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CTA FULL-TIME TAXATION TEST 1 
This paper consists of 3 unrelated questions. All amounts are exclusive of VAT unless 
otherwise stated. 

You are a manager for BY Advisory services (Pvt) ltd [BY] working in their tax department. BY 
has a portfolio of clients to whom they provided Financial Reporting, Auditing and Tax 
consultancy services.  The 3 questions are based on clients in BY’s portfolio. 

QUESTION 1 

Grand Tour Ltd (GT) is a motor racing company incorporated in Zimbabwe and listed on the 
Zimbabwe Stock Exchange (ZSE). The company was formed in 2003 by Mr Wilman after he 
and some of his co-workers parted ways with their employer after a difference of opinion. GT 
has a 31 December year end. 

Richard is the Chief Financial Officer at GT and is currently working on finalising financial 
statements for the 2016 financial year. In the process, he has encountered some taxation 
issues and needs your guidance as a renowned tax expert. He has put forward the following 
transactions for your input: 

Transaction 1: GT has a 35% shareholding in Hammond (Pty) Ltd, a company registered and 
with its operations in South Africa. In the 2016 financial year GT received a gross cash dividend 
of $43,500 from Hammond (Pty) Ltd. 

Transaction 2: In 2016 GT received rental income of $25,000 in respect of its property in 
Phakalane, Gaborone, Botswana and $5,000 in respect of one of their racing cars being used 
by their client in the Kalahari Desert rally in Botswana. The lease for the racing car was entered 
into on 1 December 2015 and expires on 30 November 2016. 

Transaction 3: In December 2016 GT held an event at Alex Park Sports Club and one their 
clients May Ltd (May) ordered and were supplied with VVIP tickets worth $5,400 to the event 
for their management and directors. As at 31 December 2016 May had not yet paid GT for 
the tickets due to cash flow challenges the company was facing. The amount of $5,400 is 
expected to be received at the end of February 2017 when May redeems a short-term 
investment they made with Old Mutual Zimbabwe. 

Transaction 4: During November 2016, Richard, one of their best drivers crashed during a test 
drive and the vehicle was damaged beyond repair.GT lodged a claim with their insurers and 
received a pay-out of $95,000 in December 2016.In preparing the 2016 financial statements 
Richard had recognised a profit on disposal of $20,000 and he also informed you that the 
vehicle had initially been purchased in 2013 and was being depreciated over 5 years using the 
straight line method. After further enquiry from Richard he indicated that he did not take into 
account the 2016 depreciation charge in calculating the profit on disposal. As a result of the 
car being decommissioned, GT had to forego an appearance they were to make at the 
Zimbabwe National Rally Cross Championship and lost out on the revenue they were to make 
during the event. Fortunately, they had also insured themselves for loss of revenue and 
received an amount of $33,000 from their insurer. 

Transaction 5: As a result of Mr Wilman and his colleagues parting ways with their former 
employer – TopG – and Mr Wilman starting GT, a restraint of trade agreement was signed 
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between the two entities. The agreement stipulates that GT cannot appear at the Zimbabwe 
National Car Show and The Johannesburg Car Show until 2020, and in return GT will receive 
payments of $55,000 annually starting in 2016 up to 2020. 

Transaction 6: GT also sells some of the cars that they use during races as fans love their 
customisations. In December 2016, GT shipped a custom Nissan GT-R35 to a fan in Dubai. 
Upon shipping GT supplies a shipping container for the car if it is to be ferried by sea. For each 
container, the customer is required to pay a deposit of $10,000 for the container. The deposit 
is refundable to the customer upon return of the container. The customer in Dubai paid for 
the deposit for the container in November 2016 and as at year ended 31 December had not 
yet returned the container. 

  



UNISA CTA FINAL EXAM REVISION MODULE 

Page 4 of 51 
 

QUESTION 2 

Scorpion (Pvt) Ltd is a Zimbabwean IT company, which provides webhosting services and 
supplies computer consumables products to most countries in Sub-Saharan Africa. Scorpion’s 
goal is to expand their business beyond African shores by the year 2018. 

Paige is the group accountant of Scorpion, and is in the process of preparing the tax 
computation for the group for the 2016 year of assessment. Paige and her junior accountant 
– Walter – are unclear about the tax treatment of the following items: 

1. Inventory: 

Closing stock was recorded at net realisable value of $43,000. The inventory originally 
cost $52,000 and the replacement cost at 31 December 2016 was $49,000. 

2. On 1 December 2016 Scorpion acquired new equipment from Malaysia, on this same 
date Walter received an invoice of MYR450,000. The agreement with the foreign 
supplier is that the invoice amount is to be paid at the end of January 2017. At 31 
December 2016, Walter had accurately calculated that Scorpion had an exchange gain 
to the tune of $3,000 since acquisition date. 

3. In December 2012, Scorpion decided to purchase an annuity as an investment strategy 
for the excess cashflows they had on hand. The annuity was purchased for $350,000, 
and Scorpion is to receive $80,000 per annum for the five years beginning January 
2016. 

4. $35,000 dividends were received from Okavango Ltd, a Zimbabwean company listed 
on Zimbabwe Stock Exchange (ZSE). 

5. $13,000 interest was received from POSB Zimbabwe on fixed term deposits Scorpion 
holds with the bank. 

6. Included in the other expenses line item in the statement of profit or loss for the year 
ended 31 December 2016 are the following items: 

a. Computer repairs at a cost of $2,500. 
b. Towards the end of 2016, Scorpion realised that one of their debtors – Cabe, a 

sole proprietor – had fled the country to Switzerland while owing many 
businesses, Scorpion included. Scorpion was still owed $45,000 by Cabe at the 
end of 2016. 
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Question 3 

A second-year trainee in your firm, has come to you with withholding tax queries from other 
clients in the firm’s portfolio and you are required to give guidance on the matters raised. 
Below is the list of the transactions: 

a. Lucas Ltd is a leading retail chain store. During the 2016 financial year they entered 
into a contract with a supplier in which they will pay the supplier $33,000 per annum 
as payment for the supply of clothing items. 

b. Humphreys (Pvt) Ltd is a financial IT solutions company that services various 
businesses in Zimbabwe with all finance and payroll related software. In 2016, they 
paid Slocumb (a South African software vendor) $16,000 in the way of annual license 
fees for the right of use of the Slocumb payroll software. 

c. In 2016, His and Hers (Pvt) Ltd, a perfume company, paid its non-executive directors 
board fees amounting to $12,000. 

d. Granger Ltd, a South African listed company engaged Betty (Pty) Ltd, another South 
African company, to train the finance department of Ernest (a local company) on the 
use of a new finance software. In September 2016, after the training was done, 
Granger had to pay Betty $35,000 for the services rendered to Ernest Granger Ltd from 
their Zimbabwean bank account. Granger has a 60% shareholding in Ernest. 

 

REQUIRED 

1. Write a memo to Richard in which you discuss the treatment of the transactions in 
calculating GT’s taxable income for the 2016 year of assessment with reference to the 
requirements of the Income Tax Act.  

16 Marks 
2. Write an email to paige@scorpion.org.zw in which you outline the income tax 

implications of the transactions detailed in note 1 to 6 for the 2016 year of assessment. 

16 Marks 

3. Discuss the withholding tax implications of the transactions provided by the trainee. 
You should limit your answer to withholding taxes as required by the Income Tax Act.
           
   8 Marks 

  

mailto:paige@scorpion.org.zw
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SOLUTION 1 [16 marks] 

MEMO 

To: Richard 

From: CTA Fulltime learner (Class of 2017) 

Date: 27-Jan-2017 

RE: GROSS INCOME 

Further to our tele-conversation of this morning please find below a discussion of whether 
the submitted transactions should be included in GT’s gross income. 

Transaction 1 – Foreign dividend. 

• We need to determine whether the dividend received from Hammond is from a source 

within Zimbabwe for it to be included in GT’s taxable income 

• The true source of the dividends from the South African company is South Africa.  (1) 

• (common law on true source – Watermeyer CJ in CIR v Lever Bros and Unilever Ltd 

1946. “…. Source of receipts, received as income is not the quarter whence they come, 

but the originating cause of their being received as income…… the quid pro quo which 

gives in return for which he receives them….” (1) 

• The true Source of the dividends is where the capital was employed. (1) 

• The capital was employed in South Africa and therefore the true source is South Africa. 

(1) 

• Section 12(2) deems foreign company dividends to be from a source within Zimbabwe 

if at the time the dividends accrue, the person is ordinarily resident in Zimbabwe. (1) 

• GT is a Zimbabwean resident receiving foreign dividend. (1) 

• In conclusion and based on the foregoing, the foreign dividend will be included in GT’s 

gross income. (1)    MAX (4) 

• PS – Student could then go on to discuss the special rates applied, or double taxation 

reliefs. This discussion will not however be addressing the required. 

Transaction 2 – Foreign Rentals 

• The true source of immovable property rentals is where the property is situated.  (1) 

• For rentals for the Gaborone property, the true source is therefore Botswana where 

the property is situated. (1) 

• The source of movable property is where the lessor carries out their business. Where 

the lease is long term i.e. 5 years or more, the source is where the asset is being used. 

