levies payable in terms of various statutes have been excluded from 

the syllabus, unless specifically mentioned in this document. References to the relevant Act 

have been inserted in the syllabus where appropriate. 

Regulations, interpretation notes and binding general rulings are to be covered on the same 

level as the applicable provision in the Act.  

Knowledge levels as defined in the Competency Framework are summarised as follows: 

Level 1 (Basic) 

At this level the candidate is required to acquire a knowledge and understanding of the 

core/essence of the subject matter which includes that the subject matter exists, the 

significance and relevance thereof, and its defining attributes. 

Consequently, the candidate is required to have a knowledge and understanding: 

• Of the purpose and objective of the subject matter; 

• Of the underlying principles/practices/legislation/requirements  (hereafter “content”); and 
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• Of how the content relates to the discipline as a whole and to other disciplines (how it “fits 

in”); at a broad conceptual level. 

At this level, knowledge and understanding of detail, including procedural or numerical aspects 

specific to the subject matter, are not required. 

At this level the candidate should be equipped with the extent and depth of knowledge and 

understanding which enable the candidate to recognise issues when encountered and to seek 

further depth of knowledge and understanding. 

Level 2 (Intermediate) 

At this level the candidate is required to acquire a detailed knowledge and understanding of 

the central ideas and issues that comprise the substance of the subject matter. 

Consequently, the candidate is required to have a knowledge and understanding: 

• Of those aspects of the content that are central to the subject matter, so as to achieve a 

sound conceptual understanding; and  

• Of the detail, including procedural and numerical aspects specific to the subject matter, 

where appropriate. 

Knowledge and understanding of complexities and unusual/exceptional aspects are, however, 

not required. 

At this level the candidate should be equipped with a sound knowledge and understanding of 

the substance of the subject matter to enable them to deal with issues and solve problems 

that are central to the topic. The candidate should have a sound conceptual knowledge which 

enables them to further explore and understand complexities, if necessary. 

This level includes the level of knowledge and understanding required for level 1 (Basic). 

Level 3 (Advanced) 

At this level the candidate is required to acquire a thorough knowledge and understanding of 

the subject matter. This level of knowledge and understanding extends beyond a sound 

understanding of central issues, to include complexities and unusual/exceptional aspects 

associated with the subject matter. 

Consequently, the candidate is required to have a knowledge and understanding of: 

• All content that is required to develop a thorough understanding of the subject matter; 

• Complexities; and 
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• Sufficient depth to clearly locate content in the general field of accountancy and to 

identify implications and relationships. 

At this level the candidate should be equipped with a level of knowledge and understanding of 

the substance of the subject matter that enables them to perform tasks and solve problems 

with a high degree of rigour, exercising sound judgement. 

This level includes the level of knowledge and understanding required for level 1 (Basic) and 

level 2 (Intermediate). 

2. Tax legislation 

Reference to 
the legislation 

Topics Knowledge 
level 

Income Tax Act 

 PART I - PRELIMINARY  

S 1 (1)  Short title  

S 2 (2) Interpretations (Definitions)  

 Excluded 
Affiliate 
Petroleum 
Petroleum agreements 
Petroleum operations 
Petroleum operator 
Petroleum special grant 
Special court 
 
Level 1 
Agent 
Industrial park 
Industrial park developer 
Insolvency and insolvent 
Investment licence 
Licenced investor 
Private business corporation 
Special court 
Special mining lease 
Special mining lease agreement 
Special mining lease area 
Special mining lease operation 
 
Level 3 
Amount 
Approved employee share ownership trust 
Assessed loss 
Assessment 
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Reference to 
the legislation 

Topics Knowledge 
level 

Beneficiary with a vested right 
Benefit fund 
Charging Act 
Child 
Commissioner 
Company 
Credit 
Farmer 
Holder 
Income derived from mining operations 
Income derived from trade and investments 
Income the subject of a trust to which no beneficiary is entitled 
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Reference to 
the legislation 

Topics Knowledge 
level 

 Level 3 
Law 
Lawful minor child 
LIBOR 
Local Authority 
Marriage 
Married woman 
Medical aid society 
Mineral  
Mining location 
Mining operations’ 
Mine 
Minister 
Minor Child 
Near relative 
Nominee 
Parent 
Pension Fund 
Period of assessment 
Person 
Prescribed  
Previous law 
Recoupment from capital expenditure 
Retirement annuity fund 
Return 
Securities 
Self-assessment return 
Spouse  
Statutory corporation 
Tax 
Tax clearance certificate 
Taxpayer 
Trade 
Trade mark 
Trading stock 
Trust instrument 
Trustee 
Year of assessment 
Zimbabwe Revenue Authority 

 

S 2A When persons deemed to be associates 1 

S 2B When person deemed to control company 3 

 

 

Reference 
to the 
legislation 

Topics 
Knowledge 

level 

 PART II – ADMINISTRATION  
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Reference 
to the 
legislation 

Topics 
Knowledge 

level 

S 3 & 4 Repealed  

S5 Preservation of secrecy Excluded 

 PART III – INCOME TAX  

S6 Levy of Income Tax 3 

S7 Calculation of Income Tax 3 

S8 Interpretation of terms relating to income tax 3 

S9 
Special provisions in connection with income derived from sale of mining claims 
- Repealed 

Excluded 

S10 Special circumstances in which income is deemed to have accrued 3 

S11 
Special provisions in connection with income derived from assets in deceased 
and insolvent estates 

3 

S12 
Circumstances in which amounts are deemed to have accrued from sources 
within Zimbabwe 

3 

S13 
Commissioner may approve of benefit funds and medical aid societies for the 
purpose of this Act 

1 

S14 Exemptions 3 

S15 Deductions allowed in determination of taxable Income 3 

S 16 Cases in which no deduction shall be made 3 

S 17 
Special provisions relating to hire purchase or other agreements providing for 
the postponement of passing of ownership of property 

3 

S 18 Special provisions relating to credit sales 3 

S 19 
Special provisions relating to persons carrying on business which extends 
beyond Zimbabwe 

1 

S 20 Special provisions relating to insurance business Excluded 

S 21 Special provisions relating to petroleum businesses Excluded 

S 22 Special provisions relating to special mining lease operations Excluded 

S 23 
Special provisions relating to determination of taxable income of persons 
buying and selling any property at a price in excess of or less than the fair 
market price 

Excluded 

S 24 
Special provisions relating to determination of taxable income in accordance 
with double taxation agreements 

3 

S 25 Deduction of tax from dividends 3 

 
PART IV – TAX ON SHAREHOLDERS, INTEREST, FEES, REMMITTANCES & 
ROYALTIES 

 

S 26 Non-resident shareholders tax 3 

S 27 Branch profit tax – repealed excluded 

S 28 Resident shareholders tax 3 

S 29 Non-resident’s tax on interest - repealed Excluded 

S 30 Non-resident’s tax on fees 3 

S 31 Non- resident tax on remittances 3 

S 32 Non-resident tax on royalties 3 
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Reference 
to the 
legislation 

Topics 
Knowledge 

level 

S 33 Additional profit tax in respect of special mining lease areas Excluded 

S 34 Resident tax on interest 3 

S 35 Exemption of petroleum operators and affiliates from certain taxes Excluded 

S 36 Exemption of holders of special mining leases from certain taxes Excluded 

S 36A Tobacco Levy 1 

S 36B Automated Financial Transaction Tax 1 

S 36C Presumptive Tax 1 

S 36D Demutualisation levy Excluded 

S 36E Carbon Tax 1 

S 36F – J Excluded Excluded 

 PART V – RETURNS AND ASSESSMENTS  

S 37 
Notice by commissioner requiring for assessment under this Act and manner of 
furnishing returns and interim returns 

1 

S 38 Income of minor children 3 

S 39 Duty to furnish further returns and information 1 

S 40 Commissioner to have access to all public records 1 

S 41 Returns as to shareholdings 1 

S 42 
Duties of companies to furnish returns and copy of memorandum and articles of 
association. 

Excluded 

S 43 
Duty of person submitting accounts in support of return or preparing accounts 
of other person 

Excluded 

S 44 Production of documents and evidence on oath Excluded 

S 45 Estimated assessments 1 

S 46 Additional tax in event of default or omission 1 

S 47 Additional assessments 1 

S 48 Reduced assessments of loss 1 

S 49 Amended assessment of loss 1 

S 50 Adjustment of tax Excluded 

S 51 Assessments and recording thereof Excluded 

S 52 Copies of assessments Excluded 

 PART VI – REPRESENTATIVE TAXPAYERS  

S 53 to S 
61 

EXCLUDED 
EXCLUDED 

 PART VII – OBJECTIONS AND APPEALS  

S 62 to S 
70 

EXCLUDED 
EXCLUDED 

 PART VIII –PAYMENT AND RECOVERY OF TAX  

S 71 Appointment of day and place for payment of tax 1 

S 72 Payment of provisional tax 2 

S 73 Payment of employees tax 2 

S 74 Persons by whom the tax is payable 2 

S 75 Temporary trade 1 

S 76 No tax payable in certain circumstances 1 
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S 77 Recovery of tax. 1 

S 78 Form of proceedings. Excluded 

S 79 Evidence as to assessments Excluded 

S 80 
Withholding of amounts payable under contracts with state or statutory 
corporations. 

Excluded 

 PART IX – GENERAL  

S 81 Offences – General. 1 

S 82 
Offences – wilful failure to comply with requirements of commissioner of keep 
proper accounts and obstruction. 

1 

S 83 Offences – increased penalty on subsequent conviction. Excluded 

S 84 Offences – Wilful failure to submit correct returns, information etc. 1 

S 85 Offences – false statements. 1 

S 86 
Offences – wilful making of false statements and keeping of false accounts, and 
fraud. 

1 

S 87 Evidence. Excluded 

S 88 Proofs of certain facts by affidavit or orally. Excluded 

S 89 Forms and authentication and service of documents. Excluded 

S 90 Regulations. Excluded 

S 91 Relief from double taxation. 3 

S 92 Reduction of tax payable as a result of double taxation agreements. 3 

S 93 
Relief from double taxation in cases where no double taxation agreements have 
been made. 

3 

S 94 Credit where non-residents’ tax on interest is withheld – repealed. Excluded 

S 95 Credit where non-residents’ tax on fees has been withheld. 1 

S 96 Credit where non-residents’ tax on royalties has been withheld. 1 

S 97 Credit where residents’ tax on interest has been withheld. 3 

S 97 C Credit where tax on non-executive directors’ fees has been withheld. 3 

S 98 Tax Avoidance generally. 2 

S 98A Income splitting. 3 

S 98B Transactions between associates, employers and employees. 3 

S 99 Transitional provisions relating to separate taxation of married woman. Excluded 

First 
Schedule 

Amounts received or accrued by way of lump sum payments which shall not be 
included in Gross Income. 

1 

Second 
Schedule 

Valuation of trading stock. 
3 

Third 
Schedule 

Exemptions from Income tax. 
 

3 
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Reference to the 
legislation 

Topics 
Knowledge 

level 

Fourth Schedule 
Deductions to be allowed in respect of buildings, improvements, 
machinery and equipment used for commercial, industrial and farming 
purposes. 

3 

Fifth schedule 
Allowances and deductions in respect of Income derived from mining 
operations and other provisions thereto. 

3 

Sixth schedule 
Deductions in respect of contributions to benefit and pension funds and 
the consolidated revenue fund. 

Excluded 

Seventh schedule Deductions in respect of income derived from farming operations. 3 

Eighth schedule 
Determination of taxable income or assessed loss attributable to the 
business of Insurance. 

Excluded 

Ninth schedule Non-resident shareholders tax. 3 

Tenth schedule Branch profit tax – repealed. Excluded 

Eleventh schedule Decisions of the commissioner to which any person may object. Excluded 

Twelfth schedule Rules for regulating appeals. Excluded 

Thirteenth 
Schedule 

Employees’ tax. 3 

Fourteenth 
Schedule 

Deductions in respect of Income derived from business operations in 
Growth point areas – repealed. 

Excluded 

Fifteenth schedule Residents shareholders tax 3 

Sixteenth Schedule Non-resident tax on interest- repealed Excluded 

Seventeenth 
schedule 

Non-residents tax on fees. 3 

Eighteenth 
Schedule 

Non-resident tax on remittances. 3 

Nineteenth 
schedule 

Non-residents tax on Royalties. 3 

Twentieth 
schedule 

Determination of gross income and taxable income or assessed loss from 
petroleum operations. 

Excluded 

Twenty-first 
schedule 

Residents’ tax on interest. 3 

Twenty-second  
schedule 

Determination of gross income and taxable income or assessed loss from 
special mining lease operations. 

Excluded 

Twenty – third 
schedule 

Determination of additional profits tax in respect of special mining lease 
area. 

Excluded 

Twenty-fourth 
schedule 

Tobacco Levy. Excluded 

Twenty – Fifth 
schedule 

Automated financial transactions tax Excluded 

Twenty-sixth 
schedule 

Presumptive tax Excluded 

Twenty – seventh 
schedule 

Demutualisation levy Excluded 

Twenty-eighth 
schedule 

Carbon tax Excluded 
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Reference to the 
legislation 

Topics 
Knowledge 

level 

Thirtieth schedule Intermediated money transfer tax Excluded 

Thirty-First 
schedule 

Noczim debt redemption & Strategic reserve levy Excluded 

Thirty-second 
schedule 

Property or Insurance commission tax Excluded 

Thirty-third 
schedule 

Tax on non-executive directors’ fees 3 

Thirty-fourth 
schedule 

Petroleum Importer levy Excluded 

Thirty-fifth 
schedule 

Transfer pricing 3 

Reference 
to the 
legislation 

Topics 
Knowledge 

level 

Value added Tax Act 

 Part I – PRELIMINARY  

S 1 Short title and date of commencement 1 

S 2 Interpretations (definitions) 3 

S 3 Determination of open market value 1 

 PART II – ADMINISTRATION  

S 4 Act to be administered by the commissioner 1 

S 5 Delegation of functions by the commissioner 1 

 PART III – VALUE ADDED TAX  

S 6 Value added tax 3 

S 7 Certain supplies of goods or services deemed to be made or not made 3 

S 8 Time of supply 3 

S 9 Value of supply of goods or services 3 

S10 Zero rating 3 

S 11 Exempt supplies 3 

S 12 
Collection of tax on importation of goods, determination of value thereof, and 
exemptions from tax 

3 

S 13 
Collection of tax on imported services, determination of value thereof, and 
exemptions from tax 

3 

S 14 Accounting basis 3 

S 15 Calculation of tax payable 3 

S 16 Permissible deductions in respect of input tax 3 

S 17 Adjustments 3 

S 18 
Adjustments in consequence of acquisition of a going concern wholly or partly 
for purposes other than making taxable supplies 

3 

S 19 Goods or services acquired before incorporation 3 

S 20 Tax invoices 3 

S 21 Credit and debit notes 3 

S 22 Irrecoverable debts 3 
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 PART IV – REGISTRATION  

S 23 Registrations of persons making supplies in the course of trade 3 

S 24 Cancellation of registration 3 

S 25 Registered operator to notify change of status 2 

S 26 Liabilities not affected by person ceasing to be a registered operator 2 

 PART V- RETURNS, PAYMENTS AND ASSESSMENTS  

S 27 Tax Periods 3 

S 28 Returns and payment of tax 3 

S 29 Special returns 1 

S 30 Other returns 1 

S 31 Assessments 3 

Reference 
to the 
legislation 

Topics 
Knowledge 

level 

 PART VI – OBJECTIONS AND APPEALS  

S 32 Objections to certain assessments and decisions 1 

S 33 Appeals to Fiscal appeal court 1 

S 34 Appeals against decisions of fiscal appeals court 1 

S 35 Members of fiscal appeals court not disqualified from adjudicating Excluded 

S 36 Payment of tax pending appeal Excluded 

S 37 Burden of proof Excluded 

 PART VII – PAYMENT, RECOVERY AND REFUND OF TAX  

S 38 Manner in which tax shall be paid 1 

S 39 Penalty and interest for failure to pay tax when due 3 

S 40 Recovery of tax Excluded 

S 41 Liabilities for tax for certain past supplies or importations Excluded 

S 42 Evidence as to assessments Excluded 

S 43 Security for tax Excluded 

S 44 Refunds 1 

S 45 Interest on delayed refunds Excluded 

S 45A Refunds of tax to exempted persons Excluded 

S 46 Calculation of interest payable under this Act 1 

 PART VIII – REPRESENTATIVE REGISTERED OPERATORS  

S 47 Persons acting in a representative capacity. Excluded 

S 48 Power to appoint agent. Excluded 

S 49 Liability of representative registered operators. Excluded 

S 50 Remedies of Commissioner against agent or trustee. Excluded 

 PART IX – SPECIAL PROVISIONS  

S 51 Repealed Excluded 

S 52 
Separate persons carrying on same trade under certain circumstances deemed 
to be single person. 

Excluded 

S 53 Bodies of persons, corporate or unincorporated, other than companies. Excluded 

S 54 Pooling arrangements. Excluded 
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S 55 Death or insolvency of registered operator. 1 

S 56 Agents and auctioneers. 1 

Reference 
to the 
legislation 

Topics 
Knowledge 

level 

 PART IXA -  
SPECIAL PROVISIONS APPLICABLE TO SALES OF MOTOR VEHICLES (repealed) 

 

 PART X – COMPLIANCE  

S 57 Records. 1 

S 58 General provisions with regard to information, documents or items. 1 

S 59 Furnishing of information, documents or items by any person. 1 

S 60 Obtaining of information, documents or items at certain premises. 1 

S 61 Powers of entry, search, etc. Excluded 

S 62 Offences. 1 

S 63 Offences and penalties in regard to tax evasion. 1 

S 64 Offences: increased penalty on subsequent conviction. Excluded 

S 65 Imposition of fine by Commissioner. Excluded 

S 66 Additional tax in case of evasion 1 

S 67 Recovery of tax from recipient. Excluded 

S 68 Reporting of unprofessional conduct. Excluded 

 PART XA - APPLICATION OF INFORMATION TECHNOLOGY TO ACT  

S 68A – 
S68K 

EXCLUDED 
 

 PART XI - MISCELLANEOUS  

S 69 Prices deemed to include tax. Excluded 

S 70 Prices advertised or quoted to include tax. Excluded 

S 71 Rounding-off tables. Excluded 

S 72 Contract price or consideration may be varied according to rate of tax. Excluded 

S 73 Application of increased or reduced tax rate Excluded 

S 74 Tax relief allowable to certain diplomats and diplomatic and consular missions. Excluded 

S 75 Forms and authentication and service of documents. Excluded 

S 76 
Arrangements and directions to overcome difficulties, anomalies or 
incongruities 

Excluded 

S 77 Schemes for obtaining undue tax benefits Excluded 

S 78 Regulations. Excluded 

 PART XII - AGREEMENTS  

S 79 Tax agreements. Excluded 

S 80 President may suspend tax payable under agreement. Excluded 
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Reference 
to the 
legislation 

Topics 
Knowledge 

level 

 PART XIII - GENERAL  

S 81 Notice of variation of rate of tax. Excluded 

S 82 Transitional matters Excluded 

S 83 Act binding on State, and effect of certain exemptions from taxes. Excluded 

S 84 Repeal of Cap. 23:08 and savings. Excluded 

 SCHEDULES  

 First Schedule: [Repealed].  

Capital Gains Tax Act 

 PART I – PRELIMINARY  

S 1 Short title  

S 2 Interpretations (definitions) 3 

 PART II – ADMINISTRATION  

S 3 Delegation of functions by Commissioner. 1 

 S 4 & 5 Repealed  

 PART III – CAPITAL GAINS TAX  

S 6 Charging of capital gains tax. 3 

S 7 Calculation of capital gains tax. 3 

S 8 Interpretation of terms relating to capital gains tax. 3 

S 9 When capital amount deemed to have accrued. 3 

S 10 Exemptions from capital gains tax. 3 

S 11 Deductions allowed in determination of capital gain. 3 

S 12 Circumstances in which no deductions may be made. 3 

S 13 Damage to or destruction of specified asset 3 

S 14 Determination of fair market price of specified assets. 1 

S 15 Transfers of specified assets between companies under the same control. 3 

S 16 Transfers of specified assets between spouses. 3 

S 17 Transfer of business property by individual to company under his control. 3 

S 18 Provisions for sales of immovable property under suspensive conditions. 3 

S 19 Provisions relating to credit sales where ownership passes. 3 

S 20 Provisions for the reductions in costs of specified assets. 1 

S 21 Provision for sales of principal private residences. 3 

S 22 Substitution of business property. 1 

 PART IIIA - CAPITAL GAINSWITHHOLDING TAX  

S 22A Interpretation in Part IIIA. 1 

S 22B Capital gains withholding tax. 3 

S 22C Depositaries to withhold tax. 1 

S 22D Agents to withhold tax not withheld by depositaries. 1 

S 22E Payee to pay tax not withheld by depositary or agent. 1 
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Reference 
to the 
legislation 

Topics 
Knowledge 

level 

S 22F Exemptions. 3 

S 22FA Registration of depositaries. 1 

S 22G Depositaries to furnish returns. 1 

S 22H Penalty for non-payment of tax. 1 

S 22I Refund of overpayments 1 

S 22J Credit where tax has been withheld 3 

S 22K Application of Part IIIA to sales concluded before 1.1.1999 Excluded 

S 22L Suspension of provisions of Part II A to marketable securities. 1 

 PART IV - RETURNS AND ASSESSMENTS  

S 23 Application of provisions of Taxes Act relating to returns and assessments 1 

 PART V - REPRESENTATIVE TAXPAYERS  

S 24 Application of provisions of Taxes Act relating to representative taxpayer. Excluded 

 PART VI - OBJECTIONS AND APPEALS  

S 25 Objections and appeals 1 

 PART VII - PAYMENT AND RECOVERY OF TAX  

S 26 Day and place for payment of tax. 1 

 PART VIII – GENERAL  

S 27 
Application of provisions of Taxes Act relating to offences, evidence, forms and 
regulations. 

Excluded 

S 28 Application of provisions of Taxes Act relating to relief from double taxation. 1 

S 29 Application of provisions of Taxes Act relating to tax avoidance. Excluded 

S 30 Transitional provision re capital gains and losses of married women Excluded 

S 30A 
Capital gains tax not withheld in terms of Part IIIA to be paid before transfer of 
specified asset. 

