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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.
• Emphasise key points in regular fast forward summaries.
• Test your knowledge in quick quizzes.
• Examine your understanding in our practice question bank.
• Slides, video material accessible through My CAA learning portal sup
ports this module.
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INTRODUCTION

Zvinotendesa Leonard Mapetere CA (Z)
The 2017 academic year promi ses to be an exciting one for the t ax department. This is so
because of continual improvement from lessons learnt from the immediate past year and
those preceding it.
The Academy embraces continuous improvement, one of the 8 key principles to quality and
therefore strives to offer better value to the student to perpetuity. Areas that shall improve in the
year ahead include, but are not limited to, revolutionary teaching techniques and aids, revised
approaches to the course notes, improved question banks, better tutor-student engagement, to
mention a few.
The ZCTA program is challenging. The technical concepts are fairly difficult. The content volume is
a lot. The time to complete the program is limited. The combination of these factors complicates
the life of the student as long hours are required combined with smart thinking and working.
This combination of brute force and brains will see the student grind day by day. This requires
other attributes such as discipline, focus and understanding that one cannot substitute the effort
required.
Since the learners are from different universities with different curricula, experience has shown
that the first degree may not have adequately prepared the learners for ZCTA. This is due to
misalignment of syllabi and thrust. At CAA we are there to take on this challenge of helping the
learner to get into the groove sooner than later.
Academics aside, some students may have to be employed while at the same time studying.
This further reduces the amount of study time available for the student. It however hones
the learner’s ability to consistently do different tasks in their day and still be competent in all.
Multitasking and balancing efforts so as to achieve all planned objectives is a crucial life skill.
In that regard, three questions that ZCTA students often ask us are:
•
•
•

How much time they shall need to spend studying for the ZCTA?;
Whether they shall need to refer to undergraduate notes; and
How much time they shall need to spend reading textbooks and other related material?
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Turning to you the student, we cannot come up with a one size fit all answer to these questions,
however we will offer advice that will hopefully get you started and get the most out of your
time. If you consider our advice, it should help you answer those questions for yourself, taking
into cognisance that what is right for you may differ from what is right for the next scholar.

CAA

1.

Plan your study programme and stick to it
Plan your study in a way that will give you a few spare days prior to the exam. That way,
you will have time to go back to the areas that you feel most vulnerable in. This also gives
you time to rest, which is crucial before examinations. Once you have planned your study
time, stick to it. Communicate the plan to those around you so that they can support you
effectively. Take time out to relax and break occasionally. Try to take care of your physical
and psychological stamina by exercising regularly and socialising OCCASSIONALLY. (Please
note that socialising cannot be often)

2.

Work actively, not passively
When you work, make sure you are actively engaged in your work. Many students look
for opportunities to work passively that includes attending lectures and to some extent,
reading text books, notes and acts etc. You have covered part of the syllabus as evidence by
your success in your university exams, now you need to get exam fit and prepared for the
unexpected and applied nature of the ZCTA. Active studying means applying your knowledge,
challenging your understanding and identifying your gaps and weaknesses. You need to do
the work, you cannot sit back and try and absorb work that others have done. Use your
tutorial notes and practice questions as a tool to identify gaps in your knowledge and when
you find a gap, take appropriate steps to address that specific gap. We have given a great
deal of thought to identifying tutorials that cover the important aspects of the syllabus as
well as different skills and types of questions. Use those tutorials to drive your preparations
and to identify areas that you need to work on.

3.

Focus on identifying and addressing problem areas
When you have completed a tutorial – don’t fall into the trap of rushing to the next one
too quickly. Each tutorial is an opportunity to correct mistakes that you made, areas where
you could have been more efficient or to review issues that you addressed. Spend time
when you have finished a tutorial question thinking about how you could have tackled the
question better, the clues you missed in the information or the required, what you knew
but forgot to include in your answer and what you did not know/understand and whether
it was important enough to spend time on? If you do your tutorials properly i.e. as exam
questions, you will be developing the skills needed to identify the clues to your answers in
the question paper. Knowing what to lookout for is often the key challenge and one that
students who take the short cut often face. When you compare your solution with the one
that we have suggested, many of you will notice that you forgot issues that you did know.
Identifying issues that you need to include in your answer needs to be a major focus of your
preparation. Forgetting to deal with issues is a much bigger problem for most students than
getting answers wrong. Focus on linking ideas when answering your tutorials so that you do
not fall into that trap e.g. when you are discussing substantive procedures over valuation of
assets in consolidated financial statements – have you thought about impairment, deferred
tax, group accounting issues etc.?
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Focus on exam technique
You need to get half the marks to pass - focus on making sure that you will earn every mark
that you can realistically aim for. You do not need to know all the tricky aspects but you
should collect all the easy marks. In preparation, focus on the type of marks in the mark plan
that you are not getting and what you would need to do to get those marks. For most of you,
it is forgetting to write down stuff that you know. Many students do not fully grasp the scope
of what the required task is and focus on a narrow aspect only – thus restricting the marks
that they could possibly be awarded. You need to think of your solution through the eyes of
the marker – i.e. will the marker find your key points? The best strategy to understand this
is to try to mark someone else’s work and you will soon understand how important that is.

Regards

Zvinotendesa Leonard Mapetere CA (Z)
Head of Department - Taxation
Written together with the CAA Tax team.

Personnel and contact details
Lecturer Name
Elliot Wonenyika CA(Z)
Zvinotendesa Mapetere CA(Z)
Fungai Charumbira
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+263 4 702 532-5

elliot@caa.ac.zw
zvino@caa.ac.zw
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Background to Taxation
Because Taxation is a subject grounded in law, there is usually a clearer distinction between
right and wrong answers and more consistency in the expected layout of solutions than in other
subjects. Students who struggle with detailed computations in other subjects may be able to
improve their overall marks through good performance in the taxation question(s), since the
numbers themselves are usually not complex.
Although on the surface Taxation may seem like a large volume of rules to memorise, underlying
the development of the legislation are principles, objectives and history. We would therefore
encourage you to take the time to ask the “why” questions when engaging with the content,
rather than focusing purely on the “what”/ “how” questions. This extra investment of time will
make it easier to apply legislation in the exam, as well as help you to deal with any unfamiliar
topics that may arise.
The primary goal of this programme is to focus on improving exam technique, while refreshing
your technical knowledge. In order to maximise the effectiveness of the programme, you need to
spend time comparing your solution to the model answer for each tutorial. It is not enough that
you arrive at the same number as the solution; you need to follow the same approach, provide
the same level of detail and have appropriate section referencing to score the available marks.
Even if you came to the same answer, continue to ask yourself, “How could my exam technique
have been better?”