(1) 

• The racing car is a movable asset leased for a year, and therefore the source is 

Zimbabwe. (1) 

• From the above, the rentals from the Gaborone property will be excluded from gross 

income and the rentals from the racing cars will be included in gross income. (1)    MAX 

(3) 
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Transaction 3 – Credit Sale 

• The amount has accrued to GT in the year of assessment. (1) 

• Accrual means due and payable or entitled to per case law (Lategan) (1) 

• GT first became entitled to the amount during the year of assessment. (1) 

• In conclusion, the amount is included in gross income. (1)    MAX (3) 

 

Transaction 4 – Capital vs Revenue receipts 

• Where receipts are compensatory in nature, the determination of whether they are 

capital or not involves considering the nature of the hole that they are filling. (1) 

• If they are filling a hole in profits they are revenue in nature and if hole is of fixed 

assets then they are capital in nature. (1) 

• Burmah Steamship Co. Ltd case 

• The $95,000 pay out for the car is filling a hole in the capital asset used for racing and 

therefore capital in nature. (1) 

• The $33,000 is compensating profits lost and therefore revenue in nature. (1) 

• The $95,000 is therefore not included in gross income whereas the $33,000 is 

included. (1) 

• The profit on disposal of racing car of ($95,000-$80,000) was not received and 

therefore not included in gross income. (1) Max (4) 

Transaction 5 – Restraint of Trade 

• A determination has to be made of whether receipts in restraint of trade are capital 

in nature or not. (1) 

• Receipts to sterilise an asset are capital in nature. The right to trade freely is the 

sterilised asset. (1) 

• The Restraint of trade receipt of $55,000 is therefore capital in nature and not 

included in gross income. (1) 

Transaction 6 – Deposits on Returnable containers 

• Deposits received for returnable containers are receipts for tax purposes only if 

received for taxpayer’s own benefit. (1) 

• Where taxpayer holds the deposit in trust, they shall then not include it in their gross 

income. (1) 

• A taxpayer holds deposits in trust where they maintain a separate bank account for 

the deposits or cash account (physically) and the receipts are not applied to other 

operation issues. (1) 

• The scenario is not clear whether the taxpayer held the deposits in trust. (1) Max 3 

  



UNISA CTA FINAL EXAM REVISION MODULE 

Page 8 of 51 
 

SOLUTION 2 [16 marks] 

To:    paige@scorpion.org.zw 

From:   CTA Fulltime learner (Class of 2017) 

Date:   27-Jan-2017 

RE: Tax Implications of submitted transactions 

Dear Paige 

I hope I find you well. 

Please find below, responses to the queries you have made. 

Transaction – 1 Inventory 

Closing inventory 

• Closing inventory is brought into gross income at the end of the year.  S8(1)(h)(i) (1) 

• Closing inventory is valued (at the election of the taxpayer) using any of the following 

valuation methods (2nd schedule par 4): 

- Cost price 

- Replacement cost 

- Market value (1) 

• The closing stock is valued at the Net Realisable Value (NRV). This is not acceptable 

valuation method per the Income Tax Act. (1) 

• You may elect the replacement cost of $49,000 which results in lower tax liability as 

compared with electing the cost of $52,000. (1) Max 3 

 

Transaction 2 – Exchange Gains on Acquisition of Capital Assets 

• Exchange gains are brought into income in the year they are realised if they are not 

capital in nature. (1) 

• Exchange gains of a capital nature deducted from the asset for the purposes of 

computing the cost base for capital assets which in turn is used for computing capital 

allowances per s15(2)(c) and s15(2)(dd). NB only the realised gains as well. (1) 

• The $3,000 gain has not been realised and therefore shall not be deducted from the 

cost of the asset. (1) 

 

Transaction 3 – Purchased Annuity 

• The interest of portion of the annuity is brought into income as the annuities become 

due and payable or when a person becomes entitled to it. This is normally related to 

the passage of time. (1) 

• The computation of the interest portion of the annuity received/accrued considers the 

annual payment to be received over the life of the fund less the investment made. 

mailto:paige@scorpion.org.zw
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This gain (if any) is then allocated over the number payments expected to be made. 

(1) 

•  I = (P x N) – A 

N 
Where I = Interest content of annuity; P = Annual payment; A = The purchase price of the 
annuity that was not allowed as a deduction; N = Number of payments expected 
 

• In this case: 

Interest content = [($80,000 x 5) - $350,000]/5 = $10,000 
 

• In conclusion, include $10,000 in gross income in the 2016 year of assessment. (1) Max 

(3) 

 

Transaction 4 – Dividends received  

• Dividends received meet the gross income inclusion criterion. And are therefore 

included in gross income. (1) 

• Dividends from a company which is incorporated in Zimbabwe and is charged or 

chargeable to income tax are exempt (2nd schedule para 9). (1) 

• The entire $35,000 is exempt. (1) 

Transaction 5 – Interest Received 

• Interest received from POSB deposits meets the gross income definition. (1) 

• Interest from a sum deposited in the Post Office Savings Bank is however exempt 

income. (2nd schedule para 10 (b)). (1) 

Transaction 6 – Other Income 

• Computer Repairs – Repairs to machinery used for the purposes of trade are allowable 

deductions s15(2)(b)(i). Allow the $2,500. (1) 

• Bad Debts Written off –  

- The amount of debt due to a taxpayer, proven to the satisfaction of the 

Commissioner to be irrecoverable and which amount had been included in gross 

income in any previous year of assessment, can be allowed as a deduction. 

- Cabe has skipped the country and therefore highly likely not to repay the debt. 

The debtor is a trade debtor and therefore the amount owing was included in gross 

income in previous years. The debt was due to Scorpion.  

• Therefore, the amount should be allowable as a deduction. (1) 
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SOLUTION 3  [8marks] 

a. Transaction a – Contract payments 

Withholding taxes of 10% should be withheld from payments of more than $1,000 to 
residents and non-residents in terms of contracts unless a valid tax clearance 
certificate is provided by the payee. (1) 
 

b. Transaction b – Non-residents fees on royalties 

• These fees are not fees as defined in 17th schedule and so s30 is inapplicable. 

• The license fees however meet the definition of royalties hence non-residents 

tax on the amount is levied s31 and 19th schedule since they ae being paid to 

a non-resident person. (1) 

• The rate is 15%. (1) 

 
c. Transaction c – Directors’ fees 

• S36J authorises the withholding of 20% from payments to non-executive 

directors for fees that qualify as business income not subject to PAYE. (1) 

• 20% of the $12,000 = 2,400 should therefore be withheld. (1) 

 
d. Transaction d – Non-residents’ tax on remittances 

• S31 and 18th schedule 

• Where a non-resident person effects a remittance in respect of allocable 

expenditure 15% shall be withheld (1) 

• The training on the software qualifies as allocable expenditure as defined. (1) 

• Allocable expenditure is expenditure of a technical managerial, administrative 

or consultative nature incurred outside Zimbabwe by a non-resident person in 

connection with or allocable to the carrying on by him of any trade within 

Zimbabwe. (1) 

• 15% of the $35,000 = $5,250 shall be withheld by Granger. (1) Max (3) 

  



UNISA CTA FINAL EXAM REVISION MODULE 

Page 11 of 51 
 

CTA FULL-TIME TAXATION TEST 2 
You are a first-year trainee at Garvin Prodhan (Pvt) Ltd [Garvin], a tax consultancy firm. Garvin 
provides tax transactional advisory services to its portfolio of clients and has seen this service 
line grow over the past couple of years given the increased scrutiny by the Zimbabwe Revenue 
Authority (ZIMRA) on taxpayers. One of your seniors has encountered a few client 
transactions with which he is struggling, and has decided to refer them to you as a recent CTA 
graduate. 

PART A 

Outtscor Ltd (Out) is a Zimbabwean company listed on the Zimbabwe Stock Exchange (ZSE). 
Out was incorporated in the 1960s, and started off as a small company with interests in the 
fast food, mining, and healthcare sectors. The company has grown to be one of the biggest 
groups of companies on the ZSE. 

In February 2016 – in a drive to unlock shareholder wealth – the board of Out decided to 
unbundle the fast food segment from the group and house it under newly incorporated 
company, Strong (Pvt) Ltd (Strong), which is wholly owned by Out.  

As part of the restructuring exercise, Kenchick (Pvt) Ltd (Kenchick) – a subsidiary controlled 
by Out – sold ten delivery vehicles to Strong for $140,000 in February 2016. Kenchick had 
initially bought the vehicles second hand on the 5th of January 2015 for a total cost of 
$220,000 with an equal cost allocation to each vehicle. On that same date, similar vehicles 
cost an average of $20,000 each. Kenchick’s daily operations consist of breeding chickens and 
selling eggs, day old chicks, and full grown chickens. 

Kenchick also started selling chickens to Strong during the 2016 year of assessment. Sales to 
Strong amounted to $450,000 (selling price of $3 per bird) during 2016. Rearing the chicken 
costs Kenchick $2.50 per bird. Kenchick normally charges a mark-up of 60% on its chicken 
sales.  
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PART B 

Adnilo is a nurse by profession, born in 1970, she started work as a nurse for Out Clinic on 01 
January 1990 and reached the level of senior matron at Out Clinic in Harare during her career 
until her retrenchment on 30 November 2016. Out Clinic had decided to retrench her because 
of multiple absences from work due to a heart condition. Adnilo has no tax knowledge and 
wrote an email to your senior, who is her cousin for assistance on a few transactions in which 
she was involved in 2016. The transactions detailed in her email are as follows: 

i. During 2016, her friend, Desmond contracted her to give advice for his new venture, 
a private hospital which he had recently built and started operating in Marondera. 
From time to time Desmond has called Adnilo in to advise on operational and strategic 
matters like the training of nursing staff or how to improve on service delivery. For 
performing this service, she received a total of $21,045 in 2016. 

ii. Adnilo’s employment contract stipulated that her salary is $5,800 per month, and she 
is entitled to bonuses totalling $3,550 for the 2016 year of assessment. She only 
received her salary for the months of January to April 2016, and the rest is still owing. 
The reason for this is that Out Clinic is experiencing cash flow problems due to the 
current state of the economy and lack of payment from patients. However, Out Clinic 
has promised to pay all salaries in arrears in March 2017. 

iii. For her excellent service over her career, the board of directors and management of 
Out Clinic decided to pay her 1 month’s salary for every two years worked in December 
2016 due to her forced retrenchment. The amount will be paid to her in March 2017. 

iv. Adnilo’s medical aid contribution was $129 per month, of which Out Clinic covers half 
of the cost. Adnilo is the only beneficiary on this policy. Both Adnilo and Out continue 
to contribute the same amounts to the medical aid after the retrenchment. Aside from 
the contributions, she incurred the following medical costs during 2016: 

 In February 2016, she had to be hospitalised and the cost of her hospital stay 
was $2,140, of which her medical aid only covered 80%. The balance was 
regarded by Out Clinic as an interest-free staff loan and Adnilo repaid it in 
equal instalments from March to October. During this period, LIBOR was 3.5%. 
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Part C 

All amounts in this part of the question are in United States Dollars, unless otherwise stated. 