Excluded 

S 31 Returns by Registrar of Deeds, financial institutions and other persons. Excluded 

   

Finance Act 

S 1 Short title  

S 2 Interpretations l 

S 2A Meaning of small or medium enterprises or business Excluded 

S 3 Regulations Excluded 

 
CHAPTER I INCOME TAX AND OTHER TAXES LEVIED IN TERMS OF THE INCOME 
TAX ACT: PART I – PRELIMINARY 

 

S 4 Interpretation 1 

S 4A Payment of certain taxes in foreign currency 1 

   

 PART II – CREDITS TO BE DEDUCTED FROM INCOME TAX  

S 7 Credits to which section 7 of the Income tax act relates 3 

S 10 Taxpayers over 55 years of age 3 

S 11 Blind persons 3 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

 

 

 

 

 

S 12 Invalid appliances and medical expenses 3 

S 13 Mentally or physically disabled persons 3 

 
PART III – RATES OF INCOME TAXES AND OTHER TAXES LEVIED IN TERMS OF THE 
INCOME TAX ACT 

 

S 14 Income taxes for period of assessment after 01.01.14 3 

S 15 Non-resident shareholders tax 3 

S 17 Resident shareholders tax 3 

S 19 Non-residents’ tax on fees 3 

S 20 Non-residents’ tax on remittances 3 

S 21 Non-residents’ tax on royalties 3 

S 22 Resident tax on interest 3 

S 22J Tax on non-executive directors’ fees 3 

S 22K Tax on share options granted before 1st February 2009 3 

 PART IV – EMPLOYEES TAX  

S 23 Matters to be regarded by the commissioner in relation to employees’ tax 3 

 Schedule to Chapter I : Credits and rates of Income Tax 3 

 CHAPTER II : STAMP DUTIES  

S 24 – 25 Stamp duties 2 

 CHAPTER III : LICENCES TARIFFS  

S 26 – 27 Licence tariffs Excluded 

 CHAPTER IV : VALUE ADDED TAX  

S 28 Interpretations in chapter IV 3 

S 29 Rates of Value added tax 3 

S 30 Amendments imposed by section 29 1 

S 31 Adjustment of tax 1 

 Schedule to chapter IV: Rates of Value Added Tax 3 

 Chapter V: Betting and Gaming tax – REPEALED  

 CHAPTER VI: ESTATE DUTY  

S 34 Interpretation in chapter VI 3 

S 35 Rate of estate duty 3 

 Schedule to chapter VI: Rates of estate duty  

 CHAPTER VII: MINING ROYALTIES, DUTY & FEES  

S 36 – 37B Mining royalties Excluded 

 CHAPTER VIII: CAPITAL GAINS TAX  

S 37A Interpretation in chapter VIII 3 

S 38 Rates of Capital Gains Tax 3 

S 39 Rates of Capital Gains Withholding Tax 3 

S 39A Payment of capital gains tax in foreign currency in certain circumstances 1 

 CHAPTER IX – XII Excluded 
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3. Important court decisions 

The list will primarily include Supreme Court Cases. It is up to each academic to decide which additional 

cases will be used as teaching aids. 

Please note the following: 

A mark will be allocated in the exam for stating the correct principles of important cases (e.g. 

1 mark) and a mark will be awarded for the correct name of the case (e.g. 2 marks in total). 

 

Relevant to 
Words or 
phrase 
considered 

Name of the court case 

Definition of gross income Resident 
• Cohen v CIR  
•  CIR v Kuttel 

Definition of gross income Amount 
• CIR v Butcher Bros (Pty) Ltd 
• CIR v Lategan 

Definition of gross income 

'from a 
source 
within ... the 
Republic' 

• CIR v Lever Brothers and Unilever Ltd 

Definition of gross income Accrued to 
• CIR v People’s Stores (Walvis Bay) (Pty) Ltd 
• CIR v Witwatersrand Association of Racing 

Clubs 

Definition of gross income received by 
• Geldenhuys v Commissioner for Inland Revenue 
•  MP Finance Group CC (In Liquidation) v C: SARS 
• Pyott Ltd v CIR 

 

 

Relevant to Words        or        phrase 
considered 

Name of the court case 

Deductions – 
Section 15 2(a) 

Expenditure          actually 
incurred 

• Edgars Stores Ltd v CIR 
• Nasionale Pers Bpk v KBI 
• CIR v Golden Dumps (Pty)Ltd 
• C:SARS v Labat (2011 SCA) 

Deductions – 
section 15 2(a) 

Not of a capital nature • New State Areas Ltd v CIR 
• Rand Mines (Mining &Services) Ltd v 

CIR BPSA 
• (Pty) Ltd v C:SARS [2007]SCA 7(RSA) 

Deductions – 
section 15 2(B) 

Repair • Flemming v KBI 
• CIR v African Products 

Manufacturing Co Ltd 
Trading stock Definition and section 2 Ernst Bester Trust v C:SARS Eveready 

(Pty) Ltd 
VAT Zero-rated services C: SARS v Stellenbosch Farmers’ 

Winery Limited 
(25 May2012) 
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Relevant to Words or phrase 
considered 

Name of the court case 

Definition of gross income 
Of a capital nature – 
Intention 

• Elandsheuwel Farming (Edms) Bpkv SBI  
• CIR v Richmond 
• COT Southern Rhodesia v Levy 

Definition of gross income 
Of a capital nature – 
Scheme of profit-making 

CIR v Pick ‘n Pay Employee share 
purchase trust 

Definition of gross income 
Of a capital nature – 
mixed or dual intention 

• CIR v Stott 
• CIR v Nel 

Definition of gross income 
Of a capital nature – 
Change in intention 

• CIR v Nussbaum 
• Natal Estates Ltd v SIR 
• Berea West Estates (Pty) Ltd v SIR 
• C: SARS v Founders Hill (Pty) Ltd (SCA) 
• John Bell v SIR 

Definition of gross income 
Of a capital nature – 
the nature of the 
‘asset’ 

• CIR v Visser 
• CIR v George Forrest Timber 
• CIR v Nel 

Definition of gross income 
Damages and 
compensation 

• (WJ) Fourie Beleggings v C: SARS ZASCA 37 
(31 March 2009) 

• Stellenbosch Farmers’ Winery Limited v 
C:SARS (25 May2012) 

Definition of gross income 
The legality or otherwise 
of the business 
productive of Income. 

CIR v Delagoa Bay Cigarette Co Ltd 
MP Finance Group CC(in liquidation) v C:SARS 

   
Special inclusion - definition 
of gross income 

Annuity K BIen ’n Ander v Hogan 

 
In respect of services 
rendered 

Stevens v C:SARS [2006]SCA 145(RSA) 

Deductions– 
section 15 2(a) 

The requirements of 
section 15 2(a) in 
general and then if 
income must be earned 
in the same year. 

Sub-Nigel Ltd v CIR 

Deductions– 
section 15 2(a) 

Carrying on a trade Burgess v CIR 

Deductions– 
section 15 2(a) 

in    the    production    of 
income 

• Port Elizabeth Electric Tramway Co Ltd v CIR 
Joffe & Co (Pty) Ltd v CIR 

• C: SARS v BP South Africa (Pty) Ptd 
• BPSA (Pty) Ltd v C SARS 
• CIR v Drakensberg Gardens Hotel (Pty)Ltd 
• Provider v COT 
• CSARS v Mobile Telephone Networks 

Holdings (Pty) Ltd (7 March 2014) 
Deductions – 
section 15 2(a) 

dual purpose CIR v Nemojin (Pty) Ltd 
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COURSE OUTLINE 

 

Specialised Taxpayers 

1.1.1. Taxation of Partnerships 

1.1.2. Taxation of Trusts and Deceased Estates 

1.1.3. Taxation of miners 

1.1.4. Taxation of farmers 

1.1.5. Double Taxation Relief 
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STUDY UNIT I – TAXATION OF INCOME ACCRUING TO PARTNERSHIPS 

Introduction Auditors and lawyers commonly carry out their businesses in the form of 

partnerships. Section 2 of the The Income Tax Act [Chapter 23:06] 

interprets a person as excluding a partnership. Section 6 of the same Act 

authorises the charging, levying ad collection of income tax on persons. 

In a partnership business, the obligation for taxes rests on the individual 

partners in their personal capacities. 

Objectives Prepare an income tax computation for income accruing in a partnership 

business. 

Describe the tax treatment of expenditures paid by the partnership 

business on behalf of the individual partners. 

 

Relevant 

sections and 

Frameworks 

Income Tax Act: 

• Section 2 - Interpretation 
• Section 8 – Interpretation of terms relating to Gross Income 
• Section 10 – Special circumstances in which income is deemed to have 

accrued. 
• Section 15 – Deductions allowed in determination of taxable income 
• Section 16 – Cases in which no deductions shall be made 
• Section 17 – Special provisions relating to hire-purchase or other 

agreements providing for postponement of passing of ownership of 
property. 

• Section 18 – Special provisions relating to credit sales 
• 2nd schedule – Valuation of Trading stock 
• 3rd schedule – Exemption from Income Tax 
• 4th schedule – Deductions to be allowed in respect of Buildings, 

Improvements, Machinery and Equipment Used for Commercial, 
Industrial and Farming Purposes & Other Provisions Relating thereto 

Prescribed study 

material 
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PARTNERSHIP    
 
Key Highlights 
 
• A partnership is not a legal person and therefore, income accruing to the partnership is 

deemed to have accrued to the individual partners. Section 10(2) of the Income Tax Act. 
• The partnership’s taxable income established there-from is then shared amongst the 

partners in the profit sharing ratio per the Partnership Deed. 
• Partners are taxed at company tax rates i.e. 25% + Aids Levy, this therefore means the 

individual partners making up the partnership are required to lodge individual tax returns 
on Quarterly Payment Dates (QPDs). 
NB Partnership income to partners cannot be employment income as it is specifically 
scoped out of the definition of remuneration.  
 
13th schedule – Employees’ Tax - “remuneration ” means any amount of income which is paid or 
payable to any person by way of any salary, leave pay, allowance, wage, overtime pay, bonus, 
gratuity, commission, fee, emolument, pension, superannuation allowance, retiring allowance, 
stipend or commutation of a pension or an annuity, whether in cash or otherwise and whether or 
not in respect of services rendered, including any amount referred to in paragraph (a), (b), (c) or (f) 
of the definition of “gross income” in subsection (1) of section eight, but not including—  (e) any 
amount paid or payable out of moneys of a partnership to a person who is a member of that 
partnership; or 

Transfer of assets 

Adjustments applicable to a partnership 

• A transfer of assets may take in place in the following situations: 
o Where a sole trader converts their business into a partnership. 
o Where a new partner is admitted or a partner dies or retires. 
o Where the partnership business is converted into a company. 

• On transfer of the assets, the old partnership (or sole trader) is taxed on a recoupment 
arising on disposal of the assets. 

• The new partnership or business is entitled to claim capital allowances on the price at which 
the assets have been acquired.  

• The recoupment would be the difference between ITV of assets on date of deemed sale 
and the value at which assets were transferred. 

Example: Inception of Partnership 

Mr X bought assets for business use in tax year 1 and in tax year 3 he admits Mr Y into his 
business as a partner. Assume the original cost was $100 000 and ITV at date of admission was 
$50 000 and the value at which the assets were transferred was $75 000. Calculate the 
recoupment in the hands of Mr X. 
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Solution   $ 

Transfer Value   75 000 

ITV ($100 00* 25% *2)   (50 000) 

Recoupment   25 000 

Mr X will be taxed on the $25 000 as recoupment. 

The partnership to claim allowance on $75 000. The partnership could still claim allowances on 
transfer value even if the asset were transferred at a value higher than the original cost. 

Partnership Debtors 

Where a new partnership is formed due to retirement, death, admission of a new partner etc. 
the new partnership will not be allowed a claim for bad debts in respect of debts incurred by 
the old partnership. This is because the bad debt was not included in the taxable income of the 
new partnership. 

Likewise, where a company is formed from a partnership, bad debts in respect of debts 
incurred by the partnership cannot be claimed by the company. 

Payment of Insurance Policies 

Payment of insurance policies – Joint life policy 

If a partnership takes out a policy on the joint lives of the partnership and charges the premium 
as an expense in the partnership account, the amount of such premium is not an allowable 
deduction where the partnership is the beneficiary. 

If each partner takes out a separate policy on his own life and cedes the policy to the 
partnership, the premiums will not be allowable as a deduction in the computation of the 
taxable income of the partnership (once the partners cede their policies to the partnership 
then the partnership becomes the beneficiary). 

If each partner separately takes out a policy for his own benefit and the premiums are paid by 
the partnership; this is considered as allocation of partnership profits. The premium will be 
allowed as a deduction in computing the partnership’s taxable income. Each partner becomes 
taxable on the premium paid on his policy. 

Partnership Expenditures 

Private expenditure of a partner incurred by the partnership is allowable to the partnership 
and taxable in the hands of the benefiting partner. Partners’ salaries are also allowable to the 
partnership and taxable in the hands of the benefiting partner. Also taxable in the partner’s 
hands is rent received for the use of his asset by the partnership, which is an expense to the 
partnership. 
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A contribution to a medical aid society by the partnership on behalf of a partner is an allowable 
deduction to the partnership, and taxable in the hands of a partner. The partner can claim a 
credit in respect of those amounts. (Para 8(2) 3rd schedule) does not extend to partners 
because they are not employees. 

Where a partnership bears the costs of a partner’s business trip and the partner takes the 
opportunity to take a holiday after the business trip has been concluded, no amount is taxable 
in the partner’s hands. But where a partnership bears the cost of a holiday for a partner this 
will be considered as disbursement of partnership profit, and such cost is allowable in the 
hands of partnership but taxed in the partner’s hands. 

Expenditure Incurred by the Partnership Treatment in the hands of the 

Partnership Respective Partner 

Partner‘s salary Allowable Taxable 

Joint life policies Not allowable Not taxable 

Partner‘s life policy – partnership is the 

beneficiary. 
Not allowable Not taxable 

Partner‘s life policy – partner is the 

beneficiary. 
Allowable Taxable 

Partner‘s life policy – ceded to the 

partnership. 
Not allowable Not taxable 

Interest on Capital Allowable Taxable 

Drawings Not allowable Not Taxable 

Rents payable to a partner Allowable Taxable 

Sports subscriptions Allowable Taxable 

Other Club subscriptions 

Allowable 

Not taxable if 

substantially 

patronised by 

business and 

professional persons. 

Medical aid contributions Allowable Taxable as the 

exemption only 
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applies to 

employees. Grant 

credit. 

Attendance at trade mission or convention 

(Section 15(2)(w) 

Allowable to a 

maximum of 2,500 

per partner. 

Not Taxable 

Voluntary payments to former partner or 

dependant thereof who has resigned 

from the partnership because of ill-

health, infirmity or old age, (Section 

15(2)(q) 

Allowable to a 

maximum of 

$200 per former 

partner and $200 per 

dependant(s) of one 

former partner. 

Tax the full amount 

Partner‘s private use of a motor vehicle. Allowable Taxable 

Passage benefits – partner‘s business trip 

where he uses the opportunity to take 

a holiday after the business 
Allowable 

Not Taxable – refer 

to a Harare objection 

of P J A Cunningham 

(84/74) 

Passage benefits – partnership bears the 

cost of a holiday for a partner. 
Allowable Taxable 

Retirement annuity fund contributions 

Allowable 

Taxable 

Allow deduction in 

terms of section 

15(2)(h) 
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STUDY UNIT I PRACTICE QUESTION 

David and Samuel practise as Quantity Surveyors in Harare.  Samuel joined the practice when 
he qualified in July 2006.  David has practised here for seven years.  They submit the following 
profit and loss account in support of income returns for the tax year ended 31 December 2014. 

Partnership income statement                US$ US$ 

Insurance premiums:   Fees accrued    398 500 
Loss of profit                                              6,000   Bad debts recovered      8 400 
Fire                                                               3 600   Bank interest           7 500 
Partnership joint life policy                      3 800   Debenture interest      2 000 
- Life policies for benefit of:                           Dividends Delta Corp Ltd          900 
 Samuel           1 600   
 David              1 000                  2 600  
 Medical aid contributions:   
 David             5 200   
 Samuel          3 200   
 Staff             11 000                19 400  
 Staff salaries                                        68 000 
 Annuity to widow of  
 deceased employee                21 000 
 Interest on capital: David              4 800 
                                     Samuel             4 400 
 Bad debts                  9 700 
 Trade subscriptions                  1 000 
 Legal expenses: debt collection         6 000 
 Depreciation            86 000 
  
 Net Profit: 
 David 60%           108 600 
 Samuel 40%          72 400                 181 000 
 
                                                             417 300 417 300 
                                                  
Notes: 

1. Partners drawings were Samuel US$8 000 and David US$9 000. 
2. Bad debts recovered include an amount of US$6 000 on account of a loan previously 

written off as bad and not allowed as a deduction for tax purposes. 
3. Residents’ tax on bank interest US$1,500 withheld. The debentures were in a farming 

company. 
4. The gross dividend from Delta Corporation Ltd is US$1 000 from which US$100 

resident shareholders tax has been deducted at source. 
5. Bad debts are made up as follows. 
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Provisions for doubtful debts calculated at 5% of debtors  4 300 
Fees unpaid  2 600 
Loan to former manager now irrecoverable                                                                2,800 

                                                                                                          9,700 
 

6. Fixed Assets 

(a)Fixed Assets in the hands of the partnership at the beginning of the year are as 
follows:    

                                                                 Date                    Original 
       Description of Asset                                     Acquired                   Cost ($) 
 
       Office Furniture and Equipment                                          Jan 2004 Zim15 000 
       Surgery Equipment                                                     Jan 2013   US70 000 
       Truck (single cab)                                                      Jun 2005 Zim70 000 
 

(b) During the year the truck was traded in for a second-hand land cruiser. A trade in 
value of US$40 000 was given on the truck and the cost of the land cruiser was   
US$50 000. 

(c)   A sterilizer (cost $400 purchased in January 2012) was scrapped during the year 
2014, and a new one purchased for $10 000. 

(d)  The partnership elects to claim SIA. 
7. Samuel borrowed money to purchase his share in the partnership practice. Interest 

payable during the year amounted to $12 000. 
8. David and Samuel paid $30 000 and $55 000 respectively to approved retirement 

annuity funds. 
9. Samuel travels extensively for the practice and provides his own transport. He rented 

a car for $900 a month for six (6) months from 1 January 2014 and on 1 July 2014 
purchased a Mazda sedan – vehicle car for US$50 000. His running expenses for six 
months to 31 December 2014 were US$10 000. It has been established that his non-
business travel has at all times been 10% of the total. 

10. Samuel is unmarried but has a disabled child aged 5.  In addition to his income from 
the partnership, he had the following income: 

        Dividends from companies registered in Zimbabwe        40 000 
        Interest on tax reserve certificates fully utilised in payment on tax              2 400 
        Rents from UK property 72 000 
 
11. David is married with two children, and during the year his medical aid shortfalls were 

$6 000. 

  
 REQUIRED: 
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Calculate the tax payable by David and Samuel in respect of the tax year ended 31st December 
2014. 
 
Solution: 

2014 $ 

Net Profit per Accounts 181,000 

Add  

Depreciation 86,000 

Bad Debts:  General Provision 4,300 

                 : Loan to former manager 2,800 

Annuity excess Sect 15 (2) – ($21,000 - $200) 21,800 

Recoupment – ($  

Joint life policy – Partnership beneficiary – K in nature 3,800 

Less:  

Bad Debt recovered - Portion previously disallowed as a deduction (6,000) 

Bank Interest - exempt (7,500) 

Dividends Delta corp - exempt (900) 

SIA – w1 (22,500) 

W&T – w2 (17,400) 

Scrapping Allowance (200) 

Taxable Income 267,100 

  

David: 60% 160,260 

Samuel: 40% 106,840 

Individual Computations 

2014 David Samuel 

Share of taxable income 160,260 106,840 

Add   

Life policies 1,000 1,600 

Medical aid contributions 5,200 3,200 

Interest on Capital 4,800 4,400 

Less:   
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Interest on loan  (12,000) 

RAF Contributions: Limited to $3,600 (3,600) (3,600) 

car rental 90% of $5 400  (4,860) 

SIA on $50 000 restricted $10 000 at 25%  (2,500) 

Running costs: 90% of $10,000  (9,000) 

 167,660 84,080 

   

Tax @ 25% 41,915 21,020 

Less Credits   

Medical AID contributions – 50% (2,600) (1,600) 

Disabled child  (900) 

Medical short fall _- ($6,000 * 50%) (3,000) - 

Tax Payable 36,315 18,520 

 

Workings 

 

W1. Surgery equipment – 70k x 25% = 17,500 

 Land Cruiser – 10k x 25% = 2,500 (PMV limited to cost of $10k) 

 Sterilizer – 10k x 25% = 2,500 

 Total = 22,500 
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SIA Calcualtion US$

1.  Sterilizer Scrapped 400.00                     

ITV Asset (200.00)                   

Proceeds -                           -                         

Scrapping Allowance -                           (200.00)                

Equipment Wear and Tear calculation

2010 addition 70,000.00               

Less : Scrapped (400.00)                   

Cost of Assets on Hand 69,600.00               

ITV 34,800.00               

Therefore accelerated W&T @25 % (17,400.00)             

17,400.00            

2.  Truck Trade in -                         

        ITV

Proceeds 4,000.00              

Recoupment 4,000.00              

3.  Land cruisers are specifically included in the definition of Passanger Motor Vehicle

and are therefore subject to the cost $10,000 cost Limit
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STUDY UNIT J – TAXATION OF INCOME ACCRUING FROM FARMING OPERATIONS 

 

Introduction Farmers earn business income from their operations and are therefore 

subject to income taxes like any other taxpayers. However due to the 

specialised nature of their operations they have special provisions in 

terms of the Income Tax Act which apply to the taxation of income that 

they earn. 

Objectives Identify the special reliefs and provisions applicable to the taxation of 

income accruing from farming operations. 

 

Prepare a tax computation in respect of income accruing from farming 

operations 

Relevant 

sections and 

Frameworks 

Income Tax Act: 

• Section 2 – Interpretation  
• Section 8 – Interpretation of terms relating to Income Tax 
• Section 10 – Special circumstances in which income is deemed to have 

accrued 
• Section 15 – Deductions allowed in determination of taxable income. 
• Section 16 – Cases in which no deductions shall be made. 
• Section 17 – Special provisions relating to hire purchase or other 

agreements providing for postponement of passing of ownership of 
property 

• Section 18 – Special provisions relating to credit sales 
• 2nd schedule – Valuation of trading stock 
• 3rd schedule – Exemption from Income Tax 
• 4th schedule - Deductions to be allowed in respect of Buildings, 

Improvements, Machinery and Equipment Used for Commercial, 
Industrial and Farming Purposes & Other Provisions Relating thereto 

• 7th schedule – Deductions in respect of income derived from farming 
operations and other provisions relating thereto 

Prescribed study 

material 
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Interpretation of Terms 

Farmer – means any person who derives income from pastoral, agricultural or other farming 

activities, including any person who derives income from the letting of a farm used for such 

purposes and “farming operations” and farming purposes” shall be construed accordingly.  

Defined in section 2. Further interpretations of farming activities are found in the 7th schedule 

Livestock – acquired or bred by a farmer for farming purposes or in the carrying on of his 

farming operations. This includes cattle, sheep, goats, pigs, crocodiles, ostriches, fowls and any 

other animals or birds that are raised by a farmer as livestock in the course of his farming 

operations. Defined in 7th schedule. 

Drought Stricken Area- means any area of Zimbabwe which is seriously affected by drought and 

which the Minister declares in a statutory Instrument to be drought stricken. Defined in 7th 

schedule. 

Grazer – means livestock, which a farmer in terms of a contract with the owner of the livestock 

has in his possession and for which he has assumed responsibility for the grazing and 

management thereof. Defined in 7th schedule. 

Water conservation work – means reservoir, weir, dam or embankment constructed for the 

impounding of water. Defined in 7th schedule. 

Fencing means: 

• Any fencing erected by the taxpayer and used by him in farming operations. 

• Any fencing erected by any other person and for which a farmer becomes liable in 

terms of the Fencing Act, which is used for farming operations. Defined in 7th Schedule. 

Farm Trading Stock means 

• Any livestock acquired or bred by a farmer for the purposes of carrying on farming 

operations. 

• Crops and other produce produced or partially produced by a farmer in the carrying on 

of farming operations. 