Section summaries and areas of focus
Case law questions
In preparing for case law questions, it is important that you start with the underlying section
and the criteria of the Income Tax Act, rather than memorising the case law summaries. Try
to understand what may be uncertain with regard to each criterion, and then link this to how
this has been clarified by case law, which case(s) provided that clarity, and what the resulting
precedent was.
Example for gross income:
• “Received by” – does this criterion mean that if an amount has been received then this
criterion is automatically satisfied?
• No, only amounts received for the taxpayer’s own benefit meet the criterion of “received”
(Geldenhuys). However, a commitment to subsequently dispose of an amount received to
another person does not mean that the amount has not been “received” (Witwatersrand
Association of Racing Clubs).
Other discussion questions
The trend in the last few exams has been to ask a discussion question involving the appropriate
application of a section of the Income Tax Act that is not frequently encountered. The questions
tend not to be too complex in the facts, and sometimes steer students specifically to the section
in question – the objective seems to be to test whether students can apply the provisions of a
section that they are unlikely to have memorised in detail prior to the exam.

CAA

Property of CAA Learning Media

FOR 2018 CTA 2 EXAMS

vii

APPLIED TAXATION – Module 1

TAX
402

When answering such questions, it is important to consider the mark allocation in determining
the level of detail required in your answer. If the mark allocation is high, it is unlikely to be
sufficient to jump straight to the final answer. In such circumstances you should read the section a
couple of times until you are familiar with how it operates, and then in your answer, explain each
of the relevant provisions in the section, explaining how they work and in what circumstances
they would apply. The point of such questions is not to trick students, but rather to test ability to
interpret legislation, so do not be afraid to make obvious observations.
Calculation questions
Students most frequently lose marks in such questions due to items that they omit from their
solutions. For example, a student may include a recoupment on sale but fail to calculate the
related capital gain (i.e. for specified assets).
As you practice calculation questions, ask yourself why you failed to deal with items that you
omitted from your solution. Once you see the solution, the operation of the relevant sections
may seem obvious, but clearly you missed something in the scenario that should have prompted
you to include this item. Note what it was that you missed, and start building up a memory of
what types of information typically lead to which calculations, and which calculations typically
comes together.
Exam technique is also important in these questions. Consider the layout that the solutions
favour for each type of calculation and compare that to your own, and consider the level of
supporting reasoning in the solution in comparison to your own. You should not only be familiar
with the technical content, but also confident of how you would lay out your solution if that
content were examined.
Finally, make sure you score the easy marks. At this point, no student can expect to know all of
the technical content. Do not let an item that you are unfamiliar with put you off. Even if you
have to leave that item out altogether, answer all of the rest of the question, and be sure to pick
up the marks for standard items like inclusion rates, rebates and calculation of tax payable.

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.
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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.

CAA
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CTA 2018 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 principlesunderlying principles/practices/legislation/requirements
(hereafter “content”); and
• 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.
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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
• 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).

CAA
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Topics

Knowledge level

Income Tax Act
PART I - PRELIMINARY
S 1 (1)
S 2 (2)

Short title
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
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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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
When persons deemed to be associates
When person deemed to control company

Property of CAA Learning Media
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Topics

Knowledge
level

PART II – ADMINISTRATION
S3&4
S5

S9

Repealed
Preservation of secrecy
PART III – INCOME TAX
Levy of Income Tax
Calculation of Income Tax
Interpretation of terms relating to income tax
Special provisions in connection with income derived from sale
of mining claims - Repealed

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

S6
S7
S8

S14
S15
S 16
S 17
S 18
S 19
S 20
S 21
S 22
S 23
S 24

3
3
3
Excluded

Exemptions
Deductions allowed in determination of taxable Income
Cases in which no deduction shall be made
Special provisions relating to hire purchase or other agreements
providing for the postponement of passing of ownership of
property

3
3
3

Special provisions relating to credit sales
Special provisions relating to persons carrying on business which
extends beyond Zimbabwe

3

Special provisions relating to insurance business
Special provisions relating to petroleum businesses
Special provisions relating to special mining lease operations
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
Excluded
Excluded

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

S 25

Deduction of tax from dividends
PART IV – TAX ON SHAREHOLDERS, INTEREST, FEES,
REMMITTANCES & ROYALTIES

S 26
S 27
S 28
S 29
S 30

Non-resident shareholders tax
Branch profit tax – repealed
Resident shareholders tax
Non-resident’s tax on interest - repealed
Non-resident’s tax on fees

xiv

Excluded
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Level 1
3
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3

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

TAX
402

Reference to
Topics
the legislation
S 31
Non- resident tax on remittances
S 32
Non-resident tax on royalties
S 33

Additional profit tax in respect of special mining lease areas

Excluded

S 34

3

S 35

Resident tax on interest
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
S 36B
S 36C
S 36D
S 36E
S 36F - J

Tobacco Levy
Automated Financial Transaction Tax
Presumptive Tax
Demutualisation levy
Carbon Tax
Excluded
PART V – RETURNS AND ASSESSMENTS
Notice by commissioner requiring for assessment under this
Act and manner of furnishing returns and interim returns

Excluded
Excluded
1
Excluded
Excluded
Excluded

3
1
1
1

S 42

Income of minor children
Duty to furnish further returns and information
Commissioner to have access to all public records
Returns as to shareholdings
Duties of companies to furnish returns and copy of memorandum and articles of association.

S 43

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

S 37
S 38
S 39
S 40
S 41

S 44
S 45
S 46
S 47
S 48
S 49
S 50
S 51
S 52
S 53 to S 61
S 62 to S 70
S 71

CAA

Knowledge
level
3
3

Production of documents and evidence on oath
Estimated assessments
Additional tax in event of default or omission
Additional assessments
Reduced assessments of loss
Amended assessment of loss
Adjustment of tax
Assessments and recording thereof
Copies of assessments
PART VI – REPRESENTATIVE TAXPAYERS
Included for awareness
PART VII – OBJECTIONS AND APPEALS
EXCLUDED
PART VIII –PAYMENT AND RECOVERY OF TAX
Appointment of day and place for payment of tax
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S 81
S 82
S 83
S 84
S 85
S 86
S 87
S 88
S 89
S 90
S 91
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Payment of provisional tax
Payment of employees tax
Persons by whom the tax is payable
Temporary trade
No tax payable in certain circumstances
Recovery of tax.
Form of proceedings.
Evidence as to assessments
Withholding of amounts payable under contracts with state
or statutory corporations.
PART IX – GENERAL
Offences – General.
Offences – wilful failure to comply with requirements of commissioner of keep proper accounts and obstruction.

1

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

S 94

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

S 97 C
S 98
S 98A
S 98B
S 99

xvi

1

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

S 93

S 97

1

Excluded

S 92

S 96

3

Offences – increased penalty on subsequent conviction.
Offences – Wilful failure to submit correct returns, information etc.

Evidence.
Proofs of certain facts by affidavit or orally.
Forms and authentication and service of documents.
Regulations.
Relief from double taxation.
Reduction of tax payable as a result of double taxation
agreements.