Out has other business portfolios in the mining and agro sectors. It is the sole shareholder of 
PlatGold (Pvt) Ltd which owns mining claims in Bindura and Zvishavane. During 2016 they sold 
one of their mine trucks for an amount of $25,000, the truck had initially been purchased in 
2010 at a cost of $80,000. The senior is unsure of whether this transaction attracts capital 
gains or not, given the client is a mining concern. 

Mr Mazibuko is the Operations Superintendent at the PlatGold Zvishavane mine. Mr 
Mazibuko had been a Zvishavane resident for a long time and had sole trader business 
interests in the town. Mr Mazibuko has been manufacturing protective clothing and was 
supplying the thre main mines around the town being Shabi Gold mine, Limosa Platinum and 
PlatGold. He had a factory building for this business 

Due to salary payments having been stopped in April for all companies within the Out Group, 
he sold a few of his personal assets in November 2016 as he has decided to leave the country 
for greener pastures. The assets sold were as follows: 

• The factory building and land which was used in Mr Mazibuko’s business was sold for 
$250,000, of which $65,000 was for the land. Mr Mazibuko had been claiming 
maximum possible capital allowances on the building. He had originally purchased the 
land in June 2008 for ZW$50 Quintillion. Upon dollarization, the land was valued at 
$40,000. Mr Mazibuko finished construction of the factory building in May 2010 at a 
total cost of $80,000 and immediately brought it into use. In 2014, he constructed a 
durawall around the property at a cost of $1,100, and a beerhall for $7,000. 

• 825,000 shares in Ecochinyi Ltd, a company listed on the ZSE, were sold for $127,000. 
He had initially received the shares as an inheritance upon the death of his grandfather 
in July 2012. At the time of inheritance, the shares were quoted to have a share price 
of 16.53 cents, and a value of $103,000 for estate duty purposes. 
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REQUIRED: 

 

a 
Discuss the income tax implications of the transactions carried out between 
Kenchick (Pvt) Ltd and Strong (Pvt) Ltd. Show calculations where necessary. 

15 marks 

b 

With reference to the Income Tax Act, advise Adnilo on the tax treatment of 
the issues she has put before you in calculating her tax payable. 
The mark allocation for each issue is as follows: 

i. 2 Marks 
ii. 7 Marks 

iii. 5 Marks 
iv. 6 Marks 

 

20 marks 

c 
Calculate the capital gains tax payable for Outscorr Ltd and Mr. Mazibuko. 
Explain cases where no capital gains tax is payable. 

15 marks 
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SOLUTION 

Part A 

 

Part B - Taxation of individuals     
 

        
Marks 

i. Advisory       
 

 

- The advisory fees do not fall under employment income as they 
are not remuneration as defined. The 13th schedule specifically 
excludes contract payments between independent parties and 
Adnilo is only called in from time to time on an advisory basis 

1 
 

 

 - The fees, however, do constitue gross income as per s8 (1)(b) 1 

 ('The fees were received under a contract which was not necessarily  

 

a contract of employment, and was in respect of services 
rendered.) 

 

 - Thus the fees will be included in trade and investment income, 
and taxed at a rate of 25.75% 

1 

 

       Max 2 

ii. Salary       
 

 - The issue at hand is whether her salary has been received or 
accrued in the 2016 year of assessment 

1 

 

Chicken sales       
 

- The sale of the chickens is a controlled transaction   0.5 

- The cost plus method would be used to determine the taxable income from 
the sale of the chickens 

1 

 Chickens sold (450k/3)   

    
150,000   

1 

 Cost to rear chickens (150k x 2.5)  

    
375,000   

1 

 Mark-up                 0.6   
 

 Cost-plus    

    
600,000   

1 

- Therefore the taxable income from this transaction is $600k  0.5 

Available 18 

       Max 15 
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 - S8 states that gross income is the amount received by or accrued 
to a taxpayer in any year of assessment 

1 

 

 - Salaries from Jan - April have been received and are taxable in the 
2016 year of assessment 

1 

 

 - In the Lategan case it was ruled that accrued to means being 
entitled to 

2 

 

 
- Thus the salary payments from May to November have accrued to 
Adnilo because she is entitled to them. Entitlement in this case is 
not just the contractually stipulated salary but also includes the 
fulfilment of the performance aspect which coincides with the 
passage of time. 

2 

 

 - The bonus is also taxable in the 2016 year of assessment as the 
bonus has accrued to her as she is entitled to it. 

1 

 

 - However, the first $1k of the bonus is exempt in accordance with 
s14 and the 3rd schedule 

1 

 

       Max 8 

iii. Excellent service award     
 

 

- Employment income is income earned by an individual in respect 
of services rendered under any contract of employment and any 
amount received due to the cessation of employment 

1 
 

 

 - The excellent service award was given to her due to cessation of 
employment, and thus falls under employment income 

1 

 

 - Though the amount has not yet been received, it has already 
accrued to her, and is thus taxable in the 2016 year of assessment 

1 

 

 

- However, s14 and the 3rd schedule exempt from taxable income 
$10k or a third, whichever is greater, of the amount of gratuity 
paid to an employee on the cessation of employment due to 
retrenchment. 

1  

 

 

 - 1/3 x $30,000 = $10,000 1 

 - Thus $10k is exempt from taxable income 1 

       Max 5 

iv. Medical costs      
 

 
1 
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- The medical aid contribution which Adnilo makes for herself is a 
prohibited deduction per s16 as it is domestic expenditure and is 
not in relation to any trade  

 

- However, she would be granted a tax credit which is half of the 
cost she bore on the medical aid expense. The credit would be 
deductible from her tax payable before adding AIDS levy 

1 
 

 

 - The contribution made by Out Clinic forms a part of her 
employment income as it is an amount received for her benefit. 

1 

 

 - However, the 3rd schedule exempts medical aid contributions 
made by employers from taxable income 

1 

 

 
- s8(1)(f) includes in gross income a benefit arising from interest on 
a loan to an employee which is lower than the prescribed rates of 

interest 
1 

 

 - However, this does not apply to loans for education, technical 
training and medical treatment 

1 

 

 - Thus, the interest free loan would not be included in gross income 1 

       Max 6 

     

 

 

   

 

Part C - Capital gains tax      
 

        
Marks 

PLATGOLD MINE CAPITAL GAINS TAX COMPUTATION FOR THE 2016 YEAR 
OF ASSESSMENT 

 

 

- Capital gains tax arises upon the disposal or deemed disposal of specified 
assets 

1 

- Specified assets are immovable assets and marketable securities. 1 

- Trucks are movables, and thus do not trigger capital gains tax upon disposal 1 

        
 

MR MAZIBUKO CAPITAL GAINS TAX COMPUTATION FOR THE 2016 YEAR OF 
ASSESSMENT 

 

 

        $  
 

Factory        
 

Land        
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Sale proceeds      

     
65,000  

0.5 

Capital gains tax @ 5% of proceeds - The proceeds on disposal of an  2 

asset acquired before Feb 2009 is cald at 5% of selling price 
       
3,250  

 

Building        
 

Sale proceeds (250k - 65k)     

   
185,000  

1 

less recoupment:       
 

Building       

   
(80,000) 

1 

Wall + beerhall ((7k + 1.1k) x 25% x 
2)    

     
(4,050) 

1 

Gross capital amount     

   
100,950  

 

Less:        
 

Cost (80k +7k + 1.1k)    

    
88,100   

1 

Capital allowances granted (80k + 4,050)  

  
(84,050)  

1 

Inflation allowance ((7*2.5%*80k)+(8.1k*2.5%*3)) 
    
14,608   

2 

      

    
18,658  

   
(18,658) 

 

Capital gain      

     
82,293  

0.5 

Capital gains tax @ 20%     

     
16,459  

1 

Shares        
 

Proceeds from the sale of listed shares are exempt.   
1 

        
 

        
 

       

 
Available  

15 

        Max  15 
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CTA FULL-TIME MID-YEAR EXAMS 

PAPER 1 

Question 1 

All amounts are in United States Dollars and are exclusive of VAT unless otherwise indicated 

You have been recently promoted to senior consultant at the firm Castle and Becket 
Chartered Accountants (C&B), a medium sized firm based in Avondale, Harare. The firm’s 
strategy has been to target small to medium sized businesses with most of them being owner 
managed and has seen the portfolio of these clients grow in leaps and bounds over the years. 
Your position within the firm is with the tax department which offers the following services 
to clients: 

▪ Transactional advisory services; 

▪ Preparation and filing of returns; and 

▪ Assistance with tax disputes. 

During a departmental planning meeting, you were assigned to provide tax consulting 
services to one of the firm’s long-standing clients, Aloice Maga.  Aloice is a male Zimbabwean 
resident, who qualified as a Civil Engineer at the age of 25 in 1990 and has been employed by 
the Harare city council ever since, holding various positions within the local Authority. To 
supplement his income during the height of hyperinflation in Zimbabwe in 2008, Aloice 
opened a clothing retail outlet in Harare, commonly known as “boutique shop”.  Over the 
years Aloice has been able to expand his venture, which now has 4 shops operating in the 
CBD of Harare and another 2 shops at the Gazaland shopping complex in Highfields Harare. 
C&B has always been providing Aloice with accounting services in respect of his retail 
business, but this year he has requested your firm to also provide advice in respect of the tax 
affairs of his businesses including his tax position in respect of income he receives from the 
Harare city council. 