Staff Housing: 4th Schedule 

• Buildings used mainly for the purposes of a trade wholly or mainly for the housing of 

his employees. 
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• It does not include any building comprising a residential unit which exceeds ZWL25,000 

(qualifying cost). Therefore, any expenditure in excess of the specified limit per unit 

disqualifies the cost of the entire building. 

• Staff housing does not include a beer hall forming part of a farm compound. (ITC 1511 

(1992) 54 SATC 39. 

• SIA can be claimed at a rate of 25% and then accelerated wear & tear per annum 

thereafter. 

• If a tax payer does not elect to claim SIA or the staff housing was acquired (not 

constructed) wear & tear at a rate of 5% per annum can be claimed. 

 

Farm Improvement: 4th Schedule 

• Building, structure or work of a permanent nature (including a water furrow) used in 

farming operations; includes sheds, canals, permanent roads, bridges, cattle dips.  

• It includes any building used for the purposes of a school; hospital or clinic, in 

connection with the taxpayer’s farming operations; 50% of taxpayer’s employees must 

use clinic etc. 50% of pupils must be of employees of the farm operations.  

• The capital allowances claimed on a school, hospital or clinic are Limited to a cost 

ZWL10,000. 

• It excludes any dwelling used by the taxpayer as a homestead for himself and his family. 

• Also excludes farm assets covered by other specific provisions e.g. staff housing, 

tobacco barns and 7th Schedule assets. 

 

VALUATION OF FARM TRADING STOCK 

Ordinary Livestock – A farmer must make an election in his first return between Fixed Standard 

Values of the livestock (fixed by the farmer with the approval of the Commissioner) and the 

Cost and Maintenance value of the livestock. The latter includes the cost of: 

• Purchase or the cost incurred in breeding the animals, as nearly as it can be ascertained; 

and 

• Maintaining them. This second method is rarely chosen in practice and so is almost 

obsolete. 

 

Stud Livestock – A farmer may elect to adopt either the Purchase Price Value (PPV) of each 

animal or the Fixed Standard Value (FSV) of the livestock. 

 

Whether the livestock is stud or ordinary, two basic rules apply; 

• The election as to method and the determination of the values are both related to 

“classes of livestock”, chosen by the farmer and approved by the Commissioner. The 

classes might be bulls, cows, heifers, etc. 
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• Once an election has been made and an FSV for a class has accepted the Commissioner 

has no unilateral powers to alter the taxpayer’s method of valuation and while the 

farmer may alter it he may do so only with the Commissioner’s approval. 

 

Section 8(1) (h) of the Act brings the value of trading stock into gross income. Section 15(2) (u) 

then permits the deduction of opening stock in the following year. Livestock is divided into 

“stud livestock’ and ‘ordinary livestock”. Where there are two valuation methods the taxpayer 

has to make an election. 

 

VALUATION OF FARM TRADING STOCK 
 
Section 
8(1)(h) 
Paragraph 

Type or Circumstance Date of 
Valuation 

Ordinary 
livestock     
(T/p to 
elect) 

Stud 
livestock 
(T/p to 
elect) 

Crops 2nd 
Schedule 
Paragraph 

 
Closing stock 
 

Last day of 
tax year or 
acq. yr. 

FSV  
CMV 

PPV 
FSV 

Fair & 
reasonable 

12 

 
 

Consumed by taxpayer 
or put to other use. 

Date of 
such use 

Fair & 
reasonable 

Fair & 
reasonable 

Fair & 
reasonable 

13 
 

 Stock on hand On date 
of death, insolvency or 
donation 

Date of 
such 
happening 

FSV 
CMV 

PPV 
FSV 

Fair & 
reasonable 

12 
 

 Attached by court 
order 

End of tax 
year 

FSV 
CMV 

PPV 
FSV 

Fair & 
reasonable 

12 

 
Sold with Business 
Pursuance of court 
order 

Date sold Selling Price 
Selling 
Price 

Selling 
price 

14 

 
Valuation of Livestock acquired without payment 

Valuation of livestock acquired by inheritance or donations: 

• If heir or donee merely sells the livestock without conducting farming operations, the 
proceeds are of a capital nature;  

• If livestock farming is commenced or livestock introduced into existing farming 
operations a deduction is allowed. 

o The livestock so acquired will be included as part of the livestock purchased 
during the year. 
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o The question then arises as to what values are these livestock included in the 
purchases figures since they would have been acquired for no purchase 
consideration. 

o The livestock is therefore valued as follows; 
▪ to an heir (inherited livestock), the fair market value, for which the 

valuation in the estate concerned would be used;       
▪ to a donee, an amount not exceeding what would have been deductible 

in the donor’s hands had he sold the livestock: this is normally the FSV 
of livestock. 

7th schedule allowances 

Notwithstanding anything contained in the Income Tax Act, a farmer shall be entitled to deduct 
any expenditure incurred by him during the year of assessment on— 

• the stumping and clearing of lands; 
• works for the prevention of soil erosion; 
• the sinking of boreholes and wells; 
• aerial and geophysical surveys; 
• any water conservation work and any amounts paid by him towards the cost of any 

water conservation work done by any other person for which such farmer has become 
liable in terms of the Natural Resources Act [Chapter 20:13]; 

• Fencing. 

NB!!!The key point to note is that some of the above expenditures though they maybe capital 
in nature, in terms of the 7th schedule they are deducted in full in the year incurred. 

Assessment of income when drought conditions or epidemic disease enforce sales of livestock: 
4thSchedule 

 
If a farmer who raises or possesses livestock in a drought-stricken area or an epidemic area is 
driven by stress of the drought conditions or the epidemic disease, as the case may be, to 
dispose of his livestock during the period of the drought or the epidemic disease, he may elect 
to allocate the taxable income derived from the disposal of the livestock equally between the 
year of assessment in which he disposes of the livestock and each of the next two following 
years of assessment, and if he so elects he shall be assessed to tax accordingly: 

• Epidemic area: means any area of Zimbabwe which is affected by an epidemic disease 
of livestock and which the Minister declares in a statutory instrument. 

• Drought stricken area: means any area of Zimbabwe which is seriously affected by 
drought and which the Minister declares in a statutory instrument. 

Framework for calculating taxable income from enforced sales 

Proceeds from drought sales                                                    XX 
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Less: 
(a)  number sold * fixed standard value                         XX 
 (b) Total no. sold * livestock expenses                             
                               Average stock *                                                XX 
  Taxable Income                                                                                                          XX 
                                      
*Average stock = (opening stock + closing stock) / 2 

Para 5I(i) If total income from enforced sales is greater than income derived from other farming 
operations the farmer can elect to roll forward the income over 3 years. 

Example – Enforced Sales 

A farmer sold in a drought proclaimed period all his 25 dairy cows which realised $20, 000. The 
FSV for dairy cows is $600. The direct dairy expenses were $1,500 while other livestock 
expenses were $4,000. Opening stock 160 head and closing stock 140 head. Calculate the relief 
from the enforced sales. 

Solution 
    ZWL 
Drought sales                                                                        20,000 
Less: FSV 25 cows at $600                                                 (15,000) 
          Dairy expenses                                                              (1,500) 
          Expenses    4,000 x 25 
                           0.5(160 +140)                                                (667) 
Taxable income from drought sales                                    2,833 
C/F to the next period (2/3 * 2,833)                                              1,889 
 

Restocking Allowance: 4th Schedule 

• Provided on the cost of restocking a herd which has been depleted by forced sales; the 
cost of purchases is allowable. 

• A further deduction of 50% of the purchase price granted as a restocking allowance. 
• Restocking allowance subject to a restriction based on the assessed carrying capacity 

of the land (ACCL). 
• Calculated by applying the following formula: 

 
A/2*B/C 
 
Where A is the cost of livestock purchased 
Where B is the difference between ACCL less number of cows before restocking 
Where C represents the number of livestock purchased 
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Example: Restocking allowance 

In September 2010 a farmer purchased 70 heifers for ZWL30,000 thereby restocking his herd 
which had been depleted by drought. The ACCL has been determined as 300. 

The farmer’s livestock trading account for the year ended 31st December 2010: 

    Herd                                                               Herd 

  

    350 Opening Stock               70 000            100   Sales (April)              65 000 

      70 Purchase (September) 30 000            320   Closing stock          64 000 

            Expenses                          4 000 

           Profit                                25 000 

                                                   129 000                                                   129 000 

Calculate the restocking allowance that can be claimed by the farmer 

Solution 

Restocking allowance   
ACCL  
     300 
On hand prior to purchase    250 
Difference which should not have been exceeded                       50 
Potential restocking allowance   (50% * $30,000)       15,000 
Actual allowance (50/70 x 15000)            10,714 
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STUDY UNIT J PRACTICE QUESTION 

Susan Bizure (Susan) acquired a farm under the government sponsored land resettlement 

scheme in 2003. The farm is located in Wedza in Mashonaland East. Since Susan resettled on 

the farm she has come to become an accomplished cattle rancher and tobacco farmer. Over 

the years she has been able to grow her cattle herd as well as expanding the hectares that is 

under tobacco farming. 

Susan has always maintained her livestock at the assessed carrying capacity of her land (ACCL) 

which is 300. However, in the February 2013 due to drought conditions that prevailed in the 

Wedza area she was forced to dispose of 40% of her livestock. The Wedza area was declared 

drought stricken area at the beginning of 2013 by the Minister of Agriculture. 

Livestock Figures 

1. Opening stock as at 1 January 2013 was valued at $33,350(made up of 300 herd of 

cattle) 

2. Closing stock as at 31 December 2013 valued at $26,000(made up of 180 herd of cattle) 

Fixed asset register as at 31 December 2013: 

Asset   Year   Cost   Netbook Value 

      ZWL           ZWL 

 

Security Fence               2004 5 000 2 500 

Farmhouse^ 2009 15 000 14 000 

Staff housing (3 units) 2010 21 000 18 500 

Tractor 2011 12 000 10 800 

Boreholes 2007 800 400 

Deep tanks 2013 3 500 3 500 

Tobacco barn 2009 16 500 13 600 

School* 2010 12 000 8 900 

Delivery vehicle 2013 12 000 11 500 

 

* 60% of pupils are children of employees of the farm. 

^ Susan and her family have always occupied the farmhouse. 

Susan’s policy has to always claim the maximum possible capital allowances in any given year. 
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Susan’s income and expenditure details from her farming operations are as follows: 

      Notes                  ZWL 

Income     

Drought induced sales    1 30,000 

Tobacco sales  100,000 

Sales to local abattoirs  50,000 

Profit on sale of delivery truck 2 2,000 

Expenditure 

Stock feed  1,000 

Fertilisers  7,000 

Tobacco seeds  3,000 

Transport costs to auction floors  500 

Deeping chemicals and vaccines  1,500 

Livestock Purchases 3 25,000 

Land clearing costs  1,200 

Wages: tobacco  8,000 

Wages: cattle ranch  2,500 

 

Notes 

1. In February 2013 Susan disposed 80 cows and 40 oxen due to the drought referred to 

above. The Fixed Standard values for cows and oxen are $200 and $180 respectively. 

2. In March 2013 a delivery vehicle was sold for an amount of $6,000. The vehicle had 

originally been purchased in 2009 for a cost price of $8,000. 

3. In November 2013 the meteorological department announced that they were 

expecting above average rainfall in the Wedza area. Therefore, Susan decided to 

restock her herd in light of the news. She purchased 50 oxen and 60 cows. At the time 

of the purchase she had a total herd of 100 cattle. 

4. In December 2013 Susan inherited 20 herds of cattle from her late grandfather’s 

deceased estate. She brought the herd of cattle to be part of her trading livestock.  The 

valuation figures for the herd of cattle were as follows: 

ZWL 

 Market Value         6,000 

 Deceased estate valuation       5,400 
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Required 

(a) Calculate the minimum taxable income and tax payable by Susan for the year ended 31 

December 2013. For items which are neither taxable nor deductible indicate by the use of 

a zero.    27 marks 

 

Solution: 

Question 2: Susan 

US$  Marks 

Drought Induced sales – Sec 8 30,000 1/2 

Tobacco sales – Sec 8 100,000 1/2 

Sales to local abattoirs – Sec 8 50,000 1/2 

Recoupment – w1 – Sec 8 (1) (j) 6,000 2 

Stock feed – sec 15 (1,000) 1/2 

Livestock Opening stock – Sec 15 (2) (u) (33,350) 1 

Livestock Purchases – Sec 15 (25,000) 1 

Livestock closing stock – Sec 8 (1) (h) 26,000 1 

Fertilisers – Sec 15 (7,000) 1/2 

Tobacco seeds – sec 15 (3,000) 1/2 

Transport to auction floors – sec 15 (500) 1/2 

Deeping chemicals and vaccines – sec 15 (1,500) 1/2 

Land clearing costs – 7th schedule (1,200) 1 

Wages: tobacco – sec 15 (8,000) 1/2 

Wages: cattle ranch – sec 15 (2,500) 1/2 

Enforced sales relief – 7th schedule (2,867) 4 

Restocking allowance – 7th schedule (12,500) 2 

Inherited livestock – (Deceased estate valuation) (5,400) 2 

Capital Allowances: 

Farmhouse (does not qualify as staff housing therefore no capital all)- 

Staff Housing – Accelerated Wear Tear ($21,000* 25%) (5,250) 2 

Tractor – Accelerated Wear and Tear ($12,000*25%) (3,000) 2 

Deep Tanks – SIA ($3,500*25%) (875) 2 

Tobacco Barn – Allowances exhausted - 1 

School – Accelerated Wear and Tear ($10,000* 25%) (2,500) 2 

Delivery Vehicle – SIA ($12,000 * 25%) (3,000) 2 

Taxable Income 91,558 

Tax @ 25.75% ($91,560 * 25.75%) 23,576 1 
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Workings 

W1. Enforced sales Relief – 7th schedule par 5 

• Since Susan was forced to dispose of her livestock due to drought, she can elect to 

spread the taxable income accruing from the enforced over a period of three years.  1 

mark 

• The relief is available to Susan since the Wedza was declared a drought area. 1 mark 

    ZWL       Marks 

 Sales          30,000  1/2  

 Less cost of livestock sold:  Cows ($200 * 80)  (16,000) 1 

     Oxen ($180 *40)    (7,200)  ` 

 Less Livestock expenses:  (($1,000+$1,500+$2,500)* 120/240))   (2,500) 3 

 Taxable Income from Enforced sales        4,300 

 

 Rollover Relief ($4,300 * 2/3)          2,867 2 

 

W2. Restocking allowance – 7th schedule par 6 

• Since Susan restocked her herd after being forced to sell part of the herd due to 

drought conditions, she can claim a restocking allowance of 50% of the cost of 

livestock purchased.       1 mark 

• If after the restocking the herd exceeds the ACCL, the allowance will be restricted to 

livestock purchased to reach the ACCL.     1 mark 

  ZWL 

 Purchases       25,000  1/2 

 Restock allowance (50% * $25,000)    12,500  2 
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STUDY UNIT K – TAXATION OF INCOME FROM MINING OPERATIONS 

Introduction Miners earn business income from their operations and are therefore 

subject to income taxes like any other taxpayers. However due to the 

specialised nature of their operations they have special provisions in 

terms of the Income Tax Act which apply to the taxation of income that 

they earn. 

Objectives Identify the special reliefs and allowances applicable to taxation of 

income from mining operations. 

 

Calculate capital redemption allowance. 

 

Prepare a tax computation in respect of income from mining operations. 

Relevant 

sections and 

Frameworks 

Income Tax Act: 

• Section 2 - Interpretation 
• Section 8 – Interpretation of terms relating to Gross Income 
• Section 10 – Special circumstances in which income is deemed to have 

accrued. 
• Section 15 – Deductions allowed in determination of taxable income 
• Section 16 – Cases in which no deductions shall be made 
• Section 17 – Special provisions relating to hire-purchase or other 

agreements providing for postponement of passing of ownership of 
property. 

• Section 18 – Special provisions relating to credit sales 
• 2nd schedule – Valuation of Trading stock 
• 3rd schedule – Exemption from Income Tax 
• 5th schedule – Allowances and deductions in respect of income from 

mining operations and other provisions relating thereto 

Prescribed study 

material 
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Introduction 
 
Miners are assessed in the same manner as any other taxpayer. The main difference is in the 
method of claiming capital allowances. The capital redemption allowance (CRA) replaces SIA, 
W&T, and scrapping allowance. 
 
The 6-year prescription on loss carryovers not applicable to miners. Income tax losses from 
mining operations incurred within six years of the commencement of operations can be carried 
forward indefinitely once mining operations have commenced. 
 
Mining Operations – Section 2 
 
In terms of Section 2 “mineral” includes any valuable crystalline or earthy substance forming 
part of or found within the earth’s surface and produced or deposited there by natural agencies 
but does not include petroleum or any clay (other than fire-clay), gravel, sand, stone (other 
than limestone) or other like substance ordinarily won by the method of surface working 
known as quarrying. 

 
In terms of section 2 “mining operations” means any operations for the purpose of winning a 
mineral from the earth; and any operations for the purpose of weaning a mineral from any 
substance or constituent of the earth which are carried on in conjunction with operations 
referred to above by the person carrying on those operations. 
 
The effect of the mining operation definition is to include: 
 

(i) Any operation for the purpose of winning a mineral from the earth. 
(ii) Subsequent smelting and refining, by the same taxpayer of minerals won from 

the earth. 
(iii) Any other operation recognised by the Commissioner, such as the re-working of 

mine dumps. 
 

Prospecting expenses - section 15(2) (f)(ii) 
Refers to expenditure incurred by a person on operations either in searching for a potential 
claim or in searching for minerals after a claim has been pegged. 
A binding election is available to claim such expenditure from current income from any source 
or carry forward the expenditure to be allowed against income from mining operations in any 
subsequent year. 
Expenditure may include; 

• Survey costs 
• Sinking of boreholes 
• Digging of trenches and pits 
• Any other prospecting and other exploratory works undertaken for the 

purposes of acquiring rights to mine minerals 
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• Shaft sinking 
 
Payment of royalties – section 15(2) (f)(iii) 
 
This subparagraph was repealed by Act 1 of 2014. As a result of this, royalties are not 
deductible. 
 
Capital redemption allowance - section 15(2) (f)(i) and 5th schedule 
 
Capital expenditure for mining purposes is defined as:- 

• Expenditure on buildings, works or equipment, lease premiums, 
• Shaft sinking (including sumps, pump chambers, stations and ore bins accessory to a 

shaft); 
• Expenditure incurred prior to commencement of trade on preliminary surveys, 

boreholes, development, general administration and management, interest on loans; 
and 

• Expenditure incurred on or after the 1st April, 1988, on any permanent building used 
for the purposes of—mine schools, nursing homes and clinics. 

NB: Capital expenditure does not include cost of claims and goodwill or company flotation 
expenses and preproduction expenditure qualifies as capital expenditure.  
 
Current Capital Expenditure (CCE): Capital expenditure incurred in a current year 
 
Unredeemed balance of Current Capital Expenditure (UBCE) 
The balance of capital expenditure not extinguished by the CCE; preproduction expenditure 
forms the UBCE when production commences. 
 
Recoupment  
It is an amount accruing from sale, damage, destruction or other disposal of asset on which 
capital redemption allowance or an allowance on replacement of asset has been claimed. It 
does not include in the case of damage / destruction of assets an amount exceeding original 
cost. 
 

Methods of calculating the Capital Redemption Allowance 
The redemption allowance can be calculated using either of three methods commonly referred 
to as:   

• Life of mine 
• Mixed method 
• New mine method  
• The taxpayer has to make an election of the method preferred. 

 
Life of Mine – Par 2 of the 5th Schedule 
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Under this method, the current year’s capital expenditure is added to the balance of 
unredeemed capital expenditure brought forward at the commencement of the current year 
of assessment.  The total capital expenditure is then divided by the approved estimate life of 
the mine (in years), counting from the beginning of the current year of assessment. 

➢ CRA =  CCE + UBCE – Recoupment 
                      Estimate of life* (years) 
A taxpayer who adopts the life of the mine basis in respect of a particular mine is permitted to 
change subsequently to the ‘mixed basis’. 

*“estimate of the life of the mine” means the number of years not exceeding – 
o In the case of a mine operated for the purpose of producing lead or zinc or 

lead and zinc, ten years; 
o In the case of a mine operated for the purpose of producing iron, five years; 
o In the case of any other mine, twenty years 

Where a taxpayer adopts this basis, he submits to ZIMRA an estimate of the number 
of years for which operations are expected to continue based on the certified 
estimates of ore reserves. 
The capital expenditure ranking for CRA (less recoupments) is divided by the life of 
mine calculated from the commencement of year of assessment concerned. 
 

Example 
 
A company had an unredeemed balance of capital expenditure of $200,000 as at 1 Jan 2013. 
Current capital expenditure is $120,000; 
During the year the company sold machinery for $40,000. 
The mine estimates its life of mine to be four years from the end of the year of assessment. 
 
Solution 
                                                                                ZWL 
URBCE                                            200,000 
Recoupment                                  (40,000) 
                                                       160,000       
CCE                                                120,000 
                                                       280,000 
 
CRA                                                    280,000 / 5 =      56,000 
 
New Mine Method (5th Schedule Par 4 (4)) 
 
This method is only available to those carrying on operations in a new mine as defined.  The 
election of this method allows the taxpayer to deduct all capital expenditure brought forward 
and current in the first year of production.  Thereafter, capital expenditure is allowed in the 
year in which it is incurred. 
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A new mine is defined as an undertaking which commenced regular production on or after 
1/04/1968, or recommencement of a mine which has changed ownership and has been 
reorganised with substantially new development and new plant. 
 
CRA = CCE + UBCE- Recoupment. 
 
 
Mixed Method (5th schedule Par 4 (2)) 
Under this method this method the taxpayer can make an election to claim a portion of 
unredeemed capital expenditure brought forward at the beginning of the year, by applying the 
life of the mine method to it.  In addition to that portion, the whole of the capital expenditure 
incurred in the current year is allowed in full. 

 
CRA = CCE +            (UBCE) 
                       Life of mine (years) 
Restrictions on certain Assets 
 
• Passenger Motor vehicle - ZWL 10,000 
• Staff housing 

o ZWL 10 000 on a building used mainly as a dwelling by an individual shareholder 
where he is one of not more than four  individuals who control the company, where 
the building was erected on or after the 1st January, 2009; 

o ZWL 50 000 in respect of any building used mainly as a dwelling by staff employed at 
the school, hospital, nursing home or clinic— 

o No restrictions on dwellings for mine employees 
 

• ZWL 50 000 on a building used mainly as a school, hospital, clinic or nursing home in 
connection with the taxpayer’s mining operations 

 
Recoupments section 8(1) (j) 
 
Recoupments taxable on the disposal of mining assets are not restricted to allowances claimed. 
Therefore, the amount of the recoupment is equal to the sale proceeds. 
 
General Administration and Management Fees Section 16 (1) r  
 
To be prohibited as a deduction is general administration and management fees paid by a 
subsidiary or holding company or a local branch (where the parent is a foreign company 
engaging in local mining operations). In respect of such expenditure as is paid before 
commencement of production to the extent that is exceeds 0.75% of: 
 
A – (B + C) 
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Where, 
o A – Represents the total expenditure qualifying for deduction in terms of s 15. 
o B – Represents general administration and management fees paid outside 

Zimbabwe. 
o C – Capital redemption allowance 

In the case of such expenditure as is paid after commencement of production to the extent 
that it exceeds 1% of the above formula. 
     