S 95

2
2
2
1
1
1
Excluded
Excluded

1

1
Excluded
Excluded
Excluded
Excluded
3
3
3
Excluded

Credit where non-residents’ tax on fees has been withheld.
Credit where non-residents’ tax on royalties has been withheld.

2
2

Credit where residents’ tax on interest has been withheld.
Credit where tax on non-executive directors’ fees has been
withheld.

2
2

Tax Avoidance generally.
Income splitting.
Transactions between associates, employers and employees.
Transitional provisions relating to separate taxation of married woman.

2
3
3
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Amounts received or accrued by way of lump sum payments
which shall not be included in Gross Income.

Second Schedule Valuation of trading stock.
Exemptions from Income tax.
Third Schedule

3
3

Deductions to be allowed in respect of buildings,
improvements, machinery and equipment used for
commercial, industrial and farming purposes.
Allowances and deductions in respect of Income derived
Fifth schedule
from mining operations and other provisions thereto.
Deductions in respect of contributions to benefit and pension
Sixth schedule
funds and the consolidated revenue fund.
Deductions in respect of income derived from farming
Seventh schedule
operations.
Determination of taxable income or assessed loss attributable
Eighth schedule
to the business of Insurance.
Ninth schedule
Non-resident shareholders tax.
Tenth schedule
Branch profit tax – repealed.
Eleventh
Decisions of the commissioner to which any person may
schedule
object.
Twelfth schedule Rules for regulating appeals.
Thirteenth
Employees’ tax.
Schedule
Fourteenth
Deductions in respect of Income derived from business
Schedule
operations in Growth point areas – repealed.
Fifteenth
Residents shareholders tax
schedule
Sixteenth
Non-resident tax on interest- repealed
Schedule
Seventeenth
Non-residents tax on fees.
schedule
Eighteenth
Non-resident tax on remittances.
Schedule
Nineteenth
Non-residents tax on Royalties.
schedule
Twentieth
Determination of gross income and taxable income or
schedule
assessed loss from petroleum operations.
Twenty-first
Residents’ tax on interest.
schedule
Twenty-second
Determination of gross income and taxable income or
schedule
assessed loss from special mining lease operations.
Twenty – third
Determination of additional profits tax in respect of special
schedule
mining lease area.
Fourth Schedule

CAA
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Twenty-fourth
schedule
Twenty – Fifth
schedule
Twenty-sixth
schedule
Twenty – seventh
schedule
Twenty-eighth
schedule
Thirtieth
schedule
Thirty-First
schedule
Thirty-second
schedule
Thirty-third
schedule
Thirty-fourth
schedule
Thirty-fifth
schedule
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Tobacco Levy.

Excluded

Automated financial transactions tax

Excluded

Presumptive tax

Excluded

Demutualisation levy

Excluded

Carbon tax

Excluded

Intermediated money transfer tax

Excluded

Noczim debt redemption & Strategic reserve levy

Excluded

Property or Insurance commission tax

Excluded

Tax on non-executive directors’ fees
Petroleum Importer levy
Transfer pricing

xviii FOR 2018 CTA 2 EXAMS
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S1
S2
S3
S4
S5
S6
S7
S8
S9
S10
S 11

Knowledge
level

Topics
Value added Tax Act
Part I – PRELIMINARY
Short title and date of commencement
Interpretations (definitions)
Determination of open market value
PART II – ADMINISTRATION
Act to be administered by the commissioner
Delegation of functions by the commissioner
PART III – VALUE ADDED TAX
Value added tax
Certain supplies of goods or services deemed to be made
or not made

S 12

Time of supply
Value of supply of goods or services
Zero rating
Exempt supplies
Collection of tax on importation of goods, determination of
value thereof, and exemptions from tax

S 13

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

S 14
S 15
S 16
S 17

1
3
1
1
1
3
3
3
3
3
3
3
3

Accounting basis
Calculation of tax payable
Permissible deductions in respect of input tax
Adjustments
Adjustments in consequence of acquisition of a going concern wholly or partly for purposes other than making taxable supplies

3
3
3
2

Goods or services acquired before incorporation
Tax invoices
Credit and debit notes
Irrecoverable debts
PART IV – REGISTRATION
Registrations of persons making supplies in the course of
trade

3
3
3
3

3
2

S 26

Cancellation of registration
Registered operator to notify change of status
Liabilities not affected by person ceasing to be a registered
operator

S 27

PART V- RETURNS, PAYMENTS AND ASSESSMENTS
Tax Periods

S 18
S 19
S 20
S 21
S 22

S 23
S 24
S 25
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Reference to the
legislation
S 28
S 29
S 30
S 31
S 32
S 33
S 34
S 35
S 36
S 37
S 38
S 39
S 40
S 41
S 42
S 43
S 44
S 45
S 45A
S 46
S 47
S 48
S 49
S 50
S 51
S 52
S 53
S 54
S 55
S 56

xx
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Knowledge
level

Topics
Returns and payment of tax
Special returns
Other returns
Assessments

3
1
1
3

PART VI – OBJECTIONS AND APPEALS
Objections to certain assessments and decisions
Appeals to Fiscal appeal court
Appeals against decisions of fiscal appeals court
Members of fiscal appeals court not disqualified from
adjudicating
Payment of tax pending appeal
Burden of proof
PART VII – PAYMENT, RECOVERY AND REFUND OF TAX
Manner in which tax shall be paid
Penalty and interest for failure to pay tax when due
Recovery of tax
Liabilities for tax for certain past supplies or importations
Evidence as to assessments
Security for tax
Refunds
Interest on delayed refunds
Refunds of tax to exempted persons
Calculation of interest payable under this Act
PART VIII – REPRESENTATIVE REGISTERED OPERATORS
Persons acting in a representative capacity.
Power to appoint agent.
Liability of representative registered operators.
Remedies of Commissioner against agent or trustee.
PART IX – SPECIAL PROVISIONS
Repealed
Separate persons carrying on same trade under certain
circumstances deemed to be single person.
Bodies of persons, corporate or unincorporated, other
than companies.
Pooling arrangements.
Death or insolvency of registered operator.
Agents and auctioneers.
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1
1
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1
1
1
3
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Excluded
Excluded
Excluded
1
Excluded
Excluded
1
1
1
1
1
Excluded
Excluded
Excluded
Excluded
1
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Knowledge
level

Topics
PART IXA SPECIAL PROVISIONS APPLICABLE TO SALES OF MOTOR
VEHICLES (repealed)
PART X – COMPLIANCE

S 57
S 58

Records.
General provisions with regard to information, documents
or items.