Soon after the meeting you organized a meeting between Aloice and yourself to obtain an 
understanding of the areas in which he would need your firm’s assistance. He therefore 
provided you with the following information in respect of his 2016 financial affairs: 

  



UNISA CTA FINAL EXAM REVISION MODULE 

Page 20 of 51 
 

Part A 

Harare City Council Related Income: 

In June 2016, Aloice decided to resign from the employment of the Harare City council to 
enable him to focus fulltime on his retail shops. Aloice officially terminated his employment 
with the city council on the 31st of August 2016 after serving two months’ notice period. Over 
the years of his employment with the city council, Aloice had never submitted a return to the 
Zimbabwe Revenue Authority in respect of his employment income as he was informed that 
he was on the final deduction system. However, a friend of his advised him that now that for 
the 2016 year of assessment he terminated his employment before the expiry of 12 months 
he was required to submit an Income Tax Return on Form ITF 1 to the tax authorities. Detailed 
below is his income and expenditures in respect of his employment: 

       Notes    $ 

Gross Basic Salary (January to August)      64,000 
Cash in lieu of notice     1      8,000  
Allowance      2      4,000 
Cash in lieu of leave days    3    10,000 
Pension lumpsum     4    50,000 
Pension contributions     4    (1,200) 
Loan waiver      5      3,000 
Medical Aid contributions    6    (3,000) 
PAYE       7                           (16,000) 
 
Notes 

1. Instead of serving the full three months of notice as per his contract of employment, 

Aloice only served 2 months with council paying him an amount equivalent to his monthly 

salary for the remaining month. The council opted to pay him cash in lieu as they had 

already recruited another employee to replace Aloice effective 1 September 2016. Aloice 

believes the $8,000 should not be subject to employee tax since he did not render any 

employment services in relation to this amount. 

2. Aloice was seconded to the Tshwane City council in South Africa for a period of 4 months. 

During his stay in South Africa, the Tshwane City council paid him a monthly allowance of 

$1,000. Again, Aloice believes this amount should not be subject to tax in Zimbabwe since 

he received it from a non-resident therefore is not from a Zimbabwean source. 

3. Due to the cash flow problems Harare City council is facing, City council agreed with Aloice 

to pay him the cash in lieu of leave days in 5 equal consecutive monthly instalments 

starting on the 30th of October. As at 31 December Aloice had received all amounts related 

to the instalments due in 2016. From discussions with Aloice he is of the view that the 

instalments which he will receive in 2017 should not be subject to tax in 2016 but would 

be included in his 2017 taxable income. 

4. Following his resignation, Aloice cashed out of the Harare Municipality pension fund (a 

registered pension fund) to which he had been contributing to during his entire working 

life. As at the beginning of the 2016 year of assessment Aloice’s contributions to this fund 

to date had been allowed as a deduction in the previous tax years. 
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5. After his resignation, the Harare city council waived the repayment of a loan which had 

been advanced to Aloice. As at the beginning of the current year of assessment the 

outstanding balance on the loan was $5,000 and Aloice made an instalment payment of 

$2,000 on 30 June. Aloice utilized the loan amount to buy inventory items for one of his 

retail shops and was being charged no interest on this loan. 

6. Aloice contributes a total of $250 per month to a local registered medical aid fund. $200 

of the contributions cover for him and his family, with the balance being for his mother’s 

cover. 

7. This is the amount of Pay As You Earn (PAYE) withheld from his salary by the Harare City 

council and remitted to ZIMRA. 

8. During his period of employment Aloice had the use of a company allocated Jeep 

Cherokee (passenger motor vehicle as defined) vehicle with an engine capacity of 

3,200ccs. On termination of his employment, Aloice bought the vehicle for an amount of 

$5,000 and at that time the vehicle had a market value of $7,200. 
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Part B 

Details of retail business Activities 

In 2014 Aloice registered his retail businesses for VAT purposes as he had reached the 
minimum registration threshold of $60,000. Aloice provided you with the following 
information related to his retail business for the 2016 financial year: 

       Notes           $ 

Sales       1      320,000 
Cost of sales      2    (105,000) 
Gross Profit            215,000 
Loss on Disposal of vehicle    3        (2,000) 
Administration expenses    4      (43,500) 
Staff costs      5      (42,660) 
Net Profit for the year           126,840 
  
Notes 

1. Included in the sales figure for the year is an amount of $10,000 related to items that 

Aloice sold to his twin sister who was also opening a retail outlet of her own. Had Aloice 

sold these items to his normal customers he would have realized a total of $14,000. Aloice 

also informed you that his sister has not yet registered her shop for VAT purposes as she 

is yet to reach the minimum registration threshold.  

2. The cost of sales balance is made up of the following amounts: 

    $ 

 Opening stock           15,000 
Purchases of trading stock         84,000 

 Stock given as Christmas gifts to Aloice’s children        4,500 
 Stock write offs – damaged by rats          3,000 
 Customs duty – for imported trading stock       10,500 
 Closing stock         (12,000) 
 Cost of sales         105,000 

NB: All the amounts in this computation are recorded at cost; with the exception of 
the write offs, the stock was written down from a cost of $3,500 to a net realisable 
value of $500 after extensive damage, the costs to sell the inventory are negligible. 

3. In March Aloice sold to his twin sister one of the delivery vehicles that he was using in his 

retail business. Aloice sold the vehicle for $3,000 and at the time this vehicle had a market 

value of $4,500 which was determined by a local car dealer. The vehicle had initially been 

bought in 2014 for a cash price of $15,000 and Aloice had always been using the vehicle 

in his retail operations. At the time of sale, the delivery vehicle had a net book value of 

$5,000. Aloice contends that the sale of the vehicle will not have any income tax 

implications since the proceeds are capital in nature. 

4. Included in Administration expenses are the following amounts: 

$ 
 Shop rentals         36,000 
 Shop neon sign          2,500 
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 Accounting fees          1,500 
 Subscriptions to retailers’ association of Zimbabwe*        500 
 Depreciation           3,000  
           43,500 
 * The subscription is for the annual period March 2016 to February 2017. 
  
5. Aloice employees 12 shop floor assistants and 1 accountant for his retail business. He pays 

the shop floor assistants a basic salary of $250 per month each and a monthly transport 

allowance of $20 each. The accountant who was recruited in April of 2016 is paid a 

monthly basic salary of $400 and a monthly transport allowance of $20. For the 2016 year 

of assessment Aloice was not withholding PAYE from his employees’ salaries. 

6. On 1 June 2016 Aloice took a 50-inch television set that he was using at his residence and 

started using it in one of his shops. The television is connected to Supersport channels 

which normally broadcast sporting activities and this was done to create a better shopping 

experience for Aloice’s clients. Aloice had initially acquired the television set brand new 

in 2014 for an amount of $2,400 from a local shop in Harare. 

7. Aloice has the following assets that he uses in his retail business: 

 

DESCRIPTION 
YEAR 

ACQUIRED 
COST ($) 

USEFUL 
LIFE (YRS) 

Shop furniture and fittings - 1 2009 3,000 5 

Shop furniture and fittings - 2 2014 5,000 5 

Pick-up truck 2015 12,000 6 

Water dispensers 2015 500 2 
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Part C 
 
Other transactions effected during the year. 
 
In 2009 Aloice took out a 5-year mortgage bond with a local financial institution to finance 
the acquisition of a 4-roomed house in Budiriro. The cash price of the house was $20,000. In 
terms of the loan agreement Aloice was charged an annual interest of 12% with instalments 
being paid monthly in arrears. Aloice completed repaying the loan in 2014 after paying a total 
of $ 26,694 to the bank in interest payments and repayments of the principal amount 
advanced. The interest expense was incurred as follows: 
              $ 
Year 1           2,232 
Year 2           1,840 
Year 3           1,322 
Year 4              895 
Year 5              405 
           6,694 
 
In 2016 Aloice sold the Budiriro house for an amount of $45,000 as he wanted to raise 
additional capital for investing in his retail business. Before selling the house, Aloice had been 
renting out to tenants for a monthly rental of $150. Aloice also informed you that he never 
paid any taxes in respect of the rental income as he was aware that ZIMRA never made a 
follow up on these. 
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REQUIRED MARKS 

Part A  

a)  With reference to the information provided in Part A Notes 1 to 3 
discuss whether or not Aloice’s conclusions in respect of the 
transactions is correct. Base your discussion on the requirements of 
the Income Tax Act. 

i. Note 1 
ii. Note 2 

iii. Note 3 

 
 
 
 

4 
5 
6 

b)  Assuming that the Harare City council is a VAT registered operator, 
discuss the VAT consequences to the council arising from the 
information detailed in note 8. 

8 

c)  Calculate the income tax payable by Aloice for the 2016 year of 
assessment in respect of his employment income.  
 
For items which are neither taxable nor deductible indicate using a zero 
in your computation. 
Provide a brief explanation for treatment of all items. 

16 

d)  Assuming that Aloice was retrenched instead of resigning, discuss the 
income tax treatment of the lumpsum receipt of $50,000 from the 
Harare Municipality Pension fund. 

4 

Part B  

e)  Discuss the VAT and Income tax implications of the sale of $10,000 
made by Aloice to his twin sister. 

13 

f)  With reference to note 3, discuss whether you agree with Aloice’s 
position that the disposal of the vehicle will not give rise to Income Tax 
consequences. 

4 

g)  Calculate the income tax payable for the 2016 year of assessment from 
Aloice’s retail operations. 

27 

h)  Based on the information in note 5 discuss the whether Aloice will be 
required to register as an employer for tax purposes. 

5 

Part C  

i)  Calculate the Capital Gains tax payable by Aloice on the disposal of the 
Budiriro house. 