Example 
 
The following expenses were incurred by A Ltd during the year ended 31 December 2012: 
 
       Administration fees paid outside Zimbabwe                                  120,000 
       Depreciation                                                                                     60,000 
       Other tax deductible expenses                                                      420,000 
       Total                                                                                               600.000  
Capital redemption allowances               =                                              50,000 
 
 
 
 
Solution 
         
Allowable fees                                           = 1% [A- (B+C) 
                                                                     = 1% [650,000 – 60,000) -(120,000 + 50,000) 
                                                                     = $4,200  
 
Disallowable s 16(1) r                              = 120,000 – 4,200 
                                                                     = 115,800 
 
Cessation of Mining Operations 
 
If the cessation is due to the life of the mine having come to an end, or in the case of a mine 
worked under concession, the concession having expired, the balance of the unredeemed 
capital expenditure is allowable as a deduction in the year of cessation.  If, however, the 
taxpayer has abandoned the mine that is by forfeiture of the claim, before its life has come to 
an end, the unredeemed balance of capital expenditure is not deductible unless he can show 
that there has been a material change of circumstances necessitating a revision of the life of 
the mine. 
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STUDY UNIT K PRACTICE QUESTION 

Bullions (Pvt) Ltd is a Zimbabwean registered company which operates a gold mine in the Great 
Dyke town of Chinhoyi in Zimbabwe. 60% of its issued share capital is owned by XYAI LTD a 
company registered in China. During the tax year ended 31 December 2011, Bullions (Pvt) Ltd 
borrowed $50 million dollars from a Chinese bank in order to finance an expansion programme 
for the mine and thereby increase production by 50%. The loan was guaranteed by the Chinese 
shareholders. 
 
The income statement for the year ended 31 December 2012 reflected a net profit figure of 
$900,000 after taking the following adjustments: 

Income   

Profit on sale of generator                                                                                                            2 ,000 

Insurance proceeds                                                                                                                       20,000  

Profit on sale of mining claims                                                                                                  300,000 

Expenses   

Administration expenses                                                                                                            120,000                                                                                          

Annuity purchased                                                                                                                         20,000                                                                    

Depreciation                                                                                                                                 165,000                                                                                                               

Development expenditure                                                                                                         230,000                                                                         

Preliminary surveys and boreholes                                                                                           130,000 

Prospecting expenditure                                                                                                             150,000  

Interest paid                                                                                                                                  186 000  

 
Shaft sinking                                                                                                                                    65,000 
 
Other information 

1. Administration expenses 
Administration expenses include a payment of $20,000 which was to terminate the service 
contract of a former mine manager as part of a reorganisation programme and $5,000 for 
the cost of materials donated by the company to the mines sports club towards the 
construction of a swimming pool. 

2. Annuity purchased           
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The annuity for $15,000 was purchased to discharge the company’s contractual obligation 
to pay a pension to a former manager who was eligible to join the company’s pension 
scheme. 

3. Interest payable 
The interest was payable to the Chinese bank. The average debt to equity ratio of Bullion 
(Pvt) Ltd during the year ended 31 December 2011 was 4:1 
 

4. Donations  
Donation to the Chinhoyi Mayor’s cheer fund                                                       12,000 
Donation to the National Scholarship Fund                                                                  150,000 
Donation to the Chinhoyi Town Council bursary fund                                                     20,000                                               
Donation to Kutama Mission school for construction of school building                   110,000                      
Donation of laboratory equipment to Heritage Trust School                                          80,000 
                                                                                                                                    372,000              

 
5. Addition to buildings 

             Residence for managing director                                                                                       250,000 
             Extension to mine hospital                                                                                                    60,000 
             Staff canteen                                                                                                                   34,000                                                             
             Sports club renovations                                                                                                         25,000 
                                                                                                                                                              369,000 
 

6. Profit on sale of generator 
The generator had been acquired in 2009 for $7,000 and had a book value of $6,300. it was 
sold for $8,300. 

 
7. Insurance payment 

A Mazda 6 sedan which had been purchased for $25 000 in May 2009 was written off in an 
accident. Insurance proceeds of $20,000 were received. 

 
8. Profit on sale of mining claim 

The mining claim had been acquired for $25 000; it was abandoned and sold for $325,000 
 
REQUIRED 
 
Calculate the company’s minimum taxable income or maximum tax loss for the year ended 31st 
December 2012  
assuming that the company claims capital expenditure using the “new mine basis”. 
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2012 $ $ $ 

Profit per accounts 
 

 
 

900,000 

Profit from sale of generator 
 

 (2,000) 

Recoupment : Sale of generator 
 

 
 

8,300 

Insurance proceeds 
 

 
 

(20,000) 

Recoupment : Mazda sedan, limited to $10,000 since capital 
allowance originally restricted to $10,000= (10/25*20) 

 

 

 
 

8,000 

Profit on sale of mining claims – Capital in nature 
 

 
 

(300,000) 

Administration expenses –  
 

 
- 

Annuity purchased – Capital in nature 
 

 20,000 

Depreciation 
 

 
 

165,000 

Development expenditure 
 

 
- 

Preliminary surveys and boreholes 
 

 
- 

Prospecting expenditure – Sect 15 (2) (f) ii 
 

 - 

Shaft sinking (will form part of CRA) 
 

 
 

65,000 

Donations to Chinhoyi Mayors’ cheer fund – not deductible 
 

 
 

12,000 

Donation to National scholarship fund – Sect 15 (2) (r) 
 

 
- 

Donation to Chinhoyi town council bursary fund 
 

 
 

20,000 
Donation to Kutama Mission School – Sect 15 (2) (r) – limited 
to $100,000 

 
 

 
10,000 

Donation to heritage Trust School 
 

 
 

80,000 

Interest Payable 
 

186,000 
 

Allowable 3:1 (3/4 * 186,000) 
 

(139,500) 
 

46,500 

CRA :  
 

 
 

Shaft sinking 
 

65,000 
 

Residence for MD 
 

250,000 
 

Extension to mine hospital – restricted to $50,000 
 

50,000 
 

Staff canteen 
 

34,000 
 

Sports club renovations 
 

25,000 
 

(424,000) 

Taxable Income   588,800 
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STUDY UNIT L – DOUBLE TAXATION RELIEF  

Introduction In terms of the gross income definition, income may be deemed to be 

from a source within Zimbabwe even if the true source of the income is 

from a place outside Zimbabwe. Because of this deeming provision they 

may be instances that the same income flow is taxed in two different 

jurisdictions causing more burden on a tax payer. In order to reduce the 

tax impact on a taxpayer, the Income Tax Act has provisions which provide 

relief on tax payers. 

Objectives Understand the concept of double taxation relief and to which income 

flows it applies to. 

 

Calculate double taxation reliefs in respect of foreign income. 

Relevant 

sections and 

Frameworks 

Income Tax Act: 

▪ Section 91 – Relief from Double Taxtion 
▪ Section 92 – Reduction of tax payable as a result of double taxation 

agreements 
▪ Section 93 – Relief from double taxation in cases where no double 

taxation agreements have been made. 

Prescribed study 

material 
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A.   DOUBLE TAXATION RELIEF 
 
Introduction 
 

a) Agreements are styled as being for the avoidance of double taxation and the prevention 
of fiscal evasion‖. The latter function is effected partly through the application of the 
―arm’s length principle, to which reference is made below and partly through the 
exchange of information between the tax authorities of the countries which are parties 
to an agreement. With regards to double taxation the disadvantage to the taxpayer 
arises from the frequent overlapping of tax jurisdictions in the case of cross-border 
transactions. Double taxation agreements arise where, for example, a taxpayer resident 
in country A conducts operations in, or derives investment income from, country B, 
which means tax liability may arise in both countries by reason of the taxpayer’s 
residence and the application of the source principle. 

 
b) Most agreements between Zimbabwe and other countries have been entered into only 

since 1980. The agreement with South Africa, however, which was entered into in 1965, 
is substantially different. 

 
The main effect of all the agreements is either to restrict or, conversely, to preserve the 
power which each country might otherwise have had to impose liability on residents of the 
other country. The limitation takes various forms, such as 
i) In the case of business or professional profits of a non-resident, a requirement that 

liability arises if operations in this country are conducted only in a particular way; 
ii) In the case of investment income payable to a non-resident, the imposition of ceilings 

on the rates of various withholding taxes; and 
iii)  The granting of relief, subject to limits, where foreign income is being taxed in Zimbabwe, 

in recognition of tax payable on that income in the country of origin. 
 
In the case of a Zimbabwean taxpayer with foreign income there are, similarly, limitations 
on his liability in the other country concerned. 
 
Section 91 
This section empowers the President to enter into agreements with the governments of 
other countries for the avoidance of double taxation and for assistance in the administration 
and collection of taxes levied under this Act and taxes on income levied under the laws of 
such other countries. 
 
The manner in which agreements are to be ratified and published is fully set out. Any 
subsisting agreements as at 1st April 1967, are deemed to have been proclaimed in terms 
of this Act. 
 
Note that, in terms of subsection (5), the periods of prescription do not apply to assessments 
arising from the implementation of double taxation agreements. 
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Section 92 
Where an agreement with a foreign country has been made in terms of section 91, foreign 
tax paid on income from that country may be allowed as a credit against Zimbabwe tax paid 
on such income. The section sets out the manner in which the credit is to be calculated and 
the conditions under which it is to be given.  
 
The calculation of double taxation relief is split into two parts in order to provide respectively 
for foreign company dividends which are taxable at the fixed rate of 20% and other foreign 
income such as foreign interest which is taxable as income from investments. 
 

The relief to be allowed is, in the first instance – 

(a) The Zimbabwe tax suffered on the foreign income on which relief is to be granted; or 

(b) The foreign tax; 
whichever is the lesser amount. 
 
Example: 
Company A received a dividend of $15 200 (net of a South African withholding tax of 5%) 
from a company incorporated in South Africa. Calculate the amount of tax payable in 
Zimbabwe in respect of the dividend. 
 
Solution: 
The foreign dividend id deemed to be from a source within Zimbabwe hence the amount of 
tax payable is calculated as follows: 
           $ 
Gross dividend ($15 200 * 100/95)        16 000 

Tax @ special rate of 20%           3 200 

Less South African tax (the lower of the two)         (800) 

Total tax payable in Zimbabwe          2 400 

   

Where there are two or more types of incomes from a source in a foreign country the 
restriction under paragraph (a) of subsection (3) is calculated on the total foreign income 
and not on the individual amounts of the various types. It will be noted that the total 
amount of relief is allocated automatically over the various foreign countries from which 
income subject to relief is received. 

 
Section 93 - Absence of double taxation agreement 
If a person in Zimbabwe (or a person outside Zimbabwe who is deemed by virtue of the 
provisions of Sections 12(1)(d) and 12(4), to have received income from Zimbabwe) pays 
foreign tax on income from a country which has not entered into an agreement with 
Zimbabwe under Section 91, and also pays tax in Zimbabwe on the same income, such 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

 Example A Example B 

Fees 

Allowable expenditure 

Taxable income 

Income tax (25.75%) thereon 

Non-residents‘ tax already withheld on fees: 10% on 

1,000,000 

Excess non-refundable in Example A 

Excess chargeable in Example B Actual 

liability therefore 

1,000,000 

950,000 

50,000 

12,875 

 

100,000 

87,125 

 

0.000 

1,000,000 

600,000 

400,000 

103,000 

 

100,000 

 

3,000 

3,000 

 

person will be entitled to claim relief in respect of such foreign tax as if the terms of 
subsections (3) and (4) of Section 92 were applicable. 

 
If the true source of any income is Zimbabwean then, of course, no relief can be given 
in terms of this section even though tax may have been paid in another country. 

 
In ITC 1535 (1992) 54 SATC 356 the court held that Zimbabwe was obliged to grant relief on 
royalties which was designated in the Act as being deemed to be from a source in Zimbabwe, 
despite the possibility of it being from a true source in Zimbabwe. 
 
Example 
 
Summary: 
a) If the Zimbabwean tax is less than or equal to the foreign tax withheld the DTR = the Zimbabwean 

tax 
b) If the Zimbabwean tax is more than the foreign tax withheld the DTR = the foreign tax withheld 

such that the additional Zimbabwean tax chargeable will be equal to the Zimbabwean tax less 
foreign tax paid. 
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STUDY UNIT M – TAXATION OF DECEASED ESTATES AND TRUSTS 

Introduction As in the case of individuals and companies it is possible for a deceased 

estate or trust to constitute a taxpayer and to be liable to tax on his 

taxable income. 

So how does an estate come into being: 

▪ An estate is a legal persona, which come into being by operation of law 
as follows;  

o A deceased estate commences its existence with the death of 
an individual. It consists of the whole of the deceased’s 
property. It is administered under the Estate Duty Act by the 
executor and terminates when any necessary realization of 
assets has been effected, the master of High Court has 
effected final liquidation and distribution account. 

o An insolvent or assigned estate is created by the order of the 
court on presentation of petition for surrender sequestration 
or statutory assignment of the debtor’s estate. 

▪ A trust on the other hand is not generally a person though it may be 
regarded as a person for tax purposes especially when it has income 
the subject to which no beneficiary is entitled to. It comes into 
existence through the will of a deceased person or can be created by 
an existing person as shall be seen later. 

 

Objectives Identify income in the pre-death and post-death period; 

 

Identify different types of beneficiaries to a trust and deceased estate; 

 

Identify expenditures which are allowable to a deceased estate. 

 

Calculate the taxable income in the hands of a Trust. 

Relevant 

sections and 

Frameworks 

Income Tax Act Chapter 23:06 

Estate Duty Act 23:03 

Prescribed study 

material 
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Key Learning Points 
 
▪ Taxation of income generated by assets (property) in a deceased estate. 
▪ Explain the implications of the Income Tax Act in relation to deceased estates. 
▪ The treatment of wills of a deceased person 
▪ Identify what constitutes an estate of a deceased person. 
 
 
Application of the Income Tax Act in relation to deceased estates – Sect 11 
 
Section 11 to the Income Tax Act deals with the taxation of income derived from assets in 
deceased estates? 
 
Key definitions in section (Sect 11 (1)) 
▪ Ascertained beneficiaries – means a person named or identified in the will of a deceased 

person who by reason of the will acquires on death of the deceased person any immediate 
certain right to claim the present or future enjoyment of the income so received or 
accrued. 

▪ Asset in deceased estate - does not include a right to claim an amount which becomes due 
and payable before the death of the deceased person. Therefore, the above definition 
excludes: 

o Debtors as at time of death. 
o Cash Balances. 

  
General Principle 

▪ Period up to death - On the death of a taxpayer an assessment is raised on deceased 
taxable income accruing to the date of death. 

▪ Period after death - A new taxpayer a deceased estate then comes into being and there 
arises the question of determining in which part’s hands the income accruing in the 
post death period should be taxed. 

 
Income accruing during the post death period – Sect 11 
 
The terms of the will are crucial as they form the basis as to who is taxable on the income 
subsequently derived from the asset of the estate as follows; 
▪ Sect 11(2) - Specific asset to a specific person 

o Where a specific asset is left to a specific individual e.g. my house to my son Arnold; 
the son is taxable on the income derived from the asset from the day after the 
death of the deceased. The son is in this case an ascertained beneficiary. 

▪ Sect 11(3) – Residue 
o Where the will provides for a residue in the estate, the estate is taxable on the 

income derived from the asset or residue from the day after death until the date of 
distribution by the executor. 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

▪ Note!!! Income accruing during the period where the beneficiary is entitled to transfer and 
ending immediately before the transfer from the deceased estate is taxable in the hands of 
the beneficiary. 

 
Pre and Post Death Income – Sect 11(4) 
 
▪ Sect 11 (4) (a) - an amount received or accruing by virtue of a right forming part of the assets 

in a deceased estate which did not become due and payable before the death of the 
deceased person (subject to par b) shall be income for the purposes of the Income Tax Act, 
if the amount would have been income of the deceased person had it been received in his 
lifetime. 

o E.g. contractual commission falling due after death, leave pay, rental income from 
properties. 

o The income is therefore taxable in the hands of either the deceased estate or 
ascertained beneficiary. 

▪ Sect 11(4) (b) - an amount received in a deceased estate (received in the post death period) 
which would have been income of a deceased person had it been received in his lifetime 
shall not be income for the purposes of the Income tax Act if— 

o the deceased person had no right to claim the amount in his lifetime; and 
o the amount is received ex gratia or in pursuance of a gratuitous promise made after 

the death of the deceased person; 
o E.g. bonus voted for after death. 

 
▪ Expenditure against post death income 

o If the expenditure is allowable under the general deduction formula it will also be 
allowed be it to the estate or to the beneficiary but inadmissible, expenditure is 
disallowed in the determination of taxable income of part concerned. 

 
▪ Ordinary resident 

o An estate is regarded to be ordinarily resident in Zimbabwe if the deceased was 
ordinarily resident in Zimbabwe at the time of his death. 

 
▪ Medical expenses 

o Medical expenses of the deceased paid after death is claimed as a credit in the pre-
death period. 

 
Applicable taxation rates 
 

➢ General Principle – The source of the income determines the rate of tax to be applied 
➢ Pre death period 

o Employment Income – Apply PAYE rates 
o Trade and Investments – 25% + Aids Levy 

➢ Post death period (Deceased Estate/beneficiary) 
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o Employment Income – Apply PAYE rates 
o Trade and Investments – 25% + Aids Levy 

 
Deceased Estate: Estate Duty Act 
 
Estate duty is a tax levied on the estate or property of a deceased person. The rate of tax is 5% 
the dutiable amount of the estate. 
Framework 
Gross property (assets)    xxxx 
Less deduction   (xxxx) 
Dutiable amount    xxxx 
 
Note the first ZWL 50,000 of the dutiable amount is duty free. 
 
Estate Gross property (Sect 4) 
 
▪ The following items constitute the property of the deceased person or the estate 

o all property held at date of death by the deceased which was acquired after 1 
January 1967. (Sect 4 (1) (a) 

o all property held at date of death by the deceased which was acquired before 1 
January 1967. (Sect 4 (1) (c) 

o Property assumed (deemed) to be that of the deceased at date of death. Sect 4 (1) 
(b) 

▪ Note: the asset should be in the possession of the deceased person at the time of death to 
be included in the property of the deceased estate. 

 
Property Sect 4 (2) 
 
▪ “property” means any right in or to property, movable or immovable, corporeal or 

incorporeal, and includes  
▪ any fiduciary, usufructuary or other like interest in property (including a 

right to an annuity charged upon property) held by the deceased 
immediately prior to his death; and 

▪ any right to an annuity (other than a right to an annuity charged upon any 
property) enjoyed by the deceased immediately prior to his death which 
accrued to some other person on the death of the deceased; 

 
Property Sect 4 (2) – continued 

▪ If deceased was not ordinarily resident in Zimbabwe property does not include: 
▪ any right in immovable property situated outside Zimbabwe; or 
▪ any right in movable property physically situated outside Zimbabwe; or 
▪ any debt not recoverable or right of action not enforceable in the courts of 

Zimbabwe; or 
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▪ any goodwill, licence, patent, design, trade mark, service mark, copyright or other 
similar right not registered or enforceable in Zimbabwe or attaching to any trade, 
business or profession in Zimbabwe; or 

▪ any stocks or shares held by him in a body corporate which is not a company 
 
Deemed Property (Sect 4 (3)) 
 
All insurance policy proceeds on the life of the deceased as exceeds the aggregate amount of 
any premiums or consideration proved to the satisfaction of the Master to have been paid by 
any person who is entitled to the amount due under the policy, together with interest at nine 
per centum per annum calculated upon such premiums or consideration from the respective 
dates of payment to the date of death: excluding 

o a policy the amount due under which is recoverable by the surviving spouse or child 
of the deceased under a duly registered ante-nuptial or post-nuptial contract; 

o any amount due and recoverable under a policy which has been ceded by the 
deceased in his lifetime bona fide and for full consideration, otherwise than as 
security for payment of any sum of money or the fulfilment of any other obligation; 
or 

o policies for purposes of paying estate duty 
o Policies taken out by a person other than the deceased before 1 January 1967 etc. 

➢ any property donated by the deceased under a donatio mortis causa; (donations made in 
anticipation of death) 

➢ any property exceeding two hundred dollars in value donated under a donation inter vivos 
made before the 1st January, 1967, unless such donation was made and took effect more 
than two years before the date of the death of the deceased; 

➢ any property exceeding ten million dollars in value in any one calendar year donated under 
a donation (other than a donation to a spouse under a duly registered ante-nuptial or post-
nuptial contract or a donatio mortis causa) made on or after the 1st January, 1967— 

o (i) in the case of a deceased not referred to in subparagraph (ii), by the deceased; 
or 

o (ii) in the case of a deceased who was married in community of property, by the 
deceased or by a spouse who was so married to the deceased to the extent to which 
the property would, if it had not been donated, have formed part of the estate of 
the deceased; or 

o (iii) by a body corporate, if such property was disposed of under any donation made 
by it at the instance of the deceased and if, having regard to the circumstances 
under which that donation was made by such body corporate, the Master is of the 
opinion— 

▪ A. that it was not made in the ordinary course of the normal income-earning 
operations of that body corporate; and 

▪ B. that the selection of the donee who benefited by the donation was made 
at the instance of the deceased; 
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Deemed Property (Sect 4 (3)) - continued 
 

o unless— 
▪ I. such donation is deemed to have been made more than five years before 

the date of death of the deceased donor; or 
▪ II. such donation is deemed to have been made to a person who 

predeceased the donor; 
 
Allowable deductions (Sect 5) 
 

➢ funeral and death-bed expenses 
➢ Debts payable out of the deceased person’s property to persons ordinarily resident in 

Zimbabwe excluding to companies which the deceased held some interest. 
➢ Masters administration expenses in respect of the estate property 
➢ Donations to charitable organizations or institution of public character 
➢ The value of family house as defined by s 21 capital gain Tax Act, where the deceased 

is survived by spouse or child. 
➢ any debts due by the deceased to persons ordinarily resident outside Zimbabwe which 

have been discharged from property included in the estate to the extent that the 
amount of such debts exceeds the value of any assets of the deceased outside 
Zimbabwe and not so included; 

➢ the value of one motor vehicle of the deceased which is accepted by the Master as the 
family motor vehicle 

➢ Proceeds from pension and benefit funds as have been included in the estate. 
➢ Where the deceased is survived by his or her spouse, so much of the dutiable proceeds 

of insurance policies as do not exceed one hundred million dollars. 
 

Sect 19 – Deduction of capital gains tax 
 

➢ There shall be deducted from any duty payable under this Act the amount of any tax 
paid by the deceased or his estate in terms of the Capital Gains Tax Act [Chapter 23:01], 
in respect of any property that is deemed to be the property of the deceased in terms 
of paragraph (d) of subsection (3) of section four.  

 
Taxation of Income accruing to Trusts: Income Tax Act 
 
Types of Trusts 
Will Trust 
▪ The deceased person will nominate certain people in his will who will take charge of his 

assets upon his death (Trustees) 
▪ Such people will administer the assets of the trust and make distributions to the 

beneficiaries as directed by the will.  



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

▪ Sometimes the will may state the time or at what age the assets of the trust shall be 
distributed or handed over to the beneficiaries. The trust will then be wound up when all 
the distributions have been made. 

Inter Vivos Trust 
▪ The person will by a written trust deed names certain person(s) as trustees and hand over 

various assets to them as initial capital of trust. 
▪ The trustees will then administer this capital and receive any income accruing there from in 

accordance with the conditions set out in the trust deed. 
 