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
S 62
S 63
S 64
S 65
S 66
S 67
S 68

Powers of entry, search, etc.
Offences.
Offences and penalties in regard to tax evasion.
Offences: increased penalty on subsequent conviction.
Imposition of fine by Commissioner.
Additional tax in case of evasion
Recovery of tax from recipient.
Reporting of unprofessional conduct.
PART XA - APPLICATION OF INFORMATION TECHNOLOGY TO ACT
S 68A – S68K
EXCLUDED
PART XI - MISCELLANEOUS
S 69
Prices deemed to include tax.
S 70
Prices advertised or quoted to include tax.
S 71
Rounding-off tables.
Contract price or consideration may be varied according to
S 72
rate of tax.
S 73
S 74
S 75
S 76
S 77
S 78
S 79
S 80

CAA

1
1

Excluded
1
1
Excluded
Excluded
1
Excluded
1

3
3
Excluded
Excluded

Application of increased or reduced tax rate
Tax relief allowable to certain diplomats and diplomatic
and consular missions.

Excluded

Forms and authentication and service of documents.
Arrangements and directions to overcome difficulties,
anomalies or incongruities

Excluded

Schemes for obtaining undue tax benefits
Regulations.
PART XII - AGREEMENTS
Tax agreements.
President may suspend tax payable under agreement.

Excluded
1
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Reference to
the legislation

Topics

S 81

Excluded

S 82

PART XIII - GENERAL
Notice of variation of rate of tax.
Transitional matters

S 83

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

Excluded

S 84

Excluded

Repeal of Cap. 23:08 and savings.
SCHEDULES
First Schedule: [Repealed].
Capital Gains Tax Act
PART I – PRELIMINARY
Short title
Interpretations (definitions)
PART II – ADMINISTRATION
Delegation of functions by Commissioner.
S 4 & 5 Repealed
PART III - CAPITALGAINS TAX
Charging of capital gains tax.
Calculation of capital gains tax.
Interpretation of terms relating to capital gains tax.
When capital amount deemed to have accrued.
Exemptions from capital gains tax.
Deductions allowed in determination of capital gain.
Circumstances in which no deductions may be made.
Damage to or destruction of specified asset
Determination of fair market price of specified assets.
Transfers of specified assets between companies under
the same control.

Excluded

3

S 17

Transfers of specified assets between spouses.
Transfer of business property by individual to company under his control.

S 18

Provisions for sales of immovable property under suspensive conditions.

S1
S2
S3

S6
S7
S8
S9
S 10
S 11
S 12
S 13
S 14
S 15
S 16

S 19
S 20
S 21
S 22
S 22A
S 22B

xxii

Provisions relating to credit sales where ownership passes.
Provisions for the reductions in costs of specified assets.
Provision for sales of principal private residences.
Substitution of business property.
PART IIIA - CAPITAL GAINSWITHHOLDING TAX
Interpretation in Part IIIA.
Capital gains withholding tax.
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S 22C
S 22D
S 22E

Depositaries to withhold tax.
Agents to withhold tax not withheld by depositaries.
Payee to pay tax not withheld by depositary or agent.

1
1
1

S 22F
S 22FA
S 22G
S 22H
S 22I
S 22J
S 22K
S 22L

Exemptions.
Registration of depositaries.
Depositaries to furnish returns.
Penalty for non-payment of tax.
Refund of overpayments
Credit where tax has been withheld
Application of Part IIIA to sales concluded before 1.1.1999
Suspension of provisions of Part II A to marketable securities.

S 23

PART IV - RETURNS AND ASSESSMENTS
Application of provisions of Taxes Act relating to returns
and assessments

1

S 24

PART V - REPRESENTATIVE TAXPAYERS
Application of provisions of Taxes Act relating to representative taxpayer.

Excluded

3
1
1
1
1
3
Excluded
1

S 27

PART VI - OBJECTIONS AND APPEALS
Objections and appeals
PART VII - PAYMENT AND RECOVERY OF TAX
Day and place for payment of tax.
PART VIII – GENERAL
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.

3

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

S 25
S 26

1
1

Finance Act
S1
S2
S 2A
S3

CAA

Short title
Interpretations
Meaning of small or medium enterprises or business
Regulations
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CHAPTER I INCOME TAX AND OTHER TAXES LEVIED IN TERMS OF THE INCOME TAX ACT:
PART I – PRELIMINARY
S4
S 4A
S7
S 10
S 11
S 12
S 13

S 14
S 15
S 17
S 19
S 20
S 21
S 22
S 22J
S 22K

S 23

S 24 - 25
S 26 - 27
S 28
S 29
S 30
S 31

S 34
S 35

S 36 – 37B

Interpretation
Payment of certain taxes in foreign currency
PART II – CREDITS TO BE DEDUCTED FROM INCOME TAX
Credits to which section 7 of the Income tax act relates
Taxpayers over 55 years of age
Blind persons
Invalid appliances and medical expenses
Mentally or physically disabled persons
PART III – RATES OF INCOME TAXES AND OTHER TAXES
LEVIED IN TERMS OF THE INCOME TAX ACT

1
1

Income taxes for period of assessment after 01.01.14
Non-resident shareholders tax
Resident shareholders tax
Non-residents’ tax on fees
Non-residents’ tax on remittances
Non-residents’ tax on royalties
Resident tax on interest
Tax on non-executive directors’ fees
Tax on share options granted before 1st February 2009
PART IV – EMPLOYEES TAX
Matters to be regarded by the commissioner in relation to
employees’ tax

3
3
3
3
3
3
3
3
3

Schedule to Chapter I : Credits and rates of Income Tax
CHAPTER II : STAMP DUTIES
Stamp duties
CHAPTER III : LICENCES TARIFFS
Licence tariffs
CHAPTER IV : VALUE ADDED TAX
Interpretations in chapter IV
Rates of Value added tax
Amendments imposed by section 29
Adjustment of tax
Schedule to chapter IV : Rates of Value Added Tax
Chapter V : Betting and Gaming tax – REPEALED
CHAPTER VI : ESTATE DUTY
Interpretation in chapter VI
Rate of estate duty
Schedule to chapter VI : Rates of estate duty
CHAPTER VII: MINING ROYALTIES, DUTY & FEES
Mining royalties

3

xxiv FOR 2018 CTA 2 EXAMS

3
3
3
3
3

3

1
Excluded
3
3
1
1
3

3
3

Excluded

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

S 37A
S 38
S 39
S 39A
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CHAPTER VIII : CAPITAL GAINS TAX
Interpretation in chapter VIII
Rates of Capital Gains Tax
Rates of Capital Gains Withholding Tax
Payment of capital gains tax in foreign currency in certain
circumstances
CHAPTER IX – XII

3
3
3
1
Excluded

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

Definition of gross income

Resident

Definition of gross income
Definition of gross income

Definition of gross income

Name of the court case

•
•
•
Amount
•
‘from a source within ... •
the Republic’
•
Accrued to

•
•

Definition of gross income

received by

•
•

Relevant to
Deductions –
Section 15 2(a)

Deductions –
section 15 2(a)