8 

   

Total 100 
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Part A 

a 

With reference to the information provided in Part A Notes 1 to 3 discuss 
whether or not Aloice’s conclusions in respect of the transactions is correct. 
Base your discussion on the requirements of the Income Tax Act. 

iv. Note 1 
v. Note 2 
vi. Note 3 

15 

 

 MARKS 

i. Note 1  

- The 13th schedule of the income tax act defines remuneration as being 
any amount of income which is paid or payable to any person in cash or 
otherwise and whether or not in respect of services rendered. 

1 

- This means that one does not necessarily have to have rendered any 
services for income to be considered as being remuneration income. 

1 

- Since an employee is a person who receives remuneration, Aloice is an 
employee of the council and therefore receives employment income. 

 

- There was also a contract of employment between Aloice and City council  1 

- Under the said contract, Aloice would have been entitled to the $8,000 
payment. 

1 

- Thus, even though no service was rendered, the amount is taxable under 
employment income. 

1 

ii. Note 2  

- The source of income from services rendered is where the services are 
rendered. 

1 

- However, s12(c) of the income tax act stipulates that in the case where 
an ordinary resident earns income while temporarily absent from 
Zimbabwe, said income will be deemed to be from a source within 
Zimbabwe. 

1 

- Temporary absence is a period of no more than 183 days in aggregate 1 

- Aloice was outside Zimbabwe for ≈ 120 days (30 x 4) 1 

- This means that the allowances granted to him by Tshwane Metro council 
is deemed to be from a source within Zimbabwe, and thus constitutes 
gross income and will be taxable in Zimbabwe 

1 

iii. Note 3  

- The issue at hand is whether the cash in lieu of leave was accrued in the 
2016 year of assessment. 

1 

- Income is taxed at the earlier of receipt or accrual. 1 

- Accrual is discussed in court cases, and it was concluded as being the time 
the taxpayer becomes entitled to the income, or the time the amount 
becomes due and payable – refer Lategan vs CIR 

2 

- Though City council signed a payment plan with Aloice, he had become 
entitled to the full amount upon his resignation. 

1 

- Although payment is going to be made in 2017, the income accrued in 
2016, and shall therefore be taxed in the 2016 year of assessment. 

1 
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b. 
Assuming that the Harare City council is a VAT registered operator, discuss 
the VAT consequences to the council arising from the information detailed 
in note 8. 

8 

 

 MARKS 

Motoring benefit  

- S17(3) of the VAT Act states that an employer who provides fringe 
benefits to employees is deemed to have supplied goods or services. 

1 

- City council granted a motoring benefit to Aloice, and thus are deemed to 
have made a supply. 

1 

- The value of the supply is determined with reference to the value 
determined for PAYE purposes under s8(1)(f) of the Income Tax Act. 

1 

- The value for PAYE is $6,400 1 

- Output VAT is calculated using the tax fraction: 
- 15/115 x 6,400 = $835 

1 
1 

Sale  

- VAT is not charged on the sale of 2nd hand vehicles by resident suppliers. 1 

- Thus, there would be no VAT arising from this transaction. 1 

-   

Sale at below market value  

- The disposal at below market value is a fringe benefit to the employee 
and therefore a deemed supply for which VAT may arise. 

1 

- The benefit is on a second-hand motor vehicle for which ordinarily the 
disposal has no VAT consequences per s6(1)(a) and therefore no VAT 
consequences shall arise with the deemed supply. 

1 

Alternative  

- No output VAT is charged on the disposal, as input tax was denied given 
that it is a PMV 

1 
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c 

Calculate the income tax payable by Aloice for the 2016 year of assessment 
in respect of his employment income.  
 
For items which are neither taxable nor deductible indicates using a zero in 
your computation. 
Provide a brief explanation for treatment of all items. 

16 

 

Aloice Employment Income Tax Computation for the 2016 Year of Assessment 

 $  MARKS 

Gross basic salary - s8 GI   64,000  0.5 

Note 1   
 

Cash in lieu of notice - s8 GI   8,000  1 

Note 2   
 

Allowance - s12c   4,000  1 

Note 3   
 

Cash lieu of leave - s8 GI, accrued - due and payable   10,000  1 

Note 4   
 

Cash out pension fund - taxed at highest marginal tax 
rate 

  -    
1 

Pension contributions - deductible   (1,200) 1 

Note 5   
 

Loan waived - fringe benefit   3,000  1 

Loan benefit - s8(1)(f) (1+5)% x 5k x 6/12 - up to June   150  1 

Loan benefit - s8(1)(f) (1+5)% x 3k x 2/12 - up to Aug   30  1 

Note 6   
 

Medical aid contributions - s16 domestic expenditure   -    1 

Note 8   
 

Motoring benefit - s8(1)(f) 800 x 8   6,400  1 

Motor vehicle disposal - s8(1)(f) 7.2k - 5k   2,200  1 

Taxable income   96,550   
Tax on first 60k  14,580   1 

Tax on 36,550 @ 35%  12,793   1 

Lump sum tax:   
 

Tax on 50k @ highest marginal rate 35%  17,500   1 

  44,873   44,873   
Tax credits:   

 

- Medical Aid ((250-50) x 12/2)   (1,200) 2 

Tax payable   44,873   

AIDS Levy @ 3%  1,346 1 

  46,219  
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PAYE deducted  (16,000)  

Tax payable  30,219  

 
 Available 16.5 

 
 Tax  

 

d. 
Assuming that Aloice was retrenched instead of resigning, discuss the 
income tax treatment of the lumpsum receipt of $50,000 from the Harare 
Municipality Pension fund. 

4 

 

 MARKS 

- S8(1)(r) brings into gross income any amount received or accrued by way 
of commutation of a pension or annuity which is payable from a pension 
fund. 

1 

- An amount constitutes the retrenchment package if it is received 
because of a retrenchment. 

1 

- However, the amount would have been received by Aloice even if he 
were not retrenched, and thus is not an amount received as a result of 
retrenchment. 

1 

- The amount is received from a pension fund, and is thus, taxable in full in 
accordance with s8(1)(r). 

1 

- The lumpsum is taxed at Aloice’s highest marginal tax rate  1 
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Part B  

e. Discuss the VAT and Income tax implications of the sale of $10,000 made by 
Aloice to his twin sister. 

13 

 

 MARKS 

VAT  

- The issue is on determining the value of the supply 1 

- This is a sale of goods between connected persons at a price below the 
market value. 

1 

- S9 states that the value of supply between connected persons is the open 
market value if the buyer cannot claim input VAT. 

1 

- Aloice’s twin sister is not a registered operator, and cannot claim input 
tax. 

1 

- Thus the value of the supply is the open market value of $14,000 1 

- Output tax would amount to $14k x 15% = $2,100 1 

Income Tax  

- The issue is determining whether this is a controlled transaction and what 
the selling price is for income tax purposes. 

1 

- Aloice and his twin sister are associates as defined in s2 1 

- Uncontrolled transactions are any transactions between independent 
persons (35th schedule paragraph 1) 

1 

- Thus, the transaction is controlled as the 2 siblings are not independent 1 

- The taxable income for controlled transactions is determined with 
reference to the arm’s length principle, where the conditions of the 
transaction do not differ from an uncontrolled transaction. (s98B(1)) 

1 

- Using the comparable price method, the selling price in an uncontrolled 
transaction would be $14,000. 

1 

- Thus, the deemed selling price for this transaction is $14,000 1 
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f. With reference to note 3, discuss whether you are in agreement with Aloice’s 
position that the disposal of the vehicle will not give rise to Income Tax 
consequences. 

 

 

 MARKS 

- Aloice is correct in stating that the proceeds from the sale of the vehicle 
are capital in nature, given that he is not in the business of selling vehicles. 

1 

- However, s8(1)(j) includes in gross income, the amount recouped on 
capital allowances previously granted upon the sale of an asset. 

1 

- Where disposal is by way of scrapping and the proceeds are less than the 
ITV then a scrapping allowance may be granted. 

1 

- Recoupment is calculated as the selling price, less income tax value, 
limited to the capital allowances previously granted. 

1 

- Since Aloice and his sister are associates as defined transactions between 
them are controlled transactions 

1 

- In this case, the selling price would need to be determined with reference 
to s98B which establishes the arm’s length principle. 

1 

- No recoupment in this case as sale proceeds were less than the ITV 1 

- No scrapping allowance either as the disposal was not as scrap. 1 

-   

-   
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g Calculate the income tax payable for the 2016 year of assessment from Aloice’s 
retail operations. 

 

 

Aloice Trade Income Tax Computation for the 2016 Year of Assessment 

 $  MARKS 

NPBT   126,840  0.5 

Note 1    

Sales to sister:    

- Amount charged  (10,000)  1 

- Comparable price - s98B + 35th schedule  14,000   1 

   4,000  0.5 

Note 2    

Cost of sales:    

- Opening stock - deductible s15(2)(u)  -     1 

- Purchases - deductible s15(2)  -     1 

- Stock used for Xmas:    

- Not deductible  4,500   1 

- Write offs - carried at lower of cost and MV 3,000     1 

- Customs duty - part of cost to acquire  -     1 

- Closing stock - s8 special inclusion  -    7,500 1 

Note 3    

Loss on disposal - not incurred   2,000  1 

Recoupment:    

- Deemed selling price - s98B transfer pricing  4,500   1 

- Less ITV (15k x 25% x 2)  (7,500)  1 

- Possible scrapping allowance  (3,000)  1 

- No scrapping allowance as vehicle not scrapped but sold  -     -    1 

Note 4    

Shop rentals - incurred   -    1 

Shop neon sign - capital nature/improvement   2,500  1 

- Sign wear and tear @ 2.5%   (625) 1 

Accounting fees - incurred   -    1 

RAZ subscriptions - incurred   -  1 

Depreciation - not incurred   3,000  1 

Note 5    

Staff costs - incurred   -    1 

Note 6    

TV - asset for provision of entertainment - no W&T   -    1 

Note 7    
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Aloice Trade Income Tax Computation for the 2016 Year of Assessment 

Capital allowances:    

- Furniture and fittings 1 - exhausted   -    1 

- Furniture and fittings 2 - 5k x 25%   (1,250) 1 

- Truck - SIA 25% x 12k   (3,000) 1 

- Water dispensers - SIA 25% x 500   (125) 1 

Taxable income   139,986   

Tax payable @ 25.75%   36,046  1 

  Available 27.5 

  Max 27 
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h. Based on the information in note 5 discuss the whether Aloice will be 
required to register as an employer for tax purposes. 