Taxation of Income Accruing to the trusts 
NB!!!! a trust is not taxable unless it has income to which no beneficiary is entitled. In most 
cases the commissioner will tax the beneficiaries of the trust. The question will then turn out 
to be whether any beneficiary of a trust has a vested right or a contingent one. Where a 
beneficiary has vested right he is taxable on the trust income whether distributed or not. 

  
Identity of trust income 

The general rule is that trust income will retain its identity in the hands of the beneficiary. In 
other words, if the trust receives a bank interest and distribute it to the beneficiary, the income 
will still be called bank interest in the hands of a beneficiary.  
 
An annuity however forms an exception to the general rule, thus the exemptions granted in 
respect of dividends and certain interest in terms of paragraph 9,10 and 11 of third schedule 
do not apply to any annuity paid out of such exempt income. In other words, the source of 
income is the creating instrument, not the asset from which the income is derived. 
 
As long as an amount is received as an annuity by beneficiary it will be taxable indiscriminately, 
no matter whether the trust income is from an exempted source. 

 
Trust expenditure 
If the expenditure is allowable under the general deductions formula it will also be allowable 
against trust income, and prohibited expenditure is disallowed. 
 
Expenditure on exempt income 
It has to be reinforced once again that no expenditure is allowable in respect of exempt 
income. This scenario is usually more often in trust cases.  
 
For instance, the trustees maybe paid commission based on the income created by them, of 
which part of the income will be from an exempt source.  

➢ Where such a circumstance applies, the allowable part of the commission will be 
reduced by: 

  AXB 
      C 

➢ Where: 
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o A is the exempt income, 
o B is direct expenditure applicable on creation of trust income, 
o C is total gross income created by the trustees. 

Example 
Mhere trust was created on 31/07/09 and is administered by Tendai and Tinotenda. During the 
current year of assessment, the trust earned a total income amounting to $80,000.00, included 
in this income is dividend from a company incorporated in Zimbabwe amounting to $20,000.00. 
the trustees were paid commission amounting to $12,000.00. How much is allowable against 
trust income?  
Solution  
                                                                                    ZWL 
Total commission paid                                         12 000  
Less ($12 000x$4 000/$80 000)                         (3 000)  

Allowable commission                                       9 000 
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STUDY UNIT M - PRACTICE QUESTION 
 
Oskar Trotsky, who was 45 years old, was ordinarily resident in Zimbabwe. He was married out of 

community of property to Naomi, who is disabled and unemployed. 

 

They have three children, Svend who is 22 years of age, John who is 19 years of age and Karen who is 

15 years of age. Oskar has been employed by Taurus (Pvt) Ltd ('Taurus') for the past 20 years and held 

the position of financial director for the past three years. 

 

Oskar became seriously ill and on 26 February 2014 he was diagnosed with a terminal illness. He retired 

with effect from 28 February 2014 on the grounds of ill health. Oskar died on 31 March 2014 and his 

estate was wound up on 30 September 2014. 

 

1. Oskar received the following remuneration from Taurus for the period 1 January 2014 to 28 

February 2014: 

$ 

Salary            40 000 

Bonus, voted 15 February 2014         15 000 

Directors' fees, voted 15 February 2014        10 000 

Entertainment allowance (of which $3 000 had been. spent on     

entertaining business customers)          6 200 

             71 200 

Oskar had the use of a company vehicle with an engine capacity of 1 800cc. 

 

2. On 10 January 2014 Taurus granted Oskar an interest-free loan of $45 000 to finance his medical 

expenses. Taurus also paid medical expenses amounting to $2 000 in February 2014 on behalf of 

Oskar. 

 

3. When Oskar retired at the end of February he was given the company vehicle which had been 

purchased by Taurus in November 2009 at a cost of $33 000 and which at 28 February 2014 had a 

market value of $25 000. 

 

4. Oskar owned a block of flats in Zimbabwe which was let at a monthly rental of $4 300 from 1 January 

2014 to 30 December 2014. In January 2014 he had erected a fence along one boundary at a cost 

of $1 500. At 31 December 2013 Oskar had an assessed loss of $7 500. 

 

5. On 15 January 2014 Gemini (Pvt) Ltd, a subsidiary of Taurus, voted a directors' fee of $18 000 to 

Oskar, who had also been a director of this Zimbabwe registered company.  

6. Oskar made the following bequests in terms of his will: 

• To his sister, Felicity Jones, the sum of $10 000. 
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• To his wife, Naomi, the family home and any movable assets as well as an annuity of $1 000 

to be paid out of rental income from the block of flats. 

• The flats were bequeathed jointly to Sven, John and Karen. Oskar stipulated that the 

income from the flats would be held in trust for any child who was under the age of 21. If 

either of his sons died before they reached the age of 21, any accumulated rent would be 

paid immediately to his executors. However, if Karen died before she was 21 years of age, 

her share would fall away and would devolve on her surviving brothers. 

 

7. The residue of the estate would be divided equally amongst the three children. 

 

8. Operations during the administration period from April 2014 to September 2014: 

 

                                 $ 

Rental- 6 x $4 300.          25 800 

Interest arising on a loan to a Zimbabwe registered com        3 200 

                          29 000 

  

Annuity - Mrs N Trotskie (6 x $1 000)          6 000  

Maintenance costs (all allowable)          4 800 

                          18 200 

REQUIRED           

    

(a)Calculate the 2014 Income tax liability of Oskar Trotskie for the period to his date of death.  

    

(b) Calculate the taxable income of each of the beneficiaries at 30 September 2014, when the estate 

was wound up, assuming none of them had any other taxable income. Provide explanations for your 

answers.  
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Solution 

 $  + $ - 

 

Salary 

Bonus 

Exempt bonus – 3rd Schedule 

Entertainment allowance ($6 200-$3 000) 

Motor Vehicle benefit ($2 400*(2/12)) 

Directors fees – Voted for before death 

Medical expenses paid by Taurus- exempt (Sch 3(8)1) 

Interest free loan granted by Taurus to Oskar to finance his 

medical expenses (No fringe benefit as it does not meet the 

definition of loan in Section 8) 

Motor vehicle given to Oskar 

 

 

 

Tax on: First  $90,000               :         26,100 

                Balance of $2,600    :             1 040 

Tax thereon 

 

Credits: Disabled person (Naomi) 

Tax liability 

 

40 000 

15 000 

 

     3 200 

        400 

    10 000 

         _ 

        _ 

 

 

  25 000 

1 000 

 

 

 

          _ 

          _ 

93 600 

   (1 000) 

1 000 

 

92,600 

  

 27 140      

 

    (900) 

  26 240 

 

Income tax from trade and investment 

 

Rent from block of flats $4 300*3 

W&T on erection of fence (2,5%*1 500) 

Assessed loss 

Non-executive director’s fees  

  

 

 

$   + $    - 

    12 900 

 

           

       18 000 

 

        37,5 

      7 500 

   30 900 

    (7 537,5)  

      7 537,5 
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Taxable Income 

Tax @ 25,75% 

Less withholding tax on directors fees ($18,000*20%) 

     23 362.5 

       6 016 

     (3 600) 

      2 416 

(b) Taxable Income of Each of the beneficiaries at 30 September 2010 

 

 
 

$ $      
Felicity Jones – Taxable Income   
Bequest in terms of Oscar’s will – Felicity is an ascertained beneficiary 
– However the amount is capital in nature as it is not accruing from 
assets in the deceased estate 

 
0 

   

Naomi   
Annuity – Naomi is an ascertained beneficiary (paid out from rental 
income). 

 6,000 

   
 

 
 

$ $      
Rental Income  25,800 

Less Annuity  (6,000) 

Less Maintenance costs  (4,800) 

Total Taxable Income Arising on flat income  15,000 

   

Svend – Ascertained beneficiary.   

Share of flat income: $15,000/3  5,000 

Residue of the estate: Capital in nature  0 

Taxable Income  5,000 

   

John – Ascertained beneficiary   

Share of flat income – John has a contingent right. Therefore since he 
has not yet reached the age of 21 the income is taxable in the hands 
of the trust 

 

0 
Residue of the estate: Capital in nature  0 
Taxable Income  - 

 
 

 
Karen – Ascertained beneficiary   
Share of flat income – Karen has a contingent right. Therefore since 
he has not yet reached the age of 21 the income is taxable in the 
hands of the trust 

 

0 
Residue of the estate: Capital in nature  0 
   
Trust -   
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Flat income – John and Karen - $15,000*2/3  10,000 

   

Deceased Estate – up to 30 September 2014   

Interest on loan – no ascertained beneficiary  3,200 
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APPENDIX 1 – TAX RATES 

 
1. Annual Tax Rates 
 
Individuals 
 
Employment Income – 1 January to 31 December 2016 
 

Segment of Income per annum Amount Rate within 
segment 
(%) 

Tax Cumulative 
Tax 

Up to 3 600 
3 601 – 18 000 
18 001 – 36 000 
36 001 – 60 000 
60 001 – 120 000 
120 001 – 180 000 
180 001 – 240 000 
240 001 and above 

3 600 
14 400 
18 000 
24 000 
60 000 
60 000 
60 000 

 

0% 
20% 
25% 
30% 
35% 
40% 
45% 
50% 

 
2 880 
4 500 
7 200 

21 000 
24 000 
27 000 

0 
2 880 
7 380 

14 580 
35 580 
59 580 
86 580 

 

 

• Income from trade or investments – 25 % 

• The AIDS Levy of 3% applies on Income tax chargeable after tax credits. 

 

2. Companies 

• Basic Income Tax Rate – 25%* 

• Manufacturing company exporting at least: 

30% of output (by quantity or volume)  –  20% 

41% of output (by quantity or volume) - 17.5% 

51% of output (by quantity or volume) - 15% 

• Mining companies – 25% * 

• Special mining lease companies – 15%* 

• *Plus 3% AIDS levy 

 

3. Allowable pension deductions 

Maximum annual (12 months) deduction for contribution to approved pension funds in relation to 

a member of a pension or RAF - $5 400 

 

4. Bonus exemption - $1 000 

 

5. Retrenchment package 

The first $10 000 or one third of the approved retrenchment package whichever is greater, subject 

to a maximum exemption of $20 000 
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6. Credits 

• Credit for taxpayers over 55 years of age - $900* 

• Credit for blind or disabled persons - $900* 

*The amounts relate to 12 months and should be reduced proportionately, if the period of 

assessment is less than 12 months. 

 

7. Deemed monthly motoring benefit 

Engine capacity Benefit ($) 

0 – 1 500 cc 300 

1 501 – 2 000 cc 400 

2 001 – 3 000 cc 600 

3 001 – and above 800 

 

8. Capital allowances 

Maximum deemed costs to be used in determining capital allowances 

Asset 
Deemed 
cost ($) 

Passenger Motor Vehicle 10 000 

Staff House (actual cost not to exceed $25 0000 10 000 

School, clinic, hospital, nursing home 10 000 

 

9. Capital Allowances: Mining 

Maximum deemed costs to be used in determining the capital redemption allowance. 

Asset 
Deemed 
cost ($) 

Passenger motor vehicle 10 000 

Staff housing , occupied by shareholder 10 000 

School, clinic, hospital, nursing home 50 000 

 

10. Rates of capital allowances 

• Special Initial Allowance(SIA) – 25% 

• Accelerated Wear and Tear – 25% 

• Wear and Tear on: 

o Industrial buildings – 5% 

o Farm Buildings – 5% 

o Commercial buildings – 2.5% 

o Motor Vehicles – 20% 

o Movable assets (general rate) – 10% 

 

11. Capital Gains Tax 

• On all listed marketable securities – exempt 

• On unlisted marketable securities and acquired after 01/02/2009 – 20% 
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• On other immovable property acquired after 01/02/2009 – 20% 

• On unlisted marketable securities acquired before 01/02/2009 – 5% (on gross proceeds) 

• On other immovable property acquired before 01/02/2009 – 5% (on gross proceeds) 

 

12. Capital Gains withholding tax on sales proceeds 

• On other immovable property acquired after 01/02/2009 – 15% 

• On immovable property acquired before 01/02/2009 – 5% 

• On all listed marketable securities – 1% 

• On unlisted marketable securities acquired before 01/02/2009 – 5% 

• On unlisted marketable securities and acquired after 01/02/2009 – 5% 

 

13. Loans 

The deemed benefit per annum is calculated at the rate of LIBOR plus 5% of the amount of the 

loan. The LIBOR rate for 2013 is assumed at 1% unless stated otherwise in the scenario/required. 

 

 

…………………………………………………… 

 

 

 

 

 

 

 

 

 

 

 

 

 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

SELF ASSESSMENT INTEGRATED QUESTIONS – 1st SEMESTER 

 

TUTORIAL 

QUESTION 

NUMBER 

TOPICS COVERED SOURCE MARKS 
PAGE 

NUMBER 

1 

Calculation of Partnership joint 

taxable income 

8 

Calculation of tax payable by 

individual partners 

7 

 

CAA MY 

2015 
15 273 

2 
Calculation of tax payable on 

income from farming operations 

25 

 

CTA 2013 25 277 

3 

Calculation of livestock closing 

stock 

5 

Calculation of tax payable on 

income from farming operations 

25 

 

CAA MY 

2015 
30 280 

4 
Calculation of tax payable on 

income from mining operations 

25 

 

CAA 2013 25 286 

5 
Calculation of tax payable on 

income from mining operations 

15 

 

CAA MY 

2015 
15 290 

6 
Deceased estates  15 

Estate duty Act – dutiable amount 10 

 

CAA Test 3 

2014 
25 294 

7 

Employment Income 20 

Taxation of trust income 14 

Capital gains tax 5 

Deceased estates: income tax act 7 

 

ITC Jan 2015 50 298 

8 
Deceased estates  10 

Estate duty Act – dutiable amount 5 

 

CAA 2013 
15 306 
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9 

Trust 16 

Income tax computation 19 

VAT 5 

 

CAA Test 3 

2017 
30  

10 

Income tax 

computation 

16 

VAT 8 

 

CAA Test 3 

2016 25  

 

 
TUTORIAL 1 
 
Kuda and Tonde Kupara are brothers and equal partners in their partnership business, K&T 
architects and structural engineers. 
 
The partnership is in its third year of trading and operates from office premises owned by Kuda. 
Tonde provides all of the office furniture and equipment used by the partnership. In line with 
the partnership agreement, Kuda and Tonde are entitled to a monthly payment equal to 5% of 
the cost of their fixed assets which are used by the partnership. Kuda and Tonde use their own 
personally acquired motor vehicles for partnership business and charge the partnership for the 
business mileage incurred. 
 
The partnership employs three staff in addition to the partners. The partnership’s statement 
of profit or loss for the year ended 31 December 2013 is as detailed below: 
 

Note    US$ 
Income  730 000 
Less expense: 
Distribution expenses  1  (160 000) 
Administrative expenses  2  (290 000) 
Other expenses  3  (30 000) 

––––––– 
Profit for the year          250 000 

––––––– 
Notes: 
1. Distribution expenses comprise: 

US$ 
Motor vehicle running expenses  70 000 
Insurance and licensing  40 000 
Parking fines  6 000 
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Business mileage claim: Kuda  24 000 
Tonde  20 000 
 –––––––– 
 160 000 
2. Administrative expenses comprise: 

US$ 
Salaries: Staff  40 000 
Kuda  60 000 
Tonde  60 000 
Pension fund contributions: Staff  18 000 
Kuda  10 000 
Tonde  10 000 
Insurance premium: Partnership joint life policy  8 000 
Loss of profit  20 000 
Partners life policies – Kuda  8 000 
Tonde  5 000 
Medical aid contributions: Staff  3 000 
Kuda  6 000 
Tonde  4 000 
Depreciation  23 000 
Repairs and maintenance  15 000 
 –––––––– 
 290 000 
3. Other expenses comprise: 

      US$ 
Interest on capital accounts: Kuda 16 000 
                                                    Tonde 14 000 

––––––– 
   30 000 

The following is an extract from the fixed asset register for the year ended 31 December 2013: 

Cost   Income tax value 
US$   US$ 

Office premises       130 000   120 250 
Office furniture and equipment       80 000        20 000 
Passenger motor vehicles (2)        60 000           5 000 

Required 

a) Briefly explain, in general terms, how partnership income is taxed. (2 marks) 
 

b) Calculate the joint partnership taxable income/(loss) for the year ended 31 December 2013. 
(6 marks) 
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c) Calculate the taxable income and income tax payable by both Kuda and Tonde for the year 
ended 31 December 2013. (7 marks) 

(15 marks) 

 

 

 

 

 

 

Tut 1 Solution 

a) Taxation of partnership income 

• Partnership income is taxed in the hands of the individual partners in accordance with 
their profit sharing ratios.  1 mark 

• The partnership is not a taxable person. Instead each partner is required to report 
his/her share of the partnership’s taxable profit or loss in his/her individual tax return 
and pay income tax on this. 1 mark 

 
b) Calculation of the joint partnership taxable income/(loss) for the year ended 31 

December 2013 
US$ 

Profit for the year         250 000  ½ 
Add: 
Parking fines              6 000  ½ 
Excess staff pension contributions (18 000 – (3 x 5 400)        1 800  1 
Joint life insurance policy            8 000  1 
Depreciation            23 000  ½ 
Less: 
5% cost of fixed assets –  Kuda (5% x 130 000 x 12)    (78 000)  ½ 

Tonde (5% x 80 000 x 12)    (48 000)  ½ 
Capital allowances –  Office premises (2·5% x 130 000)      (3 250)  ½ 

Office furniture and equipment (25% x 80 000)  (20 000)  ½ 
Passenger motor vehicles (25% x 20 000)      (5 000)  ½ 

––––––––  – 
Joint taxable income          134 550  6 
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c) Calculation of the taxable income and income tax payable by the partners for the year 
ended 31 December 2013 

US$   US$ 
Kuda Tonde 
Equal share of joint taxable income     67 275     67 275  ½ 
5% fixed assets cost       78 000     48 000  ½ 
Business mileage claim      24 000     20 000  1 
Business mileage claim – deductible              (24 000)  (20 000) 1 
Salaries        60 000     60 000  ½ 
Pension contributions     10 000     10 000  ½ 
Maximum pension contributions allowable    (5 400)    (5 400)  ½ 
Insurance life policy         8 000       5 000  1 
Medical aid contributions        6 000       4 000  ½ 
Interest on capital accounts      16 000     14 000  1 

––––––    –––––– 
Taxable income                 239 875   202 875 
 
Tax payable at 25%       59 969   50 719   1 
 Less credits 
Medical aid contributions – 50%    (3 000)  (2 000)  1 
        56 969  48 719 
Add 3% AIDS levy        1 709    1 462  1 
        58 678  50 181  
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TUTORIAL 2 

Mr Fama is a successful commercial farmer who carries out mixed farming operations in Karoi. 
His financial statements  for the year ended 31

 
December 2013 reflect a profit before tax figure 

of $150,000 after taking into account the following non-related journals:- 
 

1. ADDITIONS TO ASSETS    
                                                                         DR                   CR 
                                                                           $                       $ 

1.1 Motor vehicles                                               50 000 
           Bank       50 000  
                                                                                            

Being purchase of a Toyota Hilux double cab in May 2013.The vehicle is used 80% for farming 
purposes and 20 % for Mr. Fama’s   private business.  
 
1. 2 Boreholes                                                          20 000 
             Bank                                                                                            20 000      
Being cost of sinking of boreholes on the farm in December 2013.  
The cost is made up of $15,000 for sinking the borehole and $5 000  for the borehole 
equipment. The boreholes were only used for farming operations in March 2014. 
         
1.3 Water furrows                                                       3 000 
            Bank                                                                                             3 000  
Being construction of water furrows on the farm; these were brought into use in July 2013. 
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2. DEPRECIATION 
Depreciation (P&L)                                                     85 000 
      Accumulated depreciation                                                          85 000  

Being the depreciation figure for the year. 
 
3.  BOILER                                                                                                          

                                                                                                                              
3.1 Accumulated depreciation – plant                     5 000 
        Impairment loss (profit/loss)                             3 000 
             Boiler                                                                                       8 000 

Being write off of a boiler that exploded due to a power outage in July 2013. The boiler had 
been acquired in June 2011. 
 
3.2 Bank                                                                          10 000 
        Insurance proceeds (profit/loss)                                                    10 000 
Being insurance proceeds of $10,000 received from insurer in August 2013 in respect of the 
boiler written off.    
                                                                                              
 3.3 New Boiler                                                                  9 000 
            Bank                                                                                             9 000 
New boiler purchased in October 2013 to replace the damaged one. 
 
4. DONATIONS 
    Donations (P&L)                                                               1 800 
         Livestock account sales                                                                     1 800 
Being 3 heifers with a fixed standard value of $600 each which were sold [donated] to Mr 
Fama’s son. The market value of the 3 cows was $2 400. 
 
 5. MEDICAL EXPENSES 
       Medical aid contributions - Mr Fama                            3 000 
       Medical aid contributions – Farm manager                 2 000 
              Bank                                                                                             5 000 
  
Being medical expense paid in the tax year ended 31 December 2013 
 
6. INSURANCES 
Hail insurance (P & L)                                                             4 000                                                                                          
Life policy – Mr Fama                                                             3 500 
Life policy – Farm Manager                                                   2 500          
  Bank                                                                                              10 000 
Being insurance premiums paid in the tax year ended 31 December 2013 
                   
7. LIVESTOCK FORCED SALES 
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             Bank                                                                             16 000 
                    Livestock sales (P& L)                                                           16 000                                                                                 
Being 20 heifers with a fixed standard value of $600 which were sold by Mr Fama in July 2013 
due to the terrible drought in that year. 
The farm was in an area designated by the Minister of Agriculture as a drought stricken area 
in January 2013. The direct livestock expenses for the year were $15,000. The company had a 
herd of 160 as opening stock and 180 as closing stock. 
 
8. LIVESTOCK RESTOCKING 
           Livestock purchases (P & L)                     15 000 
                Bank                                                                         15 000 
                                                                                               
Being purchase of 15 heifers to restock the herd that had been sold as a result of the epidemic 
disease.The number of livestock on hand prior to restocking was 175. The assessed carrying capacity 
of the land was determined by AGRITEX officials at 185. 
 

REQUIRED 

Starting with the profit before tax figure of $150 000, compute the minimum tax payable by the 

company in respect of the year ended 31 December 2013 assuming that the company. 