Words or phrase
considered
Expenditure
actually incurred

N o t o f a cap i tal
nature

Name of the court case
•
•
•
•
•
•
•

CAA
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Cohen v CIR
CIR v Kuttel
CIR v Butcher Bros (Pty) Ltd
CIR v Lategan
CIR v Lever Brothers and Unilever
Ltd
CIR v People’s Stores (Walvis Bay)
(Pty) Ltd
CIR v Witwatersrand Association
of Racing Clubs
Geldenhuys v Commissioner for
Inland Revenue
MP Finance Group CC (In
Liquidation) v C: SARS
Pyott Ltd v CIR

Edgars Stores Ltd v CIR
Nasionale Pers Bpk v KBI
CIR v Golden Dumps (Pty)Ltd
C:SARS v Labat (2011 SCA)
New State Areas Ltd v CIR
Rand Mines (Mining &Services)
Ltd v CIR BPSA
(Pty) Ltd v C:SARS [2007]SCA
7(RSA)
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Deductions –
section 15 2(B)

Repair

•
•

Trading stock

Definition
section 2

VAT

Zero-rated services

and

•
•
•

Relevant to

Definition of gross income

Definition of gross income
Definition of gross income

Definition of gross income

Definition of gross income

Definition of gross income

Definition of gross income

Flemming v KBI
CIR v African Products
Manufacturing Co Ltd
Ernst Bester Trust v C:SARS
Eveready (Pty) Ltd
C: SARS v Stellenbosch Farmers’
Winery Limited
(25 May2012)

Words or phrase
considered

Name of the court case

Of a capital nature –
Intention

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

Of a capital nature –
CIR v Pick ‘n Pay Employee share
Sc h e m e of pr of i t purchase trust
making
CIR v Stott
Of a capital nature –
mixed or dual intention CIR v Nel
CIR v Nussbaum
Natal Estates Ltd v SIR
Of a capital nature –
Berea West Estates (Pty) Ltd v SIR
Change in intention
C: SARS v Founders Hill (Pty) Ltd (SCA)
John Bell v SIR
Of a capital nature CIR v Visser
– the nature of the CIR v George Forrest Timber
‘asset’
CIR v Nel
(WJ) Fourie Beleggings v C: SARS
Damages
a n d ZASCA 37 (31 March 2009)
compensation
Stellenbosch Farmers’ Winery Limited
v C:SARS (25 May2012)
The
legality or
o t he r w i s e of t he CIR v Delagoa Bay Cigarette Co Ltd
MP Finance Group CC(in liquidation) v
business productive of C:SARS
Income.

Special inclusion - definition
Annuity
K BIen ’n Ander v Hogan
of gross income
In respect of services
Stevens v C:SARS [2006]SCA 145(RSA)
rendered
T h e r eq u i r em en ts
of section 15 2(a) in
Deductions–
general and t hen if Sub-Nigel Ltd v CIR
section 15 2(a)
income must be earned
in the same year.
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Deductions–
section 15 2(a)

Carrying on a trade

Deductions–
section 15 2(a)

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
in the production
CIR v Drakensberg Gardens Hotel (Pty)
of income
Ltd
Provider v COT
CSARS v Mobile Telephone Networks
Holdings (Pty) Ltd (7 March 2014)

Deductions –
section 15 2(a)

dual purpose
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Burgess v CIR

CIR v Nemojin (Pty) Ltd
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Course Outline
1. SEMESTER ONE
1.1. Test One
1.1.1. Gross Income
1.1.2. Income Tax Act – Taxation of Corporates
1.1.3. Withholding Taxes

1.2. Test Two
1.2.1. Transfer Pricing
1.2.2. Taxation of individuals
a. Employment Income
b. Trade and Investments
1.2.3. CGT

1.3. Test Three
VAT

1.4. Test Four
Specialised Taxpayers
2.1.1. Taxation of Partnerships
2.1.2. Taxation of Trusts and Deceased Estates
2.1.3. Taxation of miners
2.1.4. Taxation of farmers
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STUDY UNIT

ADMINISTRATIVE FRAMEWORK

A

Introduction
This study unit introduces the overall structure of the
Zimbabwean taxation system, discussing the functions
and roles of the Zimbabwe Revenue Authority (ZIMRA).

CAA
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OBJECTIVES
1.
2.
3.

Discuss the purpose of taxation;
Identify the different types of taxes in Zimbabwe; and
Identify the tax payment calendar in Zimbabwe for different types of taxes.

Relevant Act and Frameworks
•

Finance Act

Prescribed study material
The overall function and purpose of taxation
Purpose

Revenue collection

Taxes generate revenue for funding public expenditures e.g.
health care, education, infrastructure development etc.

Wealth redistribution

Taxes can be used as a mechanism for wealth redistribution
among society members to support economically
disadvantaged members of society e.g. the sick.

Re-pricing

Taxes can be used in re-pricing as a way of addressing
externalities e.g. duty on cheap imports.

Representation

Citizenry demands accountability and better governance
once you are taxed.

Overall Structure of the tax system
Tax

Type

Act

Customs Duty

Levied on imported goods.

Customs
and
exercise Act (Chapter
23:02)

Levied on consumption of goods and
services.
Pay As You Earn (PAYE) Chargeable on employment income.
Chargeable on trade and investments
Corporate Income Tax
income.
Presumptive Taxes
This is a type of income tax payable
by taxpayers as identified in the 26th
schedule to the Income tax Act
Excise duty
Levied on specified locally
manufactured goods.
Value Added Tax

2
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Levied on sale of immovable properties Capital Gains Tax Act
and marketable securities.
Levied on imported vehicles older than C u s t o m s
and
5 years.
exercise Act

Types of Taxes
There are two broad categories of taxes namely, direct and indirect taxes.

Direct taxes:
These are taxes levied on income and wealth of individuals and companies. The burden of these
taxes is borne by the person or organisation responsible for paying taxes i.e.
•
•
•
•
•

Corporate tax – tax on business income (profits).
Pay as you earn – tax earned by individuals from employment.
Investment income – tax on dividends and interest.
Capital gains tax – tax on sale of immovable property and shares.
Estate duty tax – on the property of a deceased person etc.

Indirect taxes
•
•
•
•

Are levied on one set of individuals or organisations, but may be partly or wholly passed onto
others and are largely related to consumption.
For example, sales tax, value added tax, custom & excise duty etc.
Key difference between direct and indirect taxes.
Indirect taxes tend to be regressive. In other words, they have a relatively greater impact on
the poor. Yet direct taxes are progressive in nature. The more you earn the more tax you pay.

Tax avoidance and tax evasion
Tax planning – this involves the organizing of a tax payers’ affairs in a way that legally minimizes
the impact of taxation imposed by statutes.
Therefore, in light of the need for tax planning the following issues become pertinent:
•
•

Tax avoidance: this is the arrangement of one’s affairs in a legal manner which results in minimization of tax liabilities. (Sect 98 of the income tax act)
Tax evasion: this is minimization of tax liability by means which are outside the law e.g. falsification of records, misrepresentation etc.