 

 

 MARKS 

- Paragraph 2 of the 13th schedule states that every person who becomes 
an employer shall register within 14 days of becoming an employer. 

1 

- Employers are liable to withhold PAYE on behalf of employees. 1 

- Employment income is only taxed to the extent that an individual earns 
more than $300 in a month. 

1 

- Between January and March, Aloice would not have needed to register as 
an employer as none of the employees earned over $300 during that time, 
thus there was no PAYE to withhold. 

1 

- However, given that the accountant earns more than $300, Aloice 
became liable to register as soon as the accountant started work. 

1 
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Part C  

a. Calculate the Capital Gains tax payable by Aloice on the disposal of the 
Budiriro house. 

 

 

Aloice Capital Gains Tax Computation for the 2016 Year of Assessment 

 $  MARKS 

Sale proceeds - s8   45,000  1 

Recoupment (20k x 2.5% x 7)   (3,500) 1 

GCA - s8   41,500   

    

Cost - s11  26,694   1 

Interest payments - deductible under Income tax (6,694)  1 

Capital allowances - s11  (3,500)  1 

Inflation allowance - s11 (2.5% x 8 x 20k)  4,000   1 

  20,500   (20,500) 1 

Capital gain   21,000   

Tax @ 20%   4,200  1 

  Available 8 
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PAPER 2 

All amounts are in United States Dollars and are exclusive of VAT unless otherwise indicated 

You are a 3rd year trainee at MAG International Chartered Accountants (MAG) and are 
currently working on tax assignments. Your manager Kith Chihambakwe has assigned you 
several clients, who require different tax services including but not limited to: 

• Advice on tax queries; 

• Tax planning; 

• Tax computations; and 

• Filling of returns. 

Gawn Properties (Pvt) Ltd (Gawn) is one of the many clients in your portfolio and Gawn 
require MAG to advise on several transactions that occurred during the year 2016.  Gawn is a 
subsidiary of Adel (Adel) Ltd which is a group of companies that is listed on the Zimbabwe 
Stock Exchange (ZSE). Adel operates in the hospitality industries and real estate. Adel has 2 
subsidiaries, namely Gawn and Africa Moon (Pvt) Ltd (Africa Moon). Africa Moon operates 
hotels, lodges, safaris, entertainment, car rentals and other businesses in the tourism sector. 
Gawn Properties (Pvt) Ltd (Gawn) is 85% owned by Adel and is in the real estate business. All 
companies within the Adel group have a 31 December year end. 

Gawn employees have a registered employee Trust that operates canteens, tuckshops, and 
conducts a few fundraising activities for the benefit of employees. During the year 2016, the 
Trust raffled 5 refrigerators and collected $10,000 from ticket sales. The refrigerators had cost 
$2,500 and a further $500 was incurred to run the raffle, the refrigerators were bought from 
a VAT registered operator. The employees are not immediately clear of the VAT implications 
of some of the transactions of the Trust and since Gawn is already consulting MAG on tax 
matters, Gawn has agreed to consult MAG on their behalf. Assume that the $10,000 was 
received evenly for 5 months commencing 01 February 2016 and that the Trust is a registered 
operator in Category B. The Trust also sold a batch of clothing items imported from Dubai to 
staff. The sales were on a 3-month lay-by from the 1st of June 2016. The Trust is not clear on 
the VAT consequences of lay-by sales. The whole batch was sold in June for $6,300 with 
collections of $2,100 commencing at the end of June to the final instalment in August. The 
margin on the sales was 20%. 

The following excerpt contains the Financial and Operational Review sections of the annual 
report. “The business achieved a higher turnover by 17% in 2016 compared to 2015. Operating 
expenses were down by 23% compared with the same period in 2015. The significant reduction 
in operating costs is because of the Board and Management’s focus on creating a leaner and 
more efficient structure through a rationalisation exercise carried out at the beginning of 
2016.” 

Hotel Property Portfolio 

Gawn owns hotels that it leases out to Africa Moon. Rental revenue increased from $1.8 
million for the year ended December 2015 to $2.4m in 2016. Gawn has variable lease rental 
structures and contingent rental structures with the different client hotels. To improve the 
rental yield from these hotel properties, Gawn has agreed to a refurbishment program 
targeting the structural aspects of its hotels. Africa Moon is to incur the costs of the 
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refurbishments per contractually agreed plans with caps on the amounts to be spent. Gawn 
is, however, concerned that occupancy rates may fall in the future due to an anticipated 
decline in visiting foreign tourists. The introduction of the bond note regime has partly 
negatively affected the travel sector as the international airlines are not being paid in time 
due to foreign currency shortages. Some airliners have already notified International Air 
Transport Association (IATA) of their intention to terminate their flights to Zimbabwe. 

 

Property Development 

Gawn owns commercial and residential properties which it leases out to tenants. Gawn also 
develops properties by buying land and subdividing into stands. In some cases, Gawn then 
sells the stands using mortgage finance arrangements. In other projects, Gawn develops 
property such as cluster homes before selling either in cash and/or by mortgage finance 
arrangements. During the year 2016, Gawn obtained a loan from a local financial institution 
to finance a housing project. Gawn acquired an old run-down cluster development from a 
non-registered operator who left the country many years ago. Gawn intends to spruce the 
property up and rent out the units. Gawn also disposed of its Milton Park office to relocate its 
head office to Madokero in the Western surbubs of Harare. 

Property Consultancy 

Gawn re-aligned its business model at the beginning of 2016 to focus on valuation advisory 
and property management. It then appointed a new Managing Director to drive that business 
unit. Activity, however, remains depressed in Zimbabwe with reduced property sales and 
letting transactions in the market. The rental market is hampered by high default rates, 
declining rental rates, low yields and escalating void rates. The declining occupancy levels 
have resulted in increased property holding expenses to the landlord’s account in the form of 
the landlord’s contribution towards the operating costs for vacant space. Management has 
devised mitigating measures including space rationalisation and rental reductions, to lessen 
the adverse impact and increase collections despite the challenging environment. 

Gawn had a debt to equity ratio of 11:2, and posted a net profit before tax of $1 650 536 for 
the year ended 31 December 2016. Below is an extract of the Statement of Comprehensive 
Income for the year ended 31 December 2016: 

 NOTES $ 

Revenue 1 4,350,000 

Net Fair Value loss on investment property  (70,362) 

Other Income 2 81,050 

Total Income  4,360,688 

Operating Expenses 3 (2,865,152) 

Operating Profit  1,495,536 

Net Finance Income 4 155,000 

Profit Before Income Tax  1,650,536 
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Notes: 
1. Revenue 

Included in the revenue amount are the following transactions: 
1.1. Lease Rentals 

Gawn and Africa Moon hotels entered variable and contingent lease arrangements 
in order to share the burden of low occupancy levels during low business cycles 
and also share the rewards when business booms. 
1.1.1. Variable lease rentals 

Gawn entered variable lease arrangements with some of the Africa Moon 
hoteliers wherein the hotels were to pay a minimum fixed rental and a 
portion of the rentals would be based on the occupancy levels. The variable 
portion was to be 5% of the hotel bookings. For the 2016, financial year the 
fixed portion in these arrangements was $1.95 million while the variable 
was $450,000. 
 
 

1.2. Property Sales 

1.2.1. Land Sales 

In January 2013, Gawn acquired a farm in the peri-urban area of Goromonzi 
and subdivided it into a residential suburb called Tigere. The land was 
acquired for $1.5 million from a non-registered operator. Gawn paid the 
amount in two equal instalments in 2013 and 2014. Included in the $1.5 
million was $5,500 conveyancing costs and $160,000 stamp duty. In 2015 
Gawn invested a further $2.5 million into the servicing of the stands i.e. 
roads, water and sewer lines and electricity. Gawn began selling the stands 
in January 2016. The sales are on an instalment credit arrangement 
wherein a customer pays a 10% deposit before paying the balance in 
instalments. During January 2016, all the pieces of land were sold, and the 
Gawn accountant correctly accounted for $4.365 million in revenue. In the 
same year, they had received $1.3 million in deposits and instalments from 
new customers, and $3.065 million was still outstanding at year end. The 
finance income is part of revenue as this is the usual selling model of the 
business. The land could have been sold for a cash price of $4 million. 

1.2.2. Developed property sales 

Gawn sold developed properties for a cluster development in Marlborough 
in January 2016. The units were sold on a mortgage financing arrangement. 
The customers would get a loan from a local bank. The bank paid off Gawn 
the entire amounts for the units. The total sales were $1.05m. 

1.3. Property Management Fees 

Gawn invoiced $150,000 in property management fees to various clients who left 
the country and have entrusted Gawn with the management of their properties. 
Included in this portfolio are corporate clients who do not wish to interface with 
their tenants and therefore contract Gawn to manage their properties. The entire 
amount was correctly included in revenue. 
 

1.4. Valuation services 



UNISA CTA FINAL EXAM REVISION MODULE 

Page 39 of 51 
 

Gawn received $120,000 out of the invoiced $150,000 for valuation services fees. 
The entire $150,000 has been included in revenue. They have already provided for 
a possible loss through bad debts for the outstanding $30,000. 