 

Tut 2 Solution 

Mr Fama: Income tax computation for the year ended 31 December 2013 

        US$  US$   

Profit for the year        150 000 ½ 

1. Additions: 

Motor vehicle (20% * $10 000 * 80%)*        (1 600) 1 

Borehole sinking – para 2 7th schedule     (15 000) 1 

Borehole equipment – no capital allowances since 

not in use in 2013 tax year          0  1 

Water furrows – SIA 3 000 * 25% (farm improvement)         (750) 1 

2. Depreciation           85 000 ½ 

3. Boiler: 

Impairment loss -              3 000 1 

Insurance proceeds – capital       (10 000) 1 

Recoupment – wk 1                400 4 

New boiler  - SIA $9 000 * 25%          (2 250) 1 

4. Donations: 
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To Mr Farma’s son             1 800 1 

Deemed sale – adjust to mkt price ($2 400- $1 800)            600 2 

5. Medical aid 

Mr Fama contributions – not an employee          3 000 1 

Medical expenses – farm manager               0  1 

6. Insurance 

Valuation fees – allowable                0  1 

Life policy Mr Fama            3 500 1 

Life policy – Farm manager – staff cost              0  1 

7. Epidemic sales wk 2          (1 490) 2 

8. Restocking allowance – wk 3         (5 000) 2 

Minimum taxable income        211 210 

 

Workings 

 

Working 1: Recoupment 

                US$ 

Cost 2011             8 000 

SIA and W&T 2011 and 2012         (4 000) 

ITV at 31 December 2012           4 000 

 

Proceeds         10 000 

Potential Recoupment         6 000 

Recoupment restricted to capital allowances previously granted    4 000 

Proceeds received        10 000 

Used to acquire replacement asset      (9 000) 

Proceeds not utilised to acquire replacement asset      1 000 

Actual Recoupment ($4 000 * 1 000/10 000)          400 

Working 2: Drought sales relief 

          US$ 

Epidemic sales         16 000 

Less: cost at FSV (20 * $600)                (12 000) 

 Expenses (($15 000 * 20)/ 0.5(160 + 180))    (1 765) 

Taxable income from enforced sales        2 235 

2/3 c/fwd          1 490 

 

Working 3: Restocking allowance 

Livestock on hand prior to restocking         175 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

ACCL              185 

Difference which should not be exceeded           10 

 

Restocking allowance ($15 000 * 50% * 10/15)    $5 000 

 

 

 

 

 

 

 

 

 

 

TUTORIAL 3 

Zimbabwe in January 2014. Farmcorp’s vision is to provide food security to Zimbabwe and the 
Southern African Region at large. In with its vision on 15 January 2014 Farmcorp acquired a 
farm in Bindura which is in the Mashonaland West Province of Zimbabwe.  
 
After performing an assessment of the acquired farm the directors of Farmcorp decided to 
engage in the following farming activities: 

• Establish green houses for tomatoes, potatoes and cucumbers 
• Dairy farming 
• Cattle ranching 

Farmcorp’s farming activities commenced on 1 February 2014. 
 
The purchase consideration for the farm in Bindura was $790,200 which was payable in 12 
equal installments commencing 1 February 2014: The breakdown for the purchase 
consideration was as follows: 
 
           $ 
Land 250,000 
2 Dip Tanks 7,200 
Farm House 125,000* 
Staff compound – 20 units of $8,200 each 164,000 
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Dam 95,000 
Irrigation equipment 45,000 
Permanent Roads 24,000 
Fencing 32,000 
1 Lorry 16,000 
Goodwill 46,000  
               790,200 
*The farm house was occupied by Farmcorp’s farm manager from 1 March 2014. 
 
Farmcorp’s accountant Mr Makoni has approached for assistance with preparation of 
Farmcorp’s tax computation for the 2014 tax year. He has provided you with the following 
information which he thought maybe useful in preparing the tax computation. 
 
Livestock Activities 
   Description  Quantity Cost/SP PPV/FSV (/unit) 
        $   $ 
Purchases : Bulls   2    1,100   500 
   Dairy Cows  10    6,000   600 
   Cows   50  12,500   280 
   Oxen   30  10,500   370 
Sales  : Cows   15    6,000 
  : Oxen   20    9,000 
 

• During the year 38 Calves were born and the FSV for calves has been determined to be 
$60. 

• 15 Calves were promoted to tollies and 13 were promoted to heifers. The FSV’s for 
tollies and heifers were determined to be $180 and $195 respectively. 

• 8 calves died during the year. 
• 5 Cows were donated to the heroes’ day celebration gala which was held in Bindura 

town. If the cows had been sold in an arm’s length transaction they would have been 
sold for $400 each. 

• 1 of the dairy cows was stolen in August and all efforts to recover it have been fruitless. 
 
Income and Expenses: 
           $ 
Income: 
Livestock sales            15,000 
Tomatoes and Potatoes sales        165,000 
Cucumber sales           14,000 
Dividend Income     1        4,000 
Profit on disposal      2        3,000 
 
Expenses: 
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Livestock Purchases           30,100 
Seeds               5,200 
Fertilizers            11,400 
Salaries            15,000 
Pesticides                 800 
Vaccines                 900 
Boreholes      3        8,300 
Water Furrows             2,300 
Temporary farm roads               500 
Stumping and clearing of land           1,200 
Donations      4        1,700 
Interest expense     5        1,200 
Rental costs – Head office          11,200 
Other Expenses     6        9,900 
 
Notes:  

1. The dividend income was received from shares held by Farmcorp Padenga Limited 
which is listed on the Zimbabwe stock exchange. 

2. On 16 May 2014 1 of the Lorries which was acquired as part of the farm was disposed 
of given the numerous break downs it had suffered since acquisition. The lorry was 
disposed of for an amount of $18,000. A replacement lorry was acquired for an amount 
of $24,000 and the part of the purchase price was financed from the proceeds received 
from the disposal of the old lorry. The new lorry was brought into use on 1 June 2014. 

3. Farmcorp sunk 2 boreholes during the year under review and the cost incurred in 
respect of the boreholes were as follows: 

$ 
 Sinking of boreholes                                          3,400 
 Borehole equipment                      1,400 
                    4,800 
 

The boreholes were brought into use in Farmcorp’s farming operations effective 15 
January 2015. 

 
4. The following donations were made by Farmcorp during the year under review: 

$ 
 University of Zimbabwe Department of Veterinary Sciences   900 
 Chingwizi Primary school in Masvingo for the acquisition of stationery  800 
                    1,700 
 

5. Inorder to finance part of the acquisition of the farm in Bindura Farmcorp borrowed an 
amount of $600,000 from a local bank on which the interest of $1,200 was charged. 
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6. Other expenses are made up of the following expenditures which were incurred in 
November and December 2013 before the incorporation of Farmcorp: 

$ 
 Loan raising fees in respect of the $600,000 loan              6,000 
 Salary – November and December for the administration assistant            1,600 
 Rentals – Farmcorp’s Head office in Harare               1,400 
 Company registration costs        900 
                     9,900 

The expenditures above were paid for in November and December by Pokello one of 
the founding shareholders. Farmcorp reimbursed Pokello the full $9,900 in August 
2014. 

 
Required: 

a) Calculate the closing stock value in respect of livestock held by Farmcorp as at 31 
December 2014.    5 marks 

b) Calculate Farmcorp’s taxable income and income tax payable for the 2014 tax year 
assuming Farmcorp claims the maximum possible capital allowances and deductions.
 25 marks 

 
 
 
 
 
 
 
 
Tut 3 Solution 
 
Calculate the closing stock value in respect of livestock held by Farmcorp as at 31 December 
2014. 
 Livestock reconciliation as at 31 December 2014 
 

 Dairy 

Cows 

Bulls Oxen Cows Heifers Tollies Calves Total Marks 

Purchases 10 2 30 50 - - - 92 ½ 

Sales - - (20) (15) - - - (35) ½ 

Births - - - - - - 38 38 1 

Promotions - - - - 13 15 (28) - 1 
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Death’s - - - - - - (8) (8) 1 

Donations - - - (5) - - - (5) 1 

Theft (1) - - - - - - (1) 1 

Total 9 2 10 30 13 15 2 81  

FSV/PPV $600 $600 $370 $280 $195 $180 $60  1 

 $5,400 $1,200 $3,700 $8,400 $2,535 $2,700 $120 $24,055 1 

Total         8 

 
 
Calculate Farmcorp’s taxable income and income tax payable for the 2014 tax year assuming 
Farmcorp claims the maximum possible capital allowances and deductions. 
 
Income Tax computation for the year ended 31 December 2014: 

 $ $ Marks 

Livestock sales  15,000 ½ 

Tomatoes and Potatoes sales  165,000 ½ 

Cucumber sales  14,000 ½ 

Dividend Income - Exempt  0 ½ 

Disposal of Lorry:    

Profit on disposal  0 ½ 

Recoupment – no recoupment since no capital 

allowances previously granted to Farmcorp 

 
0 

1 

Livestock Purchases  (30,100) ½ 

Seeds  (5,200) ½ 

Fertilizers  (11,400) ½ 

Salaries  (15,000) ½ 
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Pesticides  (800) ½ 

Vaccines  (900) ½ 

Closing stock – refer to part b  24,055 1 

Donations – at market value ($5 * $400)  2,000 1 

Boreholes:    

Sinking costs – 7TH Schedule deductible   (3,400) 1 

Borehole equipment – no capital allowances since 

brought into use in the following tax period. 

 
0 

1 

Replacement lorry : $24,000 * 25%  (6,000) 1 

Water furrow : 7TH Schedule  (2,300) 1 

Temporary farm roads – sect 15   (500) ½ 

Stumping and clearing of land – 7th schedule  (1,200) 1 

Donations:    

UZ – in connection with Farmcorp’s trade  (900) ½ 

Chingwizi Primary school – sect 15 (2) (r3)  (800) ½ 

Interest on Loan – Capital in nature  0 1 

Pre-incorporation expenses : Sect 15 (2) (t)    

Loan raising fees – Capital in nature  0 1 

Salary  (1,600) ½ 

Rentals  (1,400) ½ 

Company Registration costs – Capital in nature  0 1 

Assets Acquired with Farm:    

Land – no Capital allowances  0 ½ 
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2 Dip Tanks - $7,200 * 5% (W&T)  (360) 1 

Farm House – exceeds $25,000 hence no capital 

allowances 

 
0 

1 

Staff compound - $164,000 * 5%  (8,200) 1 

Dam – 7th schedule  0 ½ 

Irrigation equipment - $45,000 * 25% (SIA)  (11,250) 1 

Permanent roads  - $32,000 * 5% (W&T)  (1,600) 1 

Fencing – 7 no deduction  0 ½ 

Lorry – disposed of in the current year hence no capital 

allowances 

 
0 

½ 

Goodwill – no capital allowances  0 ½ 

Taxable Income  117,145  

    

Tax @ 25.75%  30,165 ½ 

 
 
 

 
 
 

TUTORIAL 4 

Marange Mining (Pvt) Ltd is a mining company incorporated in 2011, in response to the influx 

of diamond discovered in Chiadzwa. The mining company is a joint venture between the 

Zimbabwean government and a Chinese company with the Chinese company holding 40% of 

the issued share capital and the balance is held by the Zimbabwean government. In terms of 

the shareholders agreement the day to day operations are managed by a team appointed by 

the Chinese company.  

You are part of the audit team assigned to the Audit of Marange Mining (Pvt) Ltd and you have 

been requested to assist with the review of tax affairs of the mining company. The finance 
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manager provided you with the following information with respect to the Companies tax affairs 

as at 1 January 2013: 

• Assessed loss brought forward $18,000 

• The unredeemed balance of capital expenditure was $62,000 

• The life of the mine was determined to be 12 years from 1 January 2014 – Diamond 

mine 

In respect of the tax year ended 31 December 2013 the finance manager provided you with 

the following information with regards the financial statements: 

        Notes   US$ 

Net profit per Income statement       600,000 

After Crediting among others 

Profit on disposal of shares      1    20,000 

Profit on sale of mining claims           4,000 

Interest on term deposits held with CBZ bank       13,000 

Profit on disposal of mine equipment    2    13,000 

After debiting among others: 

Depreciation            15,000 

Management fees       3    16,000 

Donations        4    13,300 

Provision for bad debts      5    17,000 

Repairs and maintenance expenditures        20,000 

 

 

Capital expenditure incurred in the 2013 tax year was as follows: 

Construction of Mining Buildings           75,000 

Construction of staff houses      7  120,000 

House for the general manager         40,000 

Shaft sinking costs            30,000 

ISUZU KB double cab for the Finance Manager       35,000 

Bulldozer             25,000 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

Notes 

1. In October 2013 the management decided to dispose of non-core investments that 

were being held. Therefore the company disposed of 10 000 shares in Muzeza (Pvt) Ltd 

(an unlisted entity) for an amount of $3/share. The shares had originally been acquired 

in 2012 for an amount of $1/share. Marange mining was charged a brokerage fee of 

8% of the gross sale proceeds. 

2. In June 2013 the company disposed of some mine equipment which had been 

determined to be no longer required. The details in respect of the disposed of 

equipment was as follows:  

Proceeds (US$) Cost (US$)     NBV 

(US$) 

           1 January 

2013 

 Bulldozer    33,000   30,000  

 27,000 

 Caterpillar    36,000   38,000  

 28,000 

 Total     69,000   68,000  

 55,000 

3. The management fees were paid to the Chinese company which has its offices in China. 

The fee is in respect of the management rights as agreed upon in the shareholder 

agreement. 

4. Details in connection with donations made during the year were as follows: 

US$ 

 Donation to the Chiadzwa community trust    10,000 

 Donation to Africa University (In Mutare)      2,000 

 Donation to Chief Chiadzwa’s inauguration ceremony    1,300  

          13,300 

5. The finance manager provided the following reconciliation in respect of the provision 

for bad debts for the current year: 

US$ 

 Balance as at 1 January 2013      20,000 
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 Bad debts written off (Customer was declared insolvent)            (10,000) 

 Charge for the year (P/L)*      17,000 

 Balance as at 31 December 2013     27,000 

* The charge for the year was calculated as 5% of the total debtors outstanding as at 31 

December 2013. 

6. During the 2013 year Marange minerals constructed 10 housing units to be used by its 

employees. The cost of the housing units was determined to be $12,000/unit as the 

units were identical in both size and design. 

Additional Information 

The following information was obtained after further discussions with the Finance Manager 

who is responsible for dealing with tax matters relating to the company. 

• Excluding any deductions arising from the above information other Sect 15 tax 

deductible expenditures in terms of the Income Tax Act were determined to be 

$220,000(Including the assessed loss carried forward). 

For the purpose of determining the Capital Redemption Allowances (CRA) the company has 

made an election to use the life of the mine basis. 

Required 

Calculate the Taxable Income and Income Tax liability of Marange Minerals (Pvt) Ltd for the year 

of assessment ended 31 December 2013. Please provide reasons where amounts do not need to 

be adjusted for. 25 marks 
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Tut 4 Solution 

 

 
 

$ $ Marks 

Net profit per Income statement  600,000 1 
Profit on disposal of shares – capital in nature  (20,000) 1 
Profit on sale of mining claims – capital in nature  (4,000) 1 
Interest on term deposits with CBZ  - Exempt 3rd schedule  (13,000) 1 
Profit on sale of mining equipment – capital in nature  (13,000) 1 
Depreciation – accounting entry no expense incurred  15,000 1 
Management fees – w2 ($16,000 - $2,140)  13,860 3 
Donations    
Chiadzwa community trust – not for purposes of trade  10,000 1 
Africa University – not for purposes of trade  2,000 1 
Inauguration party –not for purposes of trade  1,300 1 
Provision for bad debts    
Charge for the year – general provision not allowable  17,000 1 
Bad debts written off  (10,000) 1 
Repairs and maintenance – allowable sect 15 (2) (b)  0 1 
CRA – w1  (26,636) 8 
Assessed Loss b/f  (18,000) 1 
Taxable Income  554,520  
    
Tax @ 25%  138,630 1 
    
   25 

Calculations 

Working 1 

          US$ 

Unredeemed balance b/f         62,000 

Add Current Capital Expenditure 

Construction of mine buildings         75,000 

Construction of staff houses ($12,000*10)     120,000 

House for the general manager         40,000 

Shaft sinking costs          30,000 

Isuzu KB – Deemed costs         10,000 

Bulldozer           25,000 

          362,000 

Less Recoupment: 

Bulldozer         (33,000) 

Caterpillar         (36,000) 

          293,000 
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CRA ($293,000/11)          26,636 

Working 2 – Management fees 

Deductible  = A – (B + C) 

  =1% * ((220,000+10,000+26,636) – (16,000+26,636)) 

  = $2,140 
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TUTORIAL 5 

Newplats (Pvt) Ltd (Newplats) is a company involved in the mining of platinum group metals 
(PGMs) in Selous in Mashonaland West province of Zimbabwe. Platinum group metals 
("PGMs") are rare precious metals, which frequently occur together in nature as constituents 
of various ores and minerals. PGMs are a family of six metals: platinum, palladium, rhodium, 
iridium, ruthenium, and osmium, all of which have similar chemical and physical properties and 
are grouped together in the periodic table. 
 
The company has seen growth in recent years due to the increased global demand in PGMs 
especially from the Chinese market. Due to the increased pressure from the Zimbabwe 
Revenue Authority, the management team for Newplats decided to hire a tax consultant to 
review their tax affairs for the 2014 tax year.  
 
Mr Mugomo the Chief Finance Officer for Newplats gave you the following information with 
regards the tax policies and affairs for the company: 
 

• The company uses the new mine method for the purposes of calculating the capital 
redemption allowance. 

• The average debt to equity ratio for Newplats for the 2014 tax year was 5:1  
• The life of the mine as determined on 1 January 2014 was 15 years. 
• Newplats is a registered VAT operator under Category C. 

  
The profit before tax for Newplats for the 2014 financial year was $4.5million dollars. Included 
in determining the profit before the tax figure were the following journals and information 
amongst other information not specifically included in this scenario: 
 
1. Included in the sales revenue for Newplats were the following: 

$ 
 Sales to Impala Refinery Services South Africa    15,500,000 
 Sales to Mukute Refineries – A local company      2,300,000 
           17,800,000 
2. Other Income: 

 
2.1 Foreign exchange gains 
         DR  CR 
         $  $ 
Bank        450,000  
 Trade accounts receivables (SFP)      420,000 
 Exchange gain (P/l)          30,000 
Being realization of an exchange gain on an amount received from Impala Refineries 
Services 
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Trade accounts receivables (SFP)     83,500 
 Exchange gain (P/L)        83,500 
Being exchange gain on the translation of amounts receivable from Impala Refineries using 
the closing exchange rate as at 31 December 2014. 
 
2.2 Gain on disposal of equipment 
         DR  CR 
         $  $ 
Accumulated depreciation (SFP)     570,000 
Bank          67,000 
 Cost (SFP)         600,000 
 Gain on disposal (P/l)          37,000 
Being derecognition of mine equipment which was sold during the 2014 financial year. 
 
2.3 Finance Income 
 Bank        13,000 

Other Income (P/l)       13,000 
Being receipt of interest income on 90 days term deposits held with NMB Bank Zimbabwe. 
 
 Trade accounts receivables     25,300 
  Other Income        25,300 
Being interest charged on the amount owed from Mukute Refineries for late payments of 
amounts outstanding. 

 
3. Cost of sales 

DR  CR 
$  $ 

 Depreciation (P/L)      320,000  
 Accumulated depreciation (P/L)     320,000 
Being the depreciation charge on operating assets for the year. 
 
Royalties (P/l)       128,000 
 Bank         128,000 
Being royalty charged as 1% of total sales payable to (Mineral Marketing Corporation 
of Zimbabwe) MMCZ. 

 
4. Administration and other expenses 

4.1: Trip to China 
DR  CR 
$  $ 

 Marketing Expenses (P/L)     8,300 
  Bank         8,300 
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A team led by the Newplats Chief Executive officer went to China to meet with a 
Chinese refinery company to discuss the possibility of Newplats exporting platinum ore 
to the company. The total cost of $8,300 was incurred in respect of air fares, 
accommodation and other costs in respect of the trip. 

 
4.2: Share based payments 
 Staff costs (P/L)      150,000 
  Treasury shares (SFP)       150,000 
  
Due to the impressive performance in the 2013 financial year the directors of the company 
were awarded shares in Newplats. Newplats has always kept treasury shares which are 
used for the purpose of rewarding director performance. 
 
4.3: Interest payments 
 Finance cost (P/l)      120,000 
  Bank         120,000 
Being interest payments made in respect of borrowings with Barclays Bank of Zimbabwe 

 
5. Capital Expenditures 

5.1 Mine equipment 
In December 2013 Newplats placed an order for acquisition of mine equipment which 
included bulldozers, front end loaders, jack hammers amongst others from a supplier 
in China. The equipment was delivered at Newplats Selous mining premises on the 15th 
of December 2014 and details of the costs incurred were as follows: 
          $ 
Purchase price         540,000 
Shipping costs up to Beitbridge border post       11,000 
Transport cost – From Beitbridge up to Selous        2,300 
Insurance cost             1,100 
Import duty         100,000 

           654,400 
All the costs above were paid for during the 2014 financial year and the equipment was 
only brought into use from 6 January 2015. 
 

5.2 Other Capital Expenditures 
           $ 
15 Single Cab Nissan Trucks       330,000 
10 Double Cab ISUZU Dtech trucks      300,000 
Shaft sinking costs           80,000 
Construction of mine staff housing: 20 units @ $15,000 each   300,000 
                    1,010,000 

Required 
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Starting with the profit before tax of $4.5million calculate the minimum taxable income and 
income tax payable by Newplats (Pvt) Limited for the 2014 tax year. For all items which do not 
require an adjustment indicate by the use of a zero in your computations and provide a brief 
explanation why no adjustment is required.   15 marks 
 
Tut 5 Solution 
Newplats Income tax computation for the year ended 31 December 2014 
 

 $ $ Marks 

Net profit before tax  4,500,000 ½ 

Sales – Gross Income  0 ½ 

Other Income:    

Realized exchange gains – sect 8 (2)  0 1 

Unrealized exchange gain – Sect 8 (2) – not taxable  (83,500) 1 

Gain on Disposal of equipment  (37,000) ½ 

Interest income from NMB – Exempt 3rd schedule  (13,000) ½ 

Interest on long outstanding debtors – taxable sect 8  0 1 

Cost of sales:    

Depreciation – not incurred  320,000 ½ 

Royalties – not deductible  128,000 1 

Administration and other expenses:    

Marketing expenses – double deduction – sect 15(2) (gg)  (8,300) 1 

Share based payments – incurred for the purpose of 

trade 

 
0 1 

Interest Payments : w 1  48,000 3 

Capital Redemption Allowance: w 2  (1,397,400) 5 

Taxable Income  3,456,800  
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Tax @ 20%  691,360 1 

 
Workings: 
 
W1: Thin capitalization 
          $ 
Total interest paid        120,000 1/2 
Allowable ($120,000 * 3/5)       (72,000) 2 
Disallowed           48,000 1/2 
 
W2 : CRA 
          $ 
Mine equipment purchased during the year     654,400 1/2 
Single cab Nissan trucks       330,000 1/2 
Double cab Isuzu trucks       100,000 1 
Shaft sinking costs          80,000 1/2 
Mine staff housing        300,000 1 
                   1,464,400 
Less Recoupment        (67,000) 1 
CRA                   1,397,400 
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TUTORIAL 6 - Tariro Manhanga                                         25 

marks 

 

Tariro Manhanga was diagnosed with breast cancer in 2002 when she was only 48 years of age. 

After years of undergoing chemo therapy, Tariro passed on 30 April 2013 at the Avenues Clinic 

in Harare. During her lifetime Tariro was employed as a marketing executive at Masaisai 

Wireless Holdings a company with operations all over Zimbabwe.  

 

At the time of her death Tariro was survived by her Husband John (58 years old) and two 

children Chipo and Mary (who are twin sisters aged 17 years). Tariro was married in community 

of property to John. Tariro’s estate was wound up on 30 November 2013 where the final 

liquidation accounts were filed with the master of court. 

 

Tariro received the following receipts and accruals during the period 1 January 2013 to 30 April 

2013: 

            Notes   US$ 

Salary (@$2,300/month)       9,200 

Bonus, voted on 12 March 2013       2,300 

School fees allowance for her two daughters     1,200 

Interest on term deposits with CBZ bank                1   1,667 

Dividends      2   3,800 

Rental Income      3   2,000 

 

Notes 

 

1. The interest was in respect of term deposit held with CBZ bank. The maturity date of the 

term deposit is 31 December 2013 and accrues interest at a rate of 10% per annum payable 

on a monthly basis. The interest is calculated on the principal amount of $50,000 which 

Tariro invested on 1 January 2013. 