Exam tip!!!
When you are answering a taxation question you should take advantage of all the available tax
reliefs and incentives to minimise the tax payer’s tax liabilities. (Tax planning).

CAA
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Tax Payment dates
2017 Tax Payment Calendar
Tax Head

Due Date

Employees’ Tax (PAYE)

By the 10th of the following month.

Business Income: Quarterly Payment
dates (QPDs)
1st QPD (10%)
25TH March 2017
2nd QPD (25%)
25th June 2017
3rd QPD (30%)
25th September 2017
4th QPD (35%)
20th December 2017
Withholding Taxes:
Non-Resident Shareholders’ Tax
Resident Shareholders Tax
Non-Resident Tax on Fees
Non-Resident Tax on Remittances

Within 30 days of the date of distribution.
Within 10 days of the date of distribution.
Within 10 days of the date of payment.
Within 10 days of the date of remittance.
Payable by the 10th day of the month following the
Resident Tax on Interest
month of deduction
Non-Resident Tax on Royalties
Within 10 days of the date of payment.
By the 10th day of the month following the month in
Automated Financial Transactions Tax
which the transaction was effected.
Within three months after issuing the Zimbabwean
Demutualisation Levy
member concerned the free shares.
48 hours after the date of the auction tobacco
Tobacco Levy
concerned or after relinquishing possession of
auction tobacco concerned.
By the 10th day of the month following the month in
Intermediate Money Transfer Tax
which the transaction was effected.
Withholding Amounts under contracts On or before the 10th day of the following month
with suppliers
after payment.
Non- Executive Directors’ Fees
Within 10 days of date of payment of the fees.
By the 10th day of the month following month of
Property of Insurance Commission Tax
payment.
Presumptive Tax:
1st Quarter (January to March)
10th April 2017
2nd Quarter (April to June)
10th July 2017
3rd Quarter (July to September)
10th October 2017
4th Quarter (October to December)
10th January 2018
No later than the 10th day of the month following the
Mining Royalties
month in which the proceeds are received.

4
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Capital Gains Withholding Taxes
VAT
Deferred VAT
Stamp duty
Betting Tax

CAA
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No Later than the 3rd working day from the date
when the payment was made.
By the 25th day of the following month after the end
of the tax period.
From a minimum of 90 days up to a maximum of 180
days from date of deferment depending on the value
of the good
By the 10th of the following month.
By the 25th of the next month.
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STUDY UNIT

GROSS INCOME – INCOME TAX ACT

B

Introduction
For income to be taxed in terms of the Income Tax Act
(Chapter 23:06) it has to meet the definition of gross
income. Our current income tax act is source based as
the key requirement for income to be taxed in Zimbabwe
is that it has to be from a source or deemed source in
Zimbabwe. This study unit will discuss in detail the
definition of gross income as well as the applicable case
law which are used to interpret the definition of gross
income.

6
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OBJECTIVES
Define gross income and identifying the following key elements in the definition:
1. Amount;
2. Received by;
3. Accrued to;
4. Deemed received or accrued;
5. From a source or deemed source; and
6. Capital receipts.
Identify applicable case law that is used to interpret the above elements of the gross income
definition;
Determine the residence of a tax payer for the purposes of the income tax act; and
Apply the definition of gross income to different receipts accruing to tax payers and determine
whether these are taxable in terms of the income tax act.

Relevant Act and Frameworks
Income Tax Act – sect 8 (1), sect 10 and sect 12
• Case law
• Prescribed study material

GROSS INCOME – Section 8
Components of the definition of Gross Income - Sections 8 (1).
Gross income is defined as:
•
•
•
•
•
•

CAA

The total amount;
Received by or accrued to or in favor of a person;
Or deemed to have been received or accrued;
In any year of assessment;
From a source within or deemed to be within Zimbabwe;
Excluding amounts proved by the taxpayer to be capital in nature.

Property of CAA Learning Media
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Components of Gross Income
COMPONENT
Amount

EXPLANATIONS
Section 2 of the Act defines “amount” as money or any other property corporeal or incorporeal having an ascertainable money value. This
means items settled in the form of barter transactions meet the above
definition.
The words “received by” means “received by the taxpayer on his own
behalf for his own benefit” (Geldenhuys v C.I.R., 14 S.A.T.A. 419). A
person cannot, therefore, be taxed on amounts received by him for
the benefit of another person, e.g., rent received by an estate agent on
behalf of a client landlord is not gross income in the hands of the estate
agent.

Received by
It is important to note that a deposit received by a person who sells
commodities in returnable containers constitutes gross income unless the deposit is received only in trust and cannot be mixed with the
taxpayer’s own funds, or there is an obligation on the customer to return the container and the deposit is merely security to ensure performance of the obligation.

Income accrues when a taxpayer becomes entitled to it or when it is due
and payable to the taxpayer.

Accrued to

The meaning of the word “accrued” is not settled law. In Lategan v
C.I.R., 2 S.A.T.C. 16, the judge concluded that income accrues to a person
when one becomes “entitled to.” the income. Section 10(7) of the Act
affirms the decision in the Lategan case.

The courts, however, both here and in South Africa, appear to be moving
towards the views expressed in Delfos’ case and in Hersov’s Estate v.
C.I.R., 21 S.A.T.C. 106, that “accrued” means, due and payable”.

8
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EXPLANATIONS
The Commissioner will invoke receipt or accrual under the
circumstances outlined in section 10, although the income might not
have been physically received. An amount will be deemed to have
accrued to a person if it has been invested on behalf of the person.

Section 10(2) provides that partnership business income accrues on the
accounting date. This provision reinforces the decision established in
the case Sacks v CIR.

Sections 10(3) to 10(6) provide for the taxation of income that accrue
Deemed received or from donated assets.
deemed accrued –
sec 10
Section 10(3) deems income accruing to a minor child as a result of a
donation, settlement or other disposition, to be income accruing to the
parent.

Section 10(4) counteracts tax avoidance schemes. If a minor child
becomes entitled to income in pursuance of a donation, etc. made by
a third party, i.e. a person other than his parent and the parent or near
relative of the minor child has made a donation to the third party or
his near relative, the child’s income will be taxable in the hands of the
parent. (Please note the section applies to income accruing from donated assets).

CAA
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EXPLANATIONS
Income is not taxable in Zimbabwe unless it is from a Zimbabwean
source or has been deemed to be from a Zimbabwean source (section
12). Source is one of the words used extensively in tax matters, but is
not defined in the Act. Although there is no definition of “source” in
the statutes, many legal precedents have dealt with the word at length.
Specific circumstances under which income is deemed to be from a
Zimbabwean source are outlined in section 12 of the Act. The most
common examples are interest and dividends from outside Zimbabwe
which are deemed to be from a Zimbabwean source in terms of section
12(2).