2. Other Income 

2.1. Profit on disposals 

2.1.1. Milton Park office 

Gawn disposed of its offices in Milton Park and moved to its recently 
acquired property in Madokero. The Milton Park office was acquired in 
February of 2010 for $60,000. Improvements were done in 2012 to 
increase a wing for the IT department for $20,000. The property was sold 
in 2016 for $120,000 when its book value was $69,000. Included in other 
income was profit on disposal of $51,000. 

2.1.2. Mt Hampden warehouse 

In March of 2016, a warehouse owned by Gawn was destroyed by fire. 
Gawn had constructed the warehouse in 2013 for $75,000. The warehouse 
was being let out to one tenant since. The tenant used it to store 
manufactured goods. In September 2016, Gawn received $100,000 from 
its insurers. Gawn intends to commence reconstruction of a similar 
property in February 2017 for $85,000. On the date the warehouse was 
destroyed, it had a book value of $68,000. Included in other income was 
profit on disposal of $32,000. 

2.1.3. Motor Vehicle disposals 

Gawn disposed of 2 delivery vans for $3,500 each. They had a book value 
of $2,000 each and were acquired in 2014 for $6,000 each. Profit on 
disposal of $3,000 was included in other income. Gawn acquired two 
second-hand motor vehicles for $10,000 each for use as delivery vans in 
2016.  

3. Operating Expenses: Included in operations expenses are the following: 

3.1. Rationalisation costs 

To improve efficiency, Gawn retrenched some of its staff and further 
automated some of its processes. The retrenchments costs included: 
Severance Pay       $250,000 
Golden handshakes      $220,000 

3.2. Gawn made voluntary payments to 10 former staff members at $700 each. 

3.3. Depreciation for the year amounted to $65,000. 

3.4. Training 

During the year, the hotel made use of a foreign expert from Germany to train 
staff on new quality systems in the hotel sector for $ 15,000. 

3.5. Gawn awards varied fringe benefits to staff depending on the different 

contracts of employment. The following benefits were offered: 

3.5.1. Motoring benefit 

Isuzu twin cab v6 2.8  litre diesel Limited Edition that was acquired 
brand new for $52,000 for the Managing Director.  

3.5.2. Cash allowance to the Managing Director of $400/month. 



UNISA CTA FINAL EXAM REVISION MODULE 

Page 40 of 51 
 

3.5.3. Entertainment allowance for the Marketing Manager. This allows the 

Marketing Manager to draw down from Chapman Golf Club up to a limit of 

$300/month so as to enable networking. 

3.5.4. Residential accommodation for the Finance Manager in Milton Park. 

Similar houses are rented out for $700. $250 is being deducted from the 

employee’s salary.  

3.6. Gawn wrote off $43,500 which had proven to be irrecoverable to the 

satisfaction of the Commissioner. The debt was in respect of valuation services 

for a foreign client. A return was furnished to ZIMRA with regards to this 

transaction 

4. Included in Net Financing Income are the following: 

4.1. Finance Income 

4.1.1. Land sales (note 1.2.1)      $135,000  

4.1.2. Staff loans       $125,000 

4.2. Finance Costs 

4.2.1. Housing project debt cost       $90,000 

4.2.2. Mercedes-Benz E300 lease for CEO      $15,000 

Gawn also acquired a top of the range Isuzu twin cab for use by the Managing Director for 
$52,000. 
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Refurbishments 

Africa Moon refurbished different properties which they rent from Gawn for a total amount 
of $2,365,000. These refurbishments were contractually agreed on but for a cost not 
exceeding $2,100,000 in aggregate across the leased properties. Africa Moon has gone on 
with the refurbishments as it is of the view that it will recoup costs through better competitive 
business. All improvements were completed and brought into use on 1 February 2016. As at 
31 December 2016, the leases between Gawn and Africa Moon had a minimum remaining 
period of 20 years. 

Gawn is not clear on the tax treatment on some of the above transactions in relation to 
withholding taxes, Value Added Tax and Capital Gains Tax. Gawn would also want MAG to fill 
in its annual tax return by first calculating the Income Tax. Gawn has also agreed to carry the 
cost of MAG advising the trust on VAT matters. 
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REQUIRED  

  MARKS 

1 For the Trust, discuss with supporting calculations,   

 a. The VAT implications of the proceeds of the raffle and the 
associated costs incurred by the Registered Employee Trust. 

10 

 b. The VAT implications for the Trust of the lay-by sales for the clothing 
items - 
i. The implications of the importation of the clothes; 
ii. The implications of the sales of the clothes; 

              

6 

2 For Gawn, discuss the VAT implications, with supporting calculations (where 
applicable) of: 

 

 a. The bad debts written off. (note 3.5) 4 

 b. The acquisition of the Goromonzi land at the time of acquisition. 
(note 1.2.1) 

5 

 c. The land sales 5 

 d. Severance pay in the staff rationalisation exercise 3 

 e. Training costs of the German expert 3 

 f. Varied fringe benefits 3 

 g. Finance Income on land sales 2 

 h. Staff loans interest 2 

 i. Housing project debt finance cost 2 

3 From the perspective of Gawn, discuss with supporting calculations, the CGT 
consequences of the following transactions: 

 

 a. Milton Park office sale (note (2.1.1) 5 

 b. Mt Hampden warehouse proceeds (note 2.1.2) 5 

 c. Land sales (note 1.2.1) 3 

 d. Refurbishments by Africa Moon  2 

4 Calculate the income tax payable by Gawn Properties for the year ended 31 
December 2016. Provide brief explanations for the treatment of each 
transaction. 

40 

 Total 100 
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1 For the Trust, discuss with supporting calculations,  

 a.   The VAT implications of the proceeds of the raffle and the associated costs 

incurred by the Registered Employee Trust. 

 

10 

 

 MARKS 

S6(1) of the VAT Act stipulates that VAT is charged on the value of the supply by any 

registered operator of goods or services supplied by him in the course of furtherance 

of any trade carried on by him. 

 

 

1 

Given that the employee trust is a registered operator, thus, supplies made by the 

trust would be subject to VAT unless they are exempt supplies. 

 

1 

S2 of the VAT Act defines goods as being corporeal movable things. 1 

A raffle is betting as defined in the lotteries and gaming act. 1 

S7(11) deems the provision of betting services as being a supply which is subject to 

VAT. 

 

1 

The time of the supply is the date on which proceeds from ticket sales are received. 1 

The value of the supply is the amount received from the ticket sales. 1 

Output VAT will be 15% x $10,000 = $1,500 1 

The Trust was charged VAT on the refrigerators per 16(1) 1 

The   Trust   used   the   refrigerators   to   make   taxable   supplies   i.e.   the   betting 

services(s7(11) 

 

1 

Input tax can therefore be claimed on the refrigerators 1 

Input VAT will be 15% x $2,500 = $375 1 

The VAT returns and remittances are due on: 

25 March – input VAT $326, output VAT $300 

25 May and 25 July – output VAT $600 each 

 

 

1 

1 
 

 b.   The VAT implications of the lay-by sales for the clothing items - 

i.   The implications of the importation of the clothes; 

ii.  The implications of the sales of the clothes for the Trust 

 

6 

i.            The implications of the importation of the clothes.; MARKS 

S6(1)(b) provides for the levying of VAT on importation of goods. 1 

Import VAT is calculated on the value for tax purposes, which is the value for duty 

purposes + duty. 

 

1 

Cost = 6.3k/1.2 = $5,250 1 

Thus, the employee trust is to pay Import VAT of $5,250 x 15% = $787.50 1 

The import vat paid can then be claimed per s16(1) if: 

-     The tax has been paid and 

-     The goods are to be used in the making of taxable supplies. 

 

 

1 

ii.           The implications of the sales of the clothes; for the Trust  
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Laybye agreements of consideration not less than $25 are provided for in section 7(4) 

for deemed supplies. 

 

1 

The value of the supply is the consideration less VAT 100/115 x 6.3k = $5,478.26 1 

 

The time of supply is the date on which the goods will be delivered to the buyers which 

is 1 August 2016. 

 

1 

The VAT of $821.73 is to be remitted on 25 September. 1 
 

 

2 For  Gawn,  discuss  the  VAT  implications,  with  supporting  calculations  
(where applicable) of: 

 

 

 MARKS 

a.   Bad debts written off  

- A registered operator is allowed to claim input tax on irrecoverable debts subject to 

the following conditions: 

I.      The supply was a taxable supply; 

II. A  return  has  been  furnished  with  the  Commissioner  and  VAT  was 

accounted for on the debt; and 

III.      The debt belongs to the operator and has been written off in his books. 

 

 

 

 

1 

- The supply of valuation services is a taxable supply. 1 

- A return was furnished to ZIMRA with regards to this transaction. 1 

- The debt belongs to Gawn, and has been written off in their books. 1 

- Gawn however had charged zero output tax as exports are zero rated and therefore 

the adjustment is nil. 

 

1 

b.   Acquisition of Goromonzi land  

- No VAT was charged by the seller to Gawn as the seller is a non-registered operator. 1 

- However, if a registered operator is the purchaser, he may claim notional input VAT. 

S17(4). Thus, Gawn may claim notional input VAT. 

 

1 

- Notional input VAT can only be claimed where transfer/stamp duty has been paid. 1 

- Notional VAT is limited to the stamp duty paid. 1 

-     Notional input is calculated as follows: 

I.      1.5mil x 15% = $225k 

II.      Limited to $160k 

 

 

1 

½ 
- Thus, Gawn may claim notional input VAT of $160,000. 1 

c.   Land sales  



UNISA CTA FINAL EXAM REVISION MODULE 

Page 45 of 51 
 

- The sale of the land constitutes a taxable supply, thus Gawn should account for 

output tax. 