 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

2. The dividend income was earned as follows: 

US$ 

 Delta Beverages Zimbabwe*      1,300 

 Bari Holdings – A UK based company     2,500 

At the time of her death Tariro shareholding in Delta was valued at $25,000, whilst her 

shareholding in Bari Holdings was valued at $35,000. 

 

3. The rental income is in respect of a house in Hillside Harare on which the tenants paid a 

monthly rental of $500. The house is co-owned by Tariro and John.Upon her death the 

tenants continued paying the monthly rental up until December 2013. The market value of 

the house on 30 April was determined to be $60,000. 

4. At the time of her death Tariro had $6,700 in her bank account with CBZ bank and $2,300 

in outstanding salaried from her employer Masaisai Wireless Holdings. 

5. In administering the affairs of Tariro’s deceased estate the executors incurred the following 

expenses: 

US$ 

 Executors fees        1,300 

 Avenues Clinic in respect of Tariro’s medical expenses   2,400 

 TV Sales and Home: In respect of TV purchased on credit by Tariro    300 

 School fees for Chipo and Mary      1,200 

          5,200 

6. At the time of her death Tariro had not had the opportunity to draft a will, hence upon the 

winding up of her deceased estate the remaining assets were awarded to her surviving 

husband John. 

7. Tariro was ordinarily resident in Zimbabwe at the time of her death. 

 

REQUIRED 

 

(a) Discuss and calculate the taxable income for the year ended 31 December 2013 (in terms of 

the income tax Act) arising during the pre and post death period of Tariro. Your discussion 

should highlight in which taxpayer’s hands the income will be taxable.                                

15 marks 

 

(b) Calculate the dutiable amount (in terms of the Estate Duty Act) of Tariro’s deceased estate.  

Base your calculations only on the available information in the question.                 

10 marks 
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TUT 6   SOLUTION – Tariro Manhanga                                                                               25marks 

a. Discuss and calculate the taxable income for the year ended 31 December 2013 (in terms 

of the income tax Act) arising during the pre and post death period of Tariro. Your 

discussion should highlight in which taxpayer’s hands the income will be taxable. 

  15 marks 

Predeath Income - Tariro 

Any income accruing during the Pre-death period is taxable in Tariro’s hands and the source 

of the income needs to be determined i.e. from employment or from trade and investments- 

sec 11. 1 mark 

       US$ US$  Marks 

Salary        9,200  1   

Bonus        2,300  1 

Less Exempt portion of bonus – 3rd schedule   (1,000)  1 

School fees allowance      1,200  1 

Interest on term deposit – Exempt 3rd schedule   -  1 

Dividends:  Delta Beverages – Exempt   -  1 

  Bari Holdings     2,500  2 

Rental Income: Exempt Tariro is over 55 years    -  2 

Taxable Income       14,200 

 

Post Death Income – 

❖ For income accruing after the post death period it will need to be ascertained whether 

the deceased had a right to the income before and in whose hands the income will be 

taxable. 
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❖ In this case we have rental income on the holiday house. Since the property was jointly 

owned half of the rental income will be taxable in John’s hands from 1 May 2013 and the 

other half in the hands of the deceased estate.    1 mark 

 

Deceased Estate 

Rental Income (May to December - $500*50%*8)  2,000  1 

Interest – (50,000*10%*8/12) - Exempt 3rd schedule  -  2 

        2,000 

 

John 

Rental Income (May to December -$500*50%*8)  2,000 

Less Exempt – 3rd schedule (over 55 years of age)  (2,000) 

- 

 

 

b. Calculate the dutiable amount (in terms of the Estate Duty Act) of Tariro’s deceased 

estate.  Base your calculations only on the available information in the question. 

 10 marks 

 

US$ US$  Marks 

CBZ Term Deposit – Sec 4 (2) – 50%    50,000  1 

Delta shares – Sec 4 (2) - 50%     25,000  1 

Bari Holdings shares – Sec 4 (2) –     35,000  1 

Hillside House – Sec 4 (2) – 50%     60,000  1 

Cash – sec 4 (2)         6,700  1 

Outstanding salary – sec 4 (2)       2,300  1 

Less deductible amounts 

Executor’s fees – sec 5     1,300   1 

Medical expenses – not allowable   -   1 

TV Sales and home - Sec 5       300   1 

School fees for Chipo and Mary – not allowable  - (1,600)  1  

Dutiable Amount                  177,400 
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TUTORIAL 7 – Tyrone Landis                                    60 marks 
 
Information relating to Mr Tyrone Landis 

 
Mr Tyrone Landis, a 56-year-old Z i m b a b w e  resident died on 31 August 2014.  At  the  
time  of  his  death  Tyrone  owned  the  following  assets  and investments: 

 
1. A loan to the Landis Trust: On 30 July 2010 Tyrone sold a small block of flats in 

Borrowdale on loan account to the Landis Trust for $150 000. This was the arm’s 
length market value of the block of flats at that time. The loan bears interest at a 
market- related rate of 10% per annum. No repayments of the capital amount of the 
loan have been made by the Landis Trust. The interest arising on the loan was paid 
as incurred. In terms of Tyrone’s last will and testament the loan owing by the Landis 
Trust was waived. 

 
2. Retirement a nnu i ty  fund :  On 31 July 2014 Tyrone commuted his retirement 

annuity fund, which he had taken out on 1989, and received $450,000. He paid his 
annual contribution to the fund, amounting to $6,000 in January 2014.  
 

3. Shares in Acacia Ltd, a company listed in Zimbabwe: Mr Perry Landis, Tyrone’s 
father, acquired these shares at a cost of $9 000 (accept that this is the converted 
US$ value) on 1 December 2001. On the death of Perry in 2004, Tyrone inherited 
these shares, the estate value of which was $97,500. The market value of the shares 
at the date of Tyrone’s death was $126 500. Dividends received in the 2014 year of 
assessment up to the date of Tyrone’s death amounted to $400, after the deduction 
of the relevant withholding tax. These shares were bequeathed to Tyrone’s wife. 
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4. Shares in Cedar Plc., a company listed in the United Kingdom: Tyrone acquired these 

shares at a cost of GBP9 000 on 30 June 2002 from funds he had in the United 
Kingdom at the time. The shares had a market value of GBP97 500 at the date of 
his death. On 30 July 2014 Tyrone received a foreign dividend from Cedar Plc in 
Zimbabwe with an equivalent value of $16,830, after the deduction of withholding 
tax at 15%. No further dividends were paid by Cedar Plc. These shares were 
bequeathed to the Landis Trust. Cedar Plc.  
 

5. Cash on hand of $50 000: The cash on hand (if any), after paying the funeral 
expenses, executor’s fees, estate duty and tax liabilities, was bequeathed to the 
Landis Trust. 
 

6. Family Vehicle valued at $5 000: This vehicle was bequeathed to Tyrone’s wife. 
 

7. Principal Private Residence: Tyrone acquired this property on 1 September 2005 for 
$85 000 and constructed a swimming pool at a cost of $15 000 on 1 December 
2005. The maintenance of the pool proved to be too costly and Tyrone decided to 
demolish it in 2009 at a cost of $4 000. The market value of the property at the date 
of Tyrone’s death was $375 000. The residence has never been used for trade 
purposes. The property was bequeathed to Tyrone’s wife. 
 

8. Business as a sole trader: Tyrone had been carrying on business as a sole trader in 
Gweru under the name of Keen Manufacturing (Keen) for the last 13 years. The 
business manufactured fishing equipment which was sold on the local and export 
market. Tyrone was registered for Value Added Tax (VAT) with a two month VAT 
period. 

 
 
The following information was extracted from the accounting records of Keen for 
the period 1 January 2014 to 31 August 2014. All amounts are exclusive of VAT 
unless stated otherwise. 
 

 
 $ 
Sales 662 000 
Cost of sales (468 000) 
Other tax-deductible expenditure (24 000) 
Profit before tax and leasing charges  170 000 

  
 

Additional information 
 
8.1 Cost of sales was calculated as follows: 
 

 $ 
Opening trading stock (at cost) 215 000 
Purchase of raw materials 286 300 
Labour costs 240 000 
Closing trading stock (at cost) (273 300) 

 468 000 
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8.2 Trading stock had never been valued ‘below cost’ and had a market value of $460 000 

on 31 August 2014. 
 

8.3 Apart from expenses with regard to the lease, which have not yet been recorded, 
there were no other expenses. 

 
8.4 In terms of a ten-year lease concluded on 1 January 2007 a monthly rental of $3 

450 (excluding VAT) was payable. On   inception   of   the   lease,   a   lease premium 
of $11 400 (excluding VAT) was payable. The lease contract had no market value at 
31 August 2014. 

 
8.5  In terms of Tyrone’s will, the executor was to sell Keen as soon as possible and the 

net proceeds were to be inherited by the Landis Trust. Tyrone and his business in the 
estate, for VAT purposes, are deemed to be one and the same person. 

 
8.6 Subsequent to Tyrone’s death, the executor of the estate continued to operate Keen 

until its sale. The business was sold as a going concern to an unrelated VAT registered 
person on 30 September 2014 for $637 000. 

 
8.7 The taxable profit for the one month’s trading can be accepted to be $36 000, 

excluding expenses, with regard to the lease. No further income accrued to the estate 
after 30 September 2014 until it was wound up on 31 December 2014. 

 
8.8 The agreement allocated the following amounts to the purchase consideration: 

 

 $ 

Trading stock 460 000 

Goodwill 177 000 

8.9 The lease agreement, with the consent of the lessor, was taken over by the purchaser. 
The value of goodwill at the date of Tyrone’s death was $170 000. 

 
Information relating to the Landis Trust 
 
The Landis Trust was created in Zimbabwe by Perry in 1985 with an initial donation of 
the equivalent of $10. The beneficiaries of the Landis Trust were Perry’s seven 
grandchildren (one of whom is Aimee Jackson), who were resident in different parts of 
Zimbabwe. 
 
On his death in 2002 Perry bequeathed the following assets to the Landis Trust: 

• Commercial property in Bulawayo; 

• A flat in Kwekwe  
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• Shares in Stinkwood (Pvt) Ltd, a  
Zimbabwean company; 

• Shares in Jacaranda Plc, a foreign 
company. 

 
The following is an extract from the accounting records of the Landis Trust for the 
year ended 31 December 2014: 

 
 $ $ 
Income   
Rental from the Bulawayo commercial property  54 000 
Rental from a block of flats in Borrowdale  17 500 
Interest from Agricultural Authority Bills  12 560 
Dividends from Stinkwood  18 840 

           102 
900 Expenditure and distributions   

Allowable maintenance costs for Bulawayo property 24 480  
Allowable maintenance costs for Borrowdale block of flats 9 000  
Trustee remuneration 2 620  
Audit fees 2 500  
Air tickets for  beneficiaries to attend Tyrone’s funeral 2 690  
Annuity 10 500        51 790 

         51 110 
   

Capital Distribution 

Property distributed to Aimee Jackson  $48 000 

 

NOTES 

The above extract includes all income and expenditure of the Landis Trust except for the 
interest paid to Tyrone for the period 1 January 2014 to 31 August 2014. 

 
The Zimbabwe Revenue Authority has agreed that trustees’ remuneration sh o u l d  b e  
ap p o r t i o n e d  b e t w e e n  t ax ab l e  an d  n o n - t ax ab l e  i n c o me .  

 
In terms of the trust deed, the Trustees h a v e  the discretion to distribute the 
income of the Landis Trust on behalf of the beneficiaries. The Trustees agreed to a 
request from some of the beneficiaries that their travel costs to attend Tyrone’s funeral 
be paid for out of the income of the Landis Trust.  
 
 
In terms of Perry’s last will and testament, the trustees of the Landis Trust are required 
to distribute an annuity of $1 500 to each beneficiary alive at the end of each year of 
assessment out of the net rentals of the Bulawayo commercial property bequeathed to 
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the Landis Trust. At the end of the 2014 year $1 500 was distributed to each of the seven 
beneficiaries. 
 
In terms of Perry’s last will and testament, the Kwekwe flat was to vest in Aimee 
Jackson, Perry’s f a v o r i t e  grandchild, upon reaching t h e  a g e  o f  2 5 . She turned 25 in 
January 2014, at which date the market value of the property was $48 000. At the 
time of Perry’s death in 2002, the value was $13 000. This value was accepted by the 
Master. 
 

 
REQUIRED 
 
a. Calculate any income tax liability for the late Tyrone Landis for the period of assessment 

up to the date of his death. Provide reasons for amounts added/deducted in the tax 
computation.                               20 marks 
 

b. With regards to the Landis Trust – 
i. Calculate the taxable income for the 2014 year of assessment (you are not 

required to calculate any tax liability)       14 marks                                           
ii. Calculate any capital gains tax liability;                  2 marks 
iii. Advise what deduction Aimee could claim for capital gains tax purposes if 

she sells the property; and                                          1 mark 
iv. Advise how the annuity will be taxed in the hands of the beneficiaries and 

whether it could be apportioned between the Trust’s taxable and non-
taxable income. Cite relevant cases.          3 marks 

Communication skills – logical argument           1 mark 
 

c. From the available information, prepare an income tax computation for Tyrone’s 
estate for the period 1 September 2014 to 31 December 2014.                    7 marks 
 

d. With Regards to the shares and property bequeathed to the Landis Trust by Tyrone – 
i. Advise what capital gains tax (if any) would be payable by Tyrone’s estate if 

these were to be transferred to the beneficiaries; and                     2 marks 
ii. Advise what capital gains tax (if any) would be payable by Tyrone’s estate if 

the beneficiaries were to sell the shares and property.                     2marks 
 

e. Discuss the tax implications of the waiver of the loan account for the Landis Trust.    3 
marks 
 

f. Discuss the VAT consequences for Tyrone’s deceased estate from the sale of the 
business and advise what specific information the agreement should contain for VAT 
purposes.        5 marks 
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TUT 7 SOLUTION – Tyrone Landis 

Income Tax computation Late Tyron Landis  

Part a 

 $ $ $ Marks 

Interest on loan ex Lands Trust $150 000*10*8/12 

no exemptions in terms of section 10(n)of 3rd 

schedule as this was not a deposit with a financial 

institution)#   

   

10 000 

 

2 

(# an explanation must be given to obtain a mark 

commutation of retirement annuity fund in terms 

of section 8(n) of the act non-taxable portion is 1/3 

* 450 000 

 450 000 

(150 000) 

 

 

 

300 000 

1 

 

1 

Dividend Acacia Ltd Is not taxable  

Taxable Income from Keen Manufacturing (deduct 

lease 8 months at $3 450 ) deduct lease premium 

section 15 (2) (d)  $11 400/10=$1 140 per annum  

for 8 months =$1 140*8/12 

 

 

 

27 600 

      760 

 

170 000 

 

 

  28 360 

 

 

 

 

141 640 

1 

1 

1 

1 

1 

Deduct maximum amount of retirement annuity        2 700 1 

Taxable Income    448 940 1 

Tax on $446 240 @ 25%  

Deduct credit  

  112 235       

(600) 

1 

1 

   111 635  
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Add aids levy (3%)        3 349 1 

   114 984 1 

Tax on gross UK dividend $19 800  

($16 830 *100/85=$19 800) 

Tax 20% * $19 800 deduct 15% withholding tax  

  

3 960 

2 970 

 

 

         

       990 

1 

1 

1 

Tax Liability    115 278 1 

    20 

 

Part b 

(i) 

 

Rentals income from property  

Rentals income from Borrowdale property  

   $ 

 

  $ $ 

54 000 

17 500 

Marks   

1 

1 

   71 500  

Deduct maintenance costs Bulawayo property   (24 480)  1 

Maintenance costs Borrowdale property     (9 000)  1 

Interest 8 Months  - Loan Tyrone  (10 000)  1 

Annuities in terms of trust deed taxable in beneficiary 

hands  

  

(10 500) 

 

 

(53 980) 

 

1 

   17 520  

Dividend not taxable  - Exempt 0   1 

Interest from agricultural marketing Bill not taxable  0   1 
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Deduct air fare    (2 690) 1 

   14 830  

Deduct trustees remuneration   (2 620)   

Less portion application to non-taxable income  

(non-taxable income divided by total income  

($71 500+$31 400=$102 900 

$2 620*31 400/$102 900 

  

 

 

   800 

 

 

 

 

 (1 820)  

 

 

 

 

2 

Deduct audit fee 

Less portion applicable to non-taxable income  

$2 500*$ 31 400/102 900 

 (2 500) 

 

   762 

 

 

 (1 738) 

 

 

2 

Taxable Income   11,272 14 

     

(ii)Capital Gain   48 000 1 

Capital gains tax is a flat rate of 5% as the Trust had 

acquired the property prior to 1/2/2009 

   

  2 400 

 

1 

(iii)Aimee can claim a deduction of $ 4 8000 as her cost 

and an inflation allowance for each year she holds it  

    

1 

(iv)the annuities would be taxed in the beneficiaries 

hands in full  

the general rule that trust income its identity in the 

hands of beneficiary (i.e Dividends known as the 

conduit pipe principle Armstrong v CIR ) does not apply 

to annuities which is the exception to the rule that they 

may have been paid out or martially out of non-taxable 

income  

   1 

 

 

 

2 

20 
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Alternative basis of Calculating the trust total taxable 

income  

    

Alternative basis of taxing the Trust  

Total income  

Deduct  interest Agricultural bank not taxable  

Dividend not taxable  

  

 

(12 560) 

(18 840) 

 

51 110 

 

(31 400) 

 

 

1 

1 

Deduct interest 8 months    (10 000) 1 

Rent Bulawayo taxable –no adjustment  

Rent Borrowdale taxable –no adjustment  

Deduct allowable therefore no adjustment  

Maintenance costs Borrowdale property  

Air ticket allowable  

Annuities allowable  

Add disallowable portion of audit fee 

Disallowable portion of trustees remuneration  

  

 

 

 

 

 

762 

800 

 

 

 

 

 

 

 

1 562 

 

 

1 

1 

1 

1 

2 

2 

Taxable Income    11 272 1 

    14 

 

Part c 

 $ $ $ Mark  

Interest on Loan - $150,000*10%*1/12 

Taxable profit – one month’s trading 

Profit from sale of trading stock  

($460 000-273 300) 

   

 

 1 250 

36 000 

 

186 700 

 

1 

1 

 

1 
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Sale of goodwill –capital not taxable  

Deduct one month’s rent  

One month’s lease premium 1/12*1 140 

  

 

(3 450) 

     (95) 

223 950 

0 

 

(3 545) 

1 

1 

1 

Taxable Income    220 405 1 

    7 

 Part d 

Capital Gains Tax by Estate to Beneficiaries    Mark  

When specified assets are transferred to beneficiaries 

in an estate no capital gains tax arises  

this is in terms of section 10 (a) of the Capital Gains Tax 

Act  

No Capital gains tax would be payable by the Estate 

when the beneficiaries sell the inherited assets as this 

would be payable by the beneficiaries  

    

1 

1 

 

 

2 

    4 

 

Part e 

 Waiver of loan in the hands of Landis trust  

In terms of the provisions of section 8 1 (k) of the 

income Tax Act , a concession by creditors normally 

gives rise to taxable income  

It has been held that this section of the act does not 

apply where the concession is granted by a loan 

creditor   

therefore in the hands of the Trust therefore is no 

income tax consequences by the waiver of the loan  

 

   Mark 

 

 

1 

 

1 

 

1 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

Note to examiner no marks if the candidates merely 

states this capital with no mention of the relevant 

section of the act. 

 

    3 

Part f 

 

VAT Consequences arising from sale of business  

In terms of the provisions of section 10(1)(e) of the 

VAT act if the business is sold on the going concern 

basis the transaction is zero rated  

Provided the following provisions are carried out by 

both the vendor and purchaser and seller must be VAT 

registered the purchaser and seller must have agreed 

in writing that the business is being sold a going 

concern the business is being sold must be capable of 

a separate operation   

The parties must agree in writing that the purchaser 

will continue an income earning activity with the assets  

Mark for communication skill  

   Mark  

 

 

1 

 

1 

1 

1  

 

 

1 

1 

    6 
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TUTORIAL 8 – Thomas Mlambo                      15 marks 

 

Mr Thomas Mlambo turned 56 on 20 November 2012.  His wife Ruth turned 48 on 15 May 
2013.  They are married out of community of property and have a son and daughter who had 
their 30th birthday on 17 October 2013.  Thomas was due to retire on 31 December 2015 from 
the company where he had been employed for his entire working life. At the time of his death 
Thomas was ordinarily resident in Zimbabwe. 
 
Thomas died suddenly on 30 September 2013.  The receipts and accruals up to the date of 
death were as follows: 
                                                                                                                                                                        
USD     
Salary                                                                                                                                            60 000 
Interest on money market investment                                                                                     6 000 
Dividends on share portfolio (Local listed companies)                                                        12 000 
Bonus received from Employer (November 2013)                                                                 4 500 
 
 
Other relevant information is as follows: 
 
■ Thomas owned a holiday house which has a market value at the date of his death of 

$300,000. The original cost on 1 March 2009 was $180,000.  Improvements at a cost of 
$40 000 were effected shortly before his death. Since Thomas rarely used the holiday 
house he decided to let it out at a monthly rental of $1 000. During the 2013 tax year the 
holiday house was occupied by the tenant for the full 12 months. In terms of his will the 
property was bequeathed to his son with a life usufruct to the wife Ruth upon Thomas’s 
death.  

 
■ In October 2013 Ruth received a lump sum of $40 000 from a Pension fund which Thomas 

contributed to during his lifetime. The pension fund is registered in terms of the Pension 
and Provident Funds Act. 

 
■ Cash on hand in his current account at the bank amounted to $15 000.  Assume that the 

September 2013 salary and the total amount of interest and dividends were actually 
received on or before 30 September 2013 and the other amounts were paid out after the 
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date of death.  The money market investment (see interest above) amounted to $75 000 
on his death.   

 
■ At the time of his death Thomas also had the following asset: 
                                                                                                                                                                 

USD 

• Property in Namibia                                                                                                25 000 
 
■ In discharging Thomas’s deceased estate the executor incurred the following 

expenditures on behalf of the estate: 
 
                                                                                                                                                                

USD 

• Thomas’s funeral expenses                                                                                    3 000  

• Executors fees                                                                                                           1 500 
 
REQUIRED  
(i) Discuss and calculate the taxable income for the year ended 31 December 2013 (in terms of 
the income tax Act) arising during the pre and post death period of Thomas. Your discussion 
should highlight in which taxpayer’s hands the income will be taxable.                                                 
10 marks 
(ii) Calculate the dutiable amount (in terms of the Estate Duty Act) of Thomas’s deceased 
estate.  Base your calculations only on the available information in the question.                                     
5 marks 
 
TUT 08 SOLUTION – Thomas Mlambo 

 
Part  A: Taxable Income 

  
-$ +$      Marks 

Pre-death Income     
Any income accruing during the pre-death period is 
taxable in Thomas’s hands and the source of the 
income needs to be determined i.e. from 
employment income or from trade and investments – 
Sect 11 

  

 2 
Taxpayer: Thomas     
Salary – Sect 11 (4) (c)    60,000 1 
Interest on money market Investments – Sect 11 (4) 
(c) 

6,000  
 1 

Less Exempt portion – over 55 years (3RD Schedule) (3,000)  3,000 1 
Dividends – exempt (3rd Schedule)    - 1 
Bonus – Sect 11 (4) (c) 4,500   1 
Less Exempt portion – 3RD Schedule (1,000)  3,500 1 
Rental Income – Sect 11(4) (c) – ($1,000*9) 9,000           1 

Less exempt portion – over 55 years (3rd Schedule) 
(3,000)         

6,000         1 
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Taxable Income in the pre death period   72,500  
Post Death Income     
For income accruing after the post death period it will 
need to be ascertained whether the deceased had a 
right to the income before and in whose hands the 
income would be taxable. In this case we have rental 
income on the holiday house. The house has been 
bequeathed to the son with a life usufruct for the 
benefit of Ruth. Hence the income will be taxable in 
the hands of Ruth. (Sect 11  (2)) – Beneficiary with a 
vested right. 