Watermayer CJ in CIR v Lever Bros and Unilever Ltd 1946 AD 441:“…. 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 he gives in return for which he receives them
…”
From a source in
The following are some important legal precedents: Zimbabwe

1. Directors’ fees - ITC 235 (1932) 6 SATC 262:- “It is quite clear that
the director’s fees are derived from the fact that the appellant is a
director of the company, and therefore must be assumed to have
earned the fees at the headquarters of the company. It is there
only that he can make his voice heard as a director.”

2. Interest - “…. Provision of credit is the originating cause hence the
place where exercised is the source ….” This was the majority decision in CIR v Lever Bros and Unilever Ltd 1946, 14 SATC1.

3. International Trade - Transvaal Association Hide & Skin Merchants
v COT Botswana Court of Appeal (May 1962 SATC 97). Company
bought hides from a Botswana Abattoir via Botswana subsidiary,
treated them with salt and bound them into bales in Botswana.
The company headquarters in Johannesburg marketed the hides

10
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COMPONENT
EXPLANATIONS
Deemed source – The definition of gross income modifies the fundamental principle of
sect 12
taxing only income that has its source in Zimbabwe. Section 12 sets out
the circumstances in which certain types of income are subject to tax
in this country although the real source may be elsewhere or where
the determination of the actual source presents considerable practical
difficulties.

Section 12(1)(a) – Sale of goods by a person conducting business operations - The proceeds of any contract made in Zimbabwe for the sale of
goods are deemed to be from a source in this country.

Section 12(1)(b) – Income from services rendered - Receipts for any services rendered in the carrying on in Zimbabwe of any trade irrespec- tive
of where or by whom payment is made, are deemed to be from a source
in Zimbabwe.

Section 12(1) (c) – Income from services rendered by an employee (includes a company director), who is ordinarily resident in Zimbabwe,
during a period of temporary absence from Zimbabwe shall be deemed
to be from a source within Zimbabwe. ―Temporary absence means an
absence for a period not exceeding in the aggregate 183 days in any
year of assessment.

Section 12(1)(d) – Income from services rendered to the Zimbabwe
Government either within or outside Zimbabwe shall be deemed to
be from a Zimbabwean source. However, an amount received by or
accrued to or in favour of a person by virtue of service rendered outside
Zimbabwe shall not be deemed to be from a source within Zimbabwe if
the person was not ordinarily resident outside Zimbabwe solely for the
purpose of rendering such service.

Section 12(1)(e) – Pensions or annuities arising from services rendered
which are granted by any person wherever resident, the government of
the former Federation or the Zimbabwe government shall be deemed
to be from a source within Zimbabwe. However, provisos eliminate all

CAA
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EXPLANATIONS
The definition of gross income specifically excludes amounts proved by
the taxpayer to be capital in nature.
The onus of proving that an amount is of a capital nature and thus not
part of gross income and ultimately not liable to tax rests fairly and
squarely on the taxpayer.
Fixed and Floating Capital
The words “of a capital nature” are not defined. It is not a precise term
and has led to much difficulty, as no single infallible test has emerged
from the welter of cases. A rough guide is to look at a receipt or accrual
as would an accountant, to determine whether or not it was on revenue
or capital account – if the amount flowed from the asset but the asset
remained in ownership (e.g., rent from a building) it is on revenue account but if it flowed from the sale or exchange of the asset (e.g., factory no longer required by a manufacturer) it is on capital account. In so
doing, however, it is essential to bear in mind the difference between
“fixed” and “floating” capital. Fixed capital is the factory of a manufacturer, the delivery van of a grocer, the X-ray plant of a radiologist, etc.,
whereas floating capital is that which “is consumed or disappears in the
very process of production”.
(C.I.R. v. George Forest Timber Co. Ltd., 1 S.A.T.C. 20) and which, consequently, gives rise to income on revenue account. Such floating capital
can be money in the hands of moneylenders (the unreported case of:
J. & A. Cowan (Pvt) Ltd, v C. Of R., J.211), or stocks and shares in the
hands of dealers (C. Of T. V. B.S.A. Company Investments Ltd., 28 S.A.T.C.
1: J.221), as well as the more usual items such as raw materials of the
manufacturer or packets of soap in the grocer’s store.

Another useful guide is to apply the metaphor that capital is a tree and
income is its fruit e.g. an investor’s holding in 5 per cent stock, as compared with the interest thereon. This is most useful when considering
fortuitous accretions, such as an inheritance or a lottery win. Certainly,
these are not the fruit of any tree and are, accordingly, of a capital nature
Examples of other amounts which are capital in nature are the proceeds
of life insurance policies and the proceeds of the sale of assets in which
the taxpayer does not trade e.g. the sale of a house in Harare by an employee transferred to another town.

12
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Unless the beneficiary continues to carry on the appropriate
trade or mixes the assets with his existing trading assets,
the realization of inherited assets results in a capital accrual. This is so even if it has been necessary to expend money,
time or energy on, for example, a growing crop to bring it to
fruition or the reduction of a piece of land saleable parcels.
Darwendale Estate Ltd., v. C. of T., J.329 and I.T.C. 1196, 35
S.A.T.C. 235: Newmarch Investment and Trust Co. (Pvt) Ltd, v.
C. of T., J.331).
Regard must be paid to intention antecedent to the date of
acquisition (Lace Proprietary Mines Ltd, v C.I.R., 9 S.A.T.C.
349), change of intention (C.I.R., v. Lydenburg Platinum, 4
S.A.T.C. 8) and mixed and dominant intentions (S, v. C. of
T., 24 S.A.T.C. 744: Smith v. C. of T., J.95, C. of T., v. Glass, 24
S.A.T.C 499: J. 110 and African Life Investment Corporation
(Pty) Ltd., v S.I.R., 31S.A.T.C. 163).
Mixed and dominant intentions and possible change of
intention or change in the nature of the investment (from
direct ownership to participation through a company) were
all discussed in Davenport v C. of T., 34 S.A.T.C. 94: J.316.
Damages and compensation
An amount received by way of damages or compensation for
the loss, surrender or sterilization of a fixed capital asset or
of the taxpayer’s income-producing machine is a receipt of a
capital nature (Glenboig Union Fireclay Co. Ltd., v. I.R.C.., 12
T.C. 427). Such an amount commonly met with is a receipt
in terms of an agreement restraining a taxpayer from selling
or using goods other than those supplied by the payer. Care
must, however, be used, as certain similar agreements provide for the payment to be by way of discounts or rebates,
and the receipts is, therefore, of a revenue nature in these
cases and not to be excluded from gross income.
Burmah Steamship Co. Ltd. I.R.C. 16 T.C. 67, provides a useful
test whether the damages or compensation go to fill a hole
in the profits of the taxpayer or whether they go to fill a hole
in his fixed capital assets. If the latter, they are of a capital
nature.
Restraint of Trade
It is essential to remember at this stage that none of these
tests for distinguishing income from capital mentioned in the
preceding paragraphs is necessary if the amount received or
accrued (although possibly of a capital nature) falls within
the terms of paragraphs (a) to (t) of the definition. These are
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dealt with in detail below and in considering them it must be
borne in mind that in every case the source must be Zimbabwe.
Basing on legal precedence, a person’s right to trade freely is an
incorporeal asset and an amount received for a restriction on
that right is compensation for its sterilization. Receipts in respect of restraint of trade are thus generally of a capital nature.
Capital Receipts – Gross Income excludes any amount so received or accrued, which is proved by the taxpayer to be of
a capital nature. Examples of capital receipts are, insurance
proceeds, goodwill, lottery wins, inheritance and proceeds from
sale of assets in which taxpayer does not trade.
A rough guide to determine whether income is of revenue or
capital nature would be as follows:If the amount flowed from the asset but the asset remained in
ownership, it should be considered as revenue. If the amount
flowed from the sale or exchange of an asset it should be considered as capital.
Capital receipts may be referred to as the tree while revenue
receipts may be regarded as the fruit.