 

1 

- The sale of land is an instalment credit agreement ½ 

- The time of supply is on the date or registration of transfer or date of any payment is 

made in respect of consideration for such supply or the date of agreement where 

neither payment has been made nor transfer has been done. S8(3)(d)(e) 

 

 

1 

- The time of the supply is January 2016. 1 

- The fact that some payments are still outstanding is irrelevant, given that the land 

was transferred to the customers. 

 

1 

- VAT is calculated on the cash price of the sale: 

$4.0mil x 15/100 = $600 000 

 

1 

- The $365 000 is from the supply of financial services. Financial services are exempt 

from VAT. 

 

1 

d.   Rationalisation exercise  

- Input tax can be claimed on the cost of goods or services acquired if: 

-     The goods or services were charged VAT; and 

-     The goods or services were used to make taxable supplies. 

 

 

1 

- Severance pay is employment income and this is excluded from the definition of 

trade. 

 

1 

- Thus, no input VAT can be claimed on the severance pay as no VAT was charged in 

the first place. 

 

1 

e.   Training costs  

- In s2 of the VAT Act, imported services are defined as a supply of services that is made 

by a supplier who is resident or carries on business outside Zimbabwe to a recipient 

who is a resident of Zimbabwe to the extent that such services are  utilised or 

consumed in Zimbabwe otherwise than for the purpose of making taxable supplies; 

 

 

1 

- The supplier, who is German, is not resident in Zimbabwe. 1 

- However, this service was consumed for the purpose of making taxable supplies. 1 

- Thus, no VAT arises on this transaction since it’s not an imported service as defined. 1 

f.    Fringe benefits  

- S17(3) states that an employer who provides fringe benefits is deemed to have 

supplied goods or services on which output tax should be accounted for. 

 

1 

- The value of the supply will be determined with reference to the value for PAYE 

purposes made in s8(1)(f) of the Income Tax Act. 

 

1 
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-     However, no output VAT shall be charged on: 

I.      Exempt supplies; 

II.      Zero-rated supplies; 

III.      Supply of entertainment; and 

IV.      Fringe benefits made by operators who make exempt supplies. 

 

 

½ 

½ 

½ 

½ 
- For the motoring benefit, the Output VAT is [15/115 x 600/mth] 1 

- The housing benefit is an exempt deemed supply hence no VAT shall arise 1 

- The cash allowance is a supply of money and money is excluded from the definition 

of goods. This therefore means there is no supply and hence no VAT. 

 

1 

- The entertainment allowance is a deemed allowance that is a prohibited deduction 

for input tax claims per 16(2) and has no VAT consequences. 

 

1 

g.   Finance income on land sales  

- This is the provision of a financial service as defined. 1 

- Financial services are VAT exempt; thus, no VAT shall be charged on the income. 1 

h.   Staff loans interest  

- This is the provision of a financial service as defined. 1 

- Financial services are VAT exempt; thus, no VAT shall be charged on the income. 1 

i.    Housing project finance cost  

- No VAT was charged by the financier as they are exempt financial services 1 

- Gawn cannot claim input tax therefore per s16(1). 1 

 

 Discuss with supporting calculations, the CGT consequences of the 
following transactions: 

 

 MARKS 

a.   Milton Park office sale [5 Marks]  

-   Capital Gains Taxes arise where there has been a disposal of a specified asset. 

-   Specified assets are either marketable securities or immovable properties. 

 

1 

-   Gawn disposed of a property. The property is an immovable property hence a 

specified asset. 

 

1 
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-   CGT is calculated on the gain on a disposal or a percentage of disposal proceeds 

for exempt specified assets. 

- The Tax is a result of matching allowable deductions to the Gross capital amount 

less exemptions. The allowable deductions include the cost of the specified asset 

and any improvement costs, the inflation allowances and the selling costs. 

- Amounts that are revenue in nature are excluded such as the recoupment and 

any capital allowances granted. 

 

 

 

 

 

2 
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-   The capital gain is calculated as follows 

 

 

Sale proceeds                                                                                                     120,000 

less recoupment                                                                                Wkg 1    (11,000) 

(60k x 2.5% x 6) + (20k x 2.5% x 4) 

GCA                                                                                                                       109,000 

 

 

Cost (60k + 20k)                                                                                80,000 

Capital allowances                                                                         (11,000) 

Inflation allowance                                                                          13,000 

(60k x 2.5% x 7) + (20k x 2.5% x 7) 

(82,000) 

Capital gain                                                                                                           27,000   

CGT @ 20%                                                                                                              5,400 

 

 

Working 1 

Building        Improvements      Total 

 

 

Proceeds                                                                                                               120,000.00 

ITV 

 

Cost                                          60,000.00               20,000.00    80,000.00 

 

 

Capital Allowances                  9,000.00                 2,000.00    11,000.00      69,000.00 

51,000.00 

Potential Recoupment 

Limited to capital allowances granted of $11,000 

 

 

 

½ 

2 

 

 

 

 

 

1 

½ 

2 

 

 

 

 

 

1C 
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b.   Mt Hampden warehouse proceeds [5 Marks]  

-   CGT  arise  on  disposal of  a specified  asset. Compensation is received for a 

specified asset, the specified asset is deemed to have been disposed of per s13. 

-   Compensation was received for the warehouse and hence there was a deemed 

disposal of a specified asset. 

 

 

1 

-   CGT will however be calculated on the gain to the extent to which the proceeds 

were not used to replace the asset. 

-   $80k of the $100k was to be used to replace the asset and therefore 20% of the 

gain will attract CGT. 

 

 

1 

-     Capital gains would be calculated as follows: 

 

 

Sale proceeds (100k - 85k)                                                                  100,000 

less recoupment (insurance)                                                               (5,625)   

GCA                                                                                                           94,375 

 

 

Cost (60k + 20k)                                                       75,000 

Capital allowances                                                  (5,625) 

Inflation allowance                                                    7,500 

(75k x 2.5% x 4)                                                                                     (76,875)   

Capital gain                                                                                              17,500 

Proportion used to replace (80% x 17,500)                                    (14,000)   

CGT @ 20%                                                                                              (3,500)   

 

 

 

1 

1 

 

 

 

1 

½ 

1 

 

 

 

 

 

1C 

  

c.   Land sales [3 Marks]  

-     This is a sale of specified assets and thus attracts capital gains tax. 1 

-     However, GCA excludes any amounts deemed to be gross income under s8 

of the income tax act. 

 

1 

-     Given that Gawn are in the business of developing land and selling it, the 

proceeds from the sale are gross income, and thus the entire amount is 

deducted from sale proceeds. 

 

 

1 
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-     This would leave us with a nil gross capital amount, and thus nothing on 

which to calculate capital gains tax. 

 

1 

 

 

 

 

d.   Refurbishments by African Moon [2 Marks]  

-     S11(5) stipulates that where a taxpayer as lessor of a property had been 

charged income tax under s8(1)(e) of the income tax act, the taxpayer shall 

be deemed to have incurred the amount included in their taxable income. 

 

 

1 

-     In this case Gawn would have had included in their taxable income and 

amount of $2.1mil. 

 

1 

-     Thus, upon the subsequent sale of said properties, Gawn will be allowed a 

deduction as per s11 in the determination of capital gains tax payable. 

 

1 

 

4     Calculate the tax payable by Gawn Properties for the year ended 31 December         
40 

2016. Provide brief explanations for the treatment of each transaction. 

Gawn Ltd Income Tax Computation for the 2016 Year 
of Assessment 

   

 $  Marks 

NPBT  1,650,536 0.5 

Fair value loss - not incurred  70,362 1 

Note 1    

Rentals:    

- Fixed - s8 GI  - 1 

- Variable - s8 GI  - 1 

Land sales:    

- Opening inventory - s15(2)(u)  - 1 

- Suspensive sales relief - s17 (3.065/4.365 x 365k)  (256,294) 2 

Cluster development sales - s8  - 1 

Property management fees - s8  - 1 

Valuation services - s8  - 1 

Provision for bad debts - not incurred  30,000 1 

Note 2    

Milton park:    

- Profit on disposal - not received (120k - 69k)  (51,000) 1 

- Recoupment s8(1)(j) - from question 3  11,000 1 

Mt Hampden:    

- Profit on disposal - not received (100k - 68k)  (32,000) 1 
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- Recoupment - no recoupment, asset to be replaced  5,625 1 

Delivery vans:    

- Profit on disposal - not received (2 x (3.5k - 2k))  (3,000) 1 

- Recoupment    

- Proceeds (3.5k x 2) 7,000  1 

- Less ITV (6k x 2 x 50%) (6,000)  1 

- Potential recoupment 1,000   

Limited to    

- Cap allowances previously granted 6,000  1 

- Actual recoupment  1,000 1 

Note 3    

Severance pay - incurred in the course of trade  - 1 

Golden handshakes - retrenchment, incurred s15  - 1 

Voluntary payments:    

- Amount paid (700 x 10) 7,000  1 

- Limited to - s15(2)(q) (500*10) (5,000)  1 

 2,000 2,000 1 

Depreciation - not incurred  65,000 1 

Training costs - incurred for trade s15(2)  - 1 

Fringe benefits - for the purposes of trade  - 1 

Bad debts written off - proven to be irrecoverable  - 1 

Note 4    

Finance income:    

- Land sales s8  - 1 

- Staff loans - - - 1 

Finance costs:    

Total debt cost charged to p/l    

- Charged to P/L (90,000 + 15,000) 105,000  1 

- Thin capitalisation s16 (3/5.5 x 105k) (57,273)  2 

- Amount disallowed  47,727  

- Motor vehicle lease - incurred for trade:    

- P/L charge limited to $ 10,000 s16(1)(k)(vi)  5,000 1 

Lease improvements - s8(1)e (2.1mil/10 x 11/12)  192,500 2 

Capital allowances    

Motor vehicle – Isuzu (52,000) ltd to 10,000 x 25% (2,500)  2 

Taxable income  2,359,028  

Tax payable @ 25.75%  607,450 1 

   40.5 

 