  

 2 
Ruth 
 

  
  

Rental Income( Oct to December)   3,000 2 
Total Available    14 
     
Part B: Calculation of Dutiable amount in Thomas’s 
Deceased Estate 

  
  

     
Holiday House   300,000 1/2 
Lump sum Pension Fund – Sect 4 (2)   40,000 1 
Cash – Sect 4 (2)   15,000 1/2 
Money Market Investments – Sect 4 (2)   75,000 1 
Property in Namibia – Sect 4(2)   25,000 1 
Less Deductible amounts     
Funeral Expenses: Sect 5(a)  3,000  1 
Executors fees: Sect 5 (c)  1,500  1 
Lump sum: Sect 5 (m)  40,000 44,500 1 
Dutiable amount   410,500  
     
Total Available    7 

 

Tutorial 9         30 Marks 

Tony Mambo (CEO of Ocean) is a widower who registered a trust called the BH Trust. The BH 

Trust started a real estate business trading as BH Properties (BHP). BHP owns many properties 

in the Central Business District (CBD) of Harare. BHP buys and sells properties. As part of its 

trading activities BHP manages properties owned by 3rd parties and offers valuation services. 

BHP operates one bank account and all amounts received are banked intact. 

1. Beneficiaries to the BH Trust. 
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1.1. Tatenda Mambo is Tony’s 16-year-old son. He is entitled to rental income from 2 

named properties in BHP. The properties earned total rentals of $10,800 in the 

year ended 31 December 2016. Tatenda received $3,500 being outstanding 

balance from 2015 rentals and $5,900 being part payment of the 2016 rentals. 

1.2. Fleet Consultancy (Pvt) Ltd (Fleet) is a named beneficiary with a right to $5,000.00 

per annum if net profits for the year exceed $25,000. Fleet participates in noble 

corporate social responsibility programs whenever funds permit. It supports a 

number of children’s homes in Harare. The trustees have a discretion as to the 

timing of the distribution. During the year Fleet received a cash payment of 

$2,500. 

1.3. BHP pays scholarships up to $5,000 a year for disadvantaged secondary school 

children in Binga in the Matebeland North province. The selection criterion is 

academic excellence at grade seven final examinations and the trustees are 

responsible for the adjudication process. 

2. Trustees 

The Trust is managed by two trustees appointed by Tony. Currently the two Trustees 

are Mr Leo Mabeta CA(Z) and Mr Ronald Murashe, a lawyer. 

3. Trust Income 

BHP recorded a net profit before tax of $31,250 for the year ended 31 December 2016. 

The following transactions were correctly accounted for per IFRS requirements in 

calculating the net profit before tax: 

3.1. Rentals are received in advance. BHP received rentals of $33,000 in December 

2016 for the month of January 2017. This amount was correctly recognised 

deferred revenue in the BHP’s 2016 financial statements. 

3.2. A new tenant paid a refundable security deposit of $1,250 which was recorded 

as a liability in BHP’s hands. 
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The rest of the trust income is revenue from rentals, advisory services and valuation services. 

4. Trust Expenses 

BHP incurred the following expenses 

4.1. Depreciation of $7,560.  

4.2. BHP incurred a total of $1,350 in operating expenses related to the properties in 

note 1.1. above. 

4.3. Impairment losses of $2,500 were recognised for a accident damaged motor 

vehicle. 

4.4. One of the properties that BHP had bought for resale is in a low-lying wetland and 

was flooded in the rainy season. The floors were extensively damaged and BHP 

wrote its value down by $15,000 from the cost of $145,000 to $130,000 being 

the Net Realisable Value per IAS 2. The market value of the property is $125,000. 

4.5. The trust donated $850 for annual school fees, books and uniforms for a 

Muzarabani very bright student in primary school. This donation was expensed in 

the books. 

4.6. BHP paid out $5,000 for the Binga scholarship. 

4.7. A vehicle belonging to the Trust was involved in an accident and costs amounting 

to $748 were incurred in effecting repairs on the car. Compensation amounting 

to $530 was received from their insurers. The compensation proceeds had not 

been included in the profit calculation but the $748 had been deducted as an 

expense. 

4.8. Included in the profit calculation were income from foreign dividends of $1,500. 

Also included were costs of $30 incurred in connection with those dividends. 

4.9. During the year BHP expensed the following: 

4.9.1. 5% Provision for bad debts            $2,500 
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4.9.2. Bad Debts written off: 

a. Staff debtor who had taken out a loan and passed on           $500 

b. Trade debtor whose mobile phone has not been reachable for 4 

weeks.                 $450 

4.10. BHP was charged a fee of $45 for a deposit scheme with a local financial 

institution that yields interest of $3,200 per annum. The $45 was expensed and 

the $3,200 was included in finance income. 

4.11. BHP had the following assets as at 31 December 2016: 

ASSET 
DATE OF 

ACQUISITIONS 
COST ($) NBV ($) 

Motor Vehicle (PMV) 13 January 2014 23,000 17,500 

Office Building 12 February 2015 240,000 231,000 

Required 

1 Discuss the income tax consequences for the year ended 31 December 2016 of the 

income 

and the related expenditure generated by BHP in relation to: 

i. BH Trust         6 

ii. Tatenda Mambo        4 

iii. Fleet Consultants        4 

iv. The disadvantaged children in Binga who are beneficiaries to the trust. 2 

2 Calculate the income tax payable for the year ended 31 December 2016 in relation to: 

i BH Trust         19 

 

3 Brian Hove is not sure whether or not the BH Trust should be a registered operator  

 For VAT purposes. Discuss whether or not the Trust should register for VAT based on the 

information available.          5 
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Solution 

Question 2 (G) 

Discuss the income tax consequences with supporting calculations for the year ended 31 December 

2016 of BHP income and expenditure to: 

i. BHP (the Trust) 

 

 MARKS 

S6 of the income tax act states tha7t tax shall be levied on persons on 

income received or accrued in any year of assessment. 
1 

A trust whose income does not have a beneficiary who is entitled to it is a 

trust as defined in s2 of the income tax act. 
1 

Thus, the trust will be taxed on the remainder of the income after 

deducting the following: 
 

- Tatenda, a beneficiary with vested right $10.8k will be deducted 

from the trust’s income, even though Tatenda only received part 

of the 2016 payment and some from 2015. 

- Fleet consultancy, a beneficiary with a contingent right $5k will be 

deducted from the trust’s income. 

- Expenses related to the properties the income of which Tatenda 

has a right to will be added to/reversed from the company’s profit 

before tax at an amount of $1,350. 

2 

 

1 

 

1 

 

Available           6 

Max            6 

 

ii. Tatenda 

• Tatenda has a vesting right to the rental income in the trust.  1 

• The rental income will be taxable in the hands of Tatenda even though it is 

received by the trust on Tatenda’s behalf.    1 

• The income would constitute Tatenda’s gross income and therefore taxable 

in his hands       1 

•  However, Tatenda is a minor and cannot pay tax.   1 

 

Available           4 
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Max            5 

Fleet Consultants 

• Fleet Consultants has a vesting right to the $5,000 distribution since the net 

profit exceeded $25,000.      1 

• The income will be taxable in the hands of Fleet Consultants and not in the 

trust’s books.        1 

• The income would constitute Fleet Consultants’ gross income and therefore 

taxable in their book      1 

•  However, it can be argued that the $5,000 is of a capital nature and not 

subject to tax.        2 

Available           4 

Max            5 

 

iii. The disadvantaged children who are beneficiaries to the trust. 

• The disadvantaged children only have a discretionary right to trust assets.1 

• The income will only be taxable in their hands when the benefit has vested 

to them i.e. when given the scholarship.     1 

• The scholarship is of a capital nature in the hands of the children hence not 

taxable.         1 

•  Furthermore, these children are minors and cannot pay tax.  1 

Available           4 

Max            4 
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INCOME TAX PAYABLE FOR BH TRUST FOR THE YEAR ENDED 31 DECEMBER 2016 

Net Profit Before Tax        31,250.00                  1  

Refundable deposit s8 received         1,250.00                  1  

Adj - Tatenda's rental income Vest right. Not Trust Income    (10,800.00)                 1  

Fleet consultancy payment Contingent right beneficiary       (5,000.00)                 1  

Rent Received in Advance s8 received       33,000.00                  1  

Depreciation Not incurred         7,560.00                  1  

Operating expenses related to properties for which 
Tatenda has a vested right 

Not part of Trust income and expenditure         1,350.00                  1  

Impairment losses Not incurred         2,500.00                  1  

Write down adjustment 
NRV not an acceptable inventory valuation 
method for tax purposes 

      15,000.00                  1  

Adjustment to market value      (20,000.00)                 1  

Donation Not for the purposes of trade             850.00                  1  

Binga scholarship Distribution is not for the purposes of trade         5,000.00                  1  

Expenses recoverable under an insurance contract s16(1)(c -prohibited deduction             530.00                  1  

Provision for bad debts Not incurred         2,500.00                  1  

Staff debtor s15(2)(g)             500.00                  1  

Trade debtor s15(2)(g)             450.00                  1  

Finance income exempt       (3,200.00)                 1  

Arrangement fees s16(1)(o)               45.00                  1  

Capital allowances s15 and 4th schedule  
 

 PMV - 10k x 25%       (2,500.00)                 1  

 Office building - 240k x 2.5%       (6,000.00)                 1  

Taxable income        54,285.00   
Tax @ 25.75%        13,978.39                  1  
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  Available               21  

  Max               19  
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Question 2 (i) 

 Marks 

Any person who on or after the fixed date carries on or intends to carry on any 
trade and whose taxable value of supplies exceed or is likely to exceed $60,000 or 
the prescribed amount is required to register for VAT. 

1 

The Trust is a person as defined in the VAT Act S2. 1 

The BH Trust is carrying on trade through buying and selling of properties 1 

There isn’t enough information to determine whether trust’s taxable supplies 
exceed $60,000 to determine whether the trust should be registered for VAT. 

1 

The Trust may however voluntarily register 1 

Available 5 

Max 5 

 

Tutorial 10 

QUESTION            (100 marks: 150 minutes) 

Bell (Private) Limited (‘Bell’) is a manufacturer and retailer of the Bell computers. Bell is a 

resident of Zimbabwe and a registered Value-Added Tax (VAT) operator. The year-

end of Bell is 31 December.   

Ms. B Patisserie is the audit manager at Hot Shot Auditors (‘HSA’) in charge of the Bell audit.     

Bell has been an audit client of HSA for the last 10 years. The audit senior, Daw 

Chime, has presented the following information to Ms. Patisserie for further 

consideration: 

i. Extract from the draft Annual Financial Statements of Bell (Pvt) Ltd for the year ended 31 

December 2015 

ii. Email with additional information on the different categories of revenue 

iii. Extract of minutes of the subsequent events meeting  

 

All information presented below assumes an Income tax rate of 25.75% and a taxable capital 

gains rate as per the CGT Act.  All figures exclude VAT, unless specifically stated. 
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I. Extracts from the draft Annual Financial Statements of Bell (Pvt) Ltd for the year ended 

31 December 2015 

a) Statement of profit or loss and other comprehensive income for the year ended 31 

December 2015 

 Notes 

2015 2014 

Unaudited Audited 

$000's $000's 

Revenue 1 3 050 2 755 

Cost of Sales 
 

-2 450 -2 300 

Gross Profit 
 

600 455 

Other income 
 

207 113 

Distribution costs 
 

-90 -87 

Administrative expenses 
 

-200 -210 

Other expenses 
 

-21 -12 

Finance costs 
 

-80 -75 

Profit before tax 
 

416 184 

Income tax expense 2 -116 -52 

Profit for the year 
 

300 132 

    

Other comprehensive income  - -111 

Decrease in revaluation surplus 

 

- -150 

Tax effect of decrease in revaluation surplus 

 

- 39 
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TOTAL COMPREHENSIVE INCOME 

 

300 21 

 

b) Notes to the financial statements 

1. Revenue from contracts with customers arises from the following categories: 

 2015 

$000’s 

2014 

$000’s 

Revenue from computer sales and related 

maintenance services 
2 885 2 755 

Profit on sale of manufacturing building 165 - 

 3 050 2 755 

 

The revenue from computer sales and related maintenance services are bundled and viewed as 

one performance obligation and are therefore recognised at the date that control 

of the computer passes to the customer.  Computers are sold at a fixed amount 

and the consideration is, therefore, not variable or constrained. 

2.  Income tax expense comprises: 

 2015 

$000’s 

2014 

$000’s 

Zimbabwe Normal Tax -278 -56 

Deferred tax 162 4 

Income tax expense -116 -52 
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II. Email with additional information on the different categories of revenue 

 

From:  DChime@hsa.co.zw 

Date:   17 January 2016  

To:      BPatisserie@hsa.co.zw 

Subject:  Bell (Pvt) Ltd 2015 YE Audit – Assistance needed!  

 

Dear Ms. Patisserie 

 

As requested by you during our last progress meeting, please see below, insights which the audit 

team has gained from discussion with Bell (Pvt) Ltd.’s management regarding the 

categories of revenue disclosed in the Bell (Pvt) Ltd annual financial statements.  

 

Kind regards, 

Daw Chime 

 

a) Revenue from computer sales and related maintenance services 

Until the beginning of December 2015, Bell sold only desktop computers, offering no discounts 

or additional maintenance or upgrade services on the product.  On 15 December 

2015, however, Bell launched its annual year-end promotion.  The offer was for 

the first 200 customers purchasing computers on that day only and included the 

following: 

• One standard Bell desktop computer for $3 600 cash (i.e. 10% discount to the 

normal selling price of $4 000); 

• 30-day money back guarantee; 

Audit. Tax. Advisory 

HS

A 
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• Free maintenance and service plan which allows clients one free call-out per 

quarter for a period of two years.  This plan is valued at $2 500. 

 

The 30-day money back guarantee allows customers the right to return the computers and 

receive a full refund within 30 days, in the event that the customer changes their 

mind.  Historically, on similar promotions, 8% of customers have requested a 

refund within 30 days.  The cost of manufacturing the computers is $1 500 per 

desktop.  Bell has estimated the cost of providing the maintenance and service 

plan to approximate $1 000 per computer sold. 
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Bell has provided the following information that is relevant to the cost of manufacturing the 

computers, of $1 500 per desktop: 

• Bell has the capacity to manufacture 2 500 desktops per annum. 

• Budgeted demand is 1 200 desktops per annum, while actual demand was 950 desktops. 

• The actual materials cost per desktop computer exceeded the budgeted cost by $80 per 

desktop computer, due to the foreign currency movement on items being imported. All 

foreign exchange gains and losses have been included under ‘Other expenses’ in the 

Statement of Profit or Loss and Other Comprehensive Income. 

• Bell has six full time employees involved in manufacturing, who earn fixed salaries.  There 

are two sales employees who earn a fixed salary plus a sales commission.  Bell also has a 

financial director and a managing director, both earning fixed salaries. 

• Bell employs IT students to assist with programming the computers.  These students 

work on an ad-hoc basis, and are paid at the end of each month based on the amount of 

hours worked per month.  A learning curve exists in the training of these students and 

Bell was forced to increase the hourly rate from the budgeted amount due to a shortage 

of available students. 

• Bell allocates a notional rental charge to all divisions within the company. 

• Specialized equipment is used to manufacture the computers, while preventative 

maintenance is incurred annually on the equipment.  The actual maintenance expense 

exceeded the budgeted amount by $15 000. 

• Head office allocations include allocations for marketing, human resource functions, 

general office costs etc.   

• Any costs that need to be allocated to inventory would be allocated based on number of 

units produced. 

• Bell operates a traditional, normal absorption costing system to value its inventory. 
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The year-end promotion offer was taken up immediately by 200 customers.  These were the only 

computer sales made on 15 December 2015.  The total cash received of $720 000 

was recognised as revenue for the year ended 31 December 2015 and is included 

in the revenue amount recorded in the statement of profit or loss and other 

comprehensive income.  Bell does not have any Work-In-Progress at 31 December 

2015 as production runs are completed by 15 December 2015. Stores are closed 

for the holidays from 16 December 2015 through to 5 January 2016. 
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b) Profit on sale of manufacturing building 

On 1 December 2014, the directors of Bell made the decision to stop producing computer 

casings and instead to import these ready-made components from China.  

Consequently, a decision was also taken to sell the manufacturing building used in 

the manufacture of computer casings.  Bell began actively looking for a 

prospective buyer for the building on 1 December 2014 and the process of sale 

was expected to be completed by August 2015. In spite of the imminent sale, the 

manufacturing building continued to be used, although in a reduced capacity, 

until the date of sale (30 June 2015).  This allowed the entity to save costs and 

ensure an adequate supply of casings whilst negotiating supplier contracts for the 

casings. All casings manufactured were sold during the year. 

 

The manufacturing building was held on the revaluation model, but was not revalued on the 

date of sale.  Instead, the profit on sale of the manufacturing building was 

recognised as part of the revenue earned from contracts with customers at the 

date of sale (30 June 2015). Costs to sell the manufacturing building were in line 

with budgeted projections (from 1 December 2014), at approximately 1% of the 

sales value.  These costs were expensed and are included as part of “other 

expenses” in the statement of profit or loss.  

 

 The temporary differences in Bell related only to the above-mentioned manufacturing building. 

 $ 

 Calculation of profit on sale of the manufacturing building 000’s 

Purchase price (1 January 2013) 800 

Depreciation to 31 December 2013 -100 

Revaluation at 31 December 2013 525 

Fair value (and carrying amount) at 31 December 2013 1 225 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

Depreciation to 31 December 2014 -175 

Revaluation at 31 December 2014 -150 

Fair value (and carrying amount) at 31 December 2014 900 

Depreciation to 30 June 2015 -75 

Profit on sale of asset (refer to note 1 above) 165 

Selling price of asset at 30 June 2015 990 

 

• Due to the specialised nature of the building it had a useful life of eight years from the 

date of purchase. This estimate remained unchanged up until the date of sale.  

• The fair value of the manufacturing building, as determined by management’s expert, 

was $1 225 000 on 1 January 2014 but began to deteriorate throughout 2014. By 1 

December 2014, the fair value of the manufacturing building was $900 000 and remained 

as such up until 31 December 2014.  

• The manufacturing building was eventually sold on 30 June 2015 for $990 000. 

• The value in use of the manufacturing building was $930 000 at 1 December 2014 and 

remained unchanged at 31 December 2014.  
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III. Extract of minutes of the subsequent events meeting  

 

Held on 31 December 2015 

 

Present 

Mr. Mickey Chang (Chief Operating Officer, Bell (Pvt) Ltd) 

Ms. B Patisserie (HSA Audit Manager) 

Mr. D Chime (HSA Audit Senior) 

 

Option to import other consumables 

Discussions with management have revealed that now that the computer casings are being 

imported from China, there is an option for other consumables used in the 

manufacture of the computers to also be imported.  These consumables are 

currently being produced at a cost of $65 per desktop computer, however if 

imported they would have a cost of $75 per desktop computer (based on the 

appropriate forward foreign exchange rate). 

 

If these consumables are imported, the following costs would be affected: 

• The services of two employees would no longer be required, while another employee 

would be reassigned within the company.  Each employee earns a salary of $150 000 per 

annum.  Those employees whose services are no longer required would receive a 

termination benefit of $40 000 each. 

• The equipment used to manufacture the consumables could be sold.  Such equipment 

currently has a carrying amount of $850 000, and could be sold for $875 000. 

• Bell rents out office space to the different divisions within the company.  The rental being 

charged on the area manufacturing consumables amounts to $40 000 per annum.   
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• By importing these consumables rather than manufacturing them, the office space would 

be used to expand the sales team and boost sales. 

• The consumables would be imported together with the computer casings.  The fee 

currently being incurred to import the computer casings is $150 per computer casing.  

This fee is charged per cubic meter used, and will only increase when more space on the 

container is required.   Bell estimates that there is sufficient space to import these 

consumables together with the casings. 

Required 

a) Verify whether the “Zimbabwean Normal Tax” (included in Note 2 of the annual 

financial statements) of $278 000 has been correctly calculated in terms of the 

Income Tax Act.  Provide a brief reason for each entry and provide calculations for 

any differences or corrections.      16 marks 

Clarity of expression       1 mark 

b) Bell is currently looking at the option to import number of desktop computer 

consumables from China. Please advise Bell of the VAT consequences of importing 

such desktop computer consumables.   8 marks 

 

Solution 

 

Revenue Section 8 gross income  2,885 

Profit on sale manf building 
No amount received, therefore not 

gross income sect 8 
0 

Cost of Sales 
Section 15 2(a) deduction against 

income 
-2,450 

Gross Profit 
 

435 
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Other income Section 8 gross income inclusion 207 

Distribution costs 
Section 15 2(a) deduction against 

income 
-90 

Administrative expenses 
Section 15 2(a) deduction against 

income 
-200 

Manufacturing building on sale: 

Recoupment 

 

 

  Cost 
                                                                       

(800)  
 

  Less: W&T 5% (2013) (40)                                                                       

  Less: W&T 5% (2014)                                                               (40)   

  Income Tax Value 
                                                                        

(720)  
 

  Amount received   
                                                                   

990  
 

 Potential Recoupment 270  

Actual Recoupment – limited to allowances 

granted 
80 80 

 
 

 

Other expenses 
Section 15 2(a) deduction against 

income 
-21 

Finance costs 
Section 15 2(a) deduction against gross 

income 
-80 

   

Taxable Income 
 

819.54 
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Tax @ 25.75% 
 

 

Income tax expense 
 

211.03 

 
 

 

Mark for conclusion   

 

 

b) 

Suggested Solution: Tax consequences of importing 

 

 

Marks 

VAT 

 
Vat is levied on supply of goods and services, on imported goods and 

imported services in some cases. – sect 6 
1 

The desktop computer consumables purchased from China will qualify as 

imported goods as defined therefore may be subject to VAT. 
1 

Computer consumables are standard rated supplies and so attract VAT at 

15% of the value of supply 
1 

Value of supply: In terms of the provisions of s12 the value for tax purposes 

is arrived at by adding duty to the Value for duty purposes. The value for 

duty purposes in turn is the sum of the cost of the goods plus insurance and 

freight charges.  

2 

Time of supply: Is when the goods are cleared at the port of entry 2 

The VAT charged will be collected at the port of entry 1 

However since Bell (Pvt) Limited is a registered operator and the 

consumables will be used in the making taxable supplies, they will be able to 

claim an input tax deduction in respect of the Import VAT. 

2 
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Total 10 



APPLIED TAXATION – Module 2 TAX 402 

 

 
 

 