14
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Meaning of “ordinarily resident”
A person would be deemed to be ordinarily resident in Zimbabwe if he has a fixed place of abode
in Zimbabwe.
Relevant cases:
Levene v CIR 1928
Comments: “that ordinary residence was residence in accordance with the way in which a man’s
life is usually ordered. Placed at its lowest it seems to me the use of the word ordinarily serves to
emphasize that the residence must be settled and not temporary and casual.
Cohen v CIR 1946
The taxpayer, a director of OK Bazaar (1929) Limited, was requested to travel to the United States
to act as the company’s buyer. He and his family did not return to South Africa for a full year of
assessment. The taxpayer sought to be exempted from tax on dividends accruing from South Africa on the basis that he was neither ordinarily resident nor carrying on business in South Africa.
Held: The word ‘ordinarily’ was linked up with the question of whether the man could be ordinarily resident for the purpose of the statute in more than one country. No authority existed on
that question. If a person is resident in more than one country at a time, then he could only be
ordinarily resident in one, it would be natural to interpret ‘ordinarily’ by reference to the country
of his most fixed or settled residence. His ordinary residence would be the country to which he
would naturally and as a matter of course return from his wanderings.

Determination of residence status
Individuals (including Determined by nationality, birth, fiscal domicile, real home on physical
partners)
presents in the country.
Is regarded a resident if its place of management and control abides in
Company
Zimbabwe (a place where the controlling power and authority abides
– i.e. where the board of directors resides).
Is treated as ordinarily resident in Zimbabwe if part of its income is
derived from a source in Zimbabwe or the trustee is ordinarily resident
Trusts
in Zimbabwe or if the person who formed the trust was ordinarily
resident in Zimbabwe at the time he made the trust instrument.

Tax consequence of residence
Residence Status

Income and gains covered
Income for a local source and income
Ordinarily resident
Source taxing basis
from a deemed source
Non-resident
Source taxing basis
Income from a local source
Income earned outside Zimbabwe
Temporarily resident S o u r c e t a x i n g b a s i s
deemed to be from a source within
(employment income)
outside Zimbabwe
Zimbabwe.

CAA
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Case Law
When studying case law, it is important to approach the content with the correct frame of mind.
The objective is not to memorise a list of case names and principles – although you may be
required to reference the case that established a particular principle on which you are rely- ing,
you will certainly not be asked to recite a list. Cases are provided so as to understand how a
criterion should be understood in a particular circumstance. After all, it could not have been
clear prior to the case, or the parties would not have gone to court.
You must therefore study cases with the aim of:
•
•
•
•

Understanding what was the issue of uncertainty that led to the dispute;
Understanding how the court determined that the definition should be interpreted and
applied in those circumstances;
Being able to recognise similar circumstances in a given scenario and match them to the
most relevant case(s); and
Being able to explain how the gross income definition should be applied in that scenario to
be consistent with the existing case law precedent.

Case Law Summary
Case

Theme

Cohen v CIR
1946

CIR v Kuttel
1992

16

Residence

Residence

FOR 2018 CTA 2 EXAMS

Brief Summary

Principle

Cohen was a director of OK
Bazaars who moved to the USA to
act as a buyer and arrange a
steady supply of goods to SA. He
was granted a permit to leave SA
for 9 months which was extended
for a further 12 months.

A ta xp ay er ’s o rd i n ar y
residence is the country
t o which h e w o u ld
naturally and as a matter
of course return from his
wanderings.

Kuttel emigrated from South
Africa to the USA and took active
steps towards establishing a
home in the USA. He was forced
by circumstance to make several
trips back to SA and to leave a
large portion of his assets in SA.

Co nfirms the principle
e stabl ish e d in Co h e n:
A taxpaye r ’s o rd in ar y
residence is the country
t o wh i ch h e w o u l d
naturally and as a matter
of course return from his
wanderings.
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CSARS v
Brummeria
2007

Theme
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402

Brief Summary

Principle

The taxpayer, a developer of
retirement villages borrowed
money, interest free, from the
prospective occupants of the
units they were developing in
exchange for life rights to occupy
those units.

The value of the right
to retain and use the
borrowed funds without
p ayi n g i nte rest h ad a
money value and such
value must be included
in the company ’s gross
income for the years in
which that benefit was
enjoyed.

Gross Income Amount

The r e is a n a m o u n t
if what is received is
capable of being valued
in money terms. It is not
a requirement that the
amount be convertible into
money.
The taxpayer was the owner of a
building who would, at the end of
a long lease, get the benefit of
certain improvements effected by
the lessee to the property.

Affirms t h e p r i n c i p l e
laid out in Lategan
that the word “amount”
includes anything which
has a money value.

CIR v Butcher
Bros (Pty) Ltd Gross Income 1945
The court was called upon to This case also establishes
Amount
decide whether an ‘amount’ had that the onus is on the
Commissioner to prove
accrued to the taxpayer.
that an ‘amount’ exists.
The taxpayer, a wine farmer,
sold wine with a portion of the The word ‘amount’ must
sales price payable to him in be given a wide meaning
instalments after the end of the and must include anything
year of assessment during which which h as a m o n e y
CIR v Lategan Gross Income the sale was concluded.
Amount
value. An ‘amount’ would
1926
The question before the court
therefore include a right to
was whether any amount had claim payment of a debt in
accrued to Lategan during the tax the future.
year?

CAA
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Theme

CIR v L ev e r
Brothers and S o u r c e
U n ile v e r Ltd interest
1946

TAX
402

Brief Summary

Principle

When d e t e r m i n i n g
the
source
of
income one must
f i r s t establish what the
originating cause of the
A South African company paid income is and then where
of
interest to a foreign creditor that originating causes is
within the same group.
located.
The originating cause of a
receipt is the quid pro quo
given in return for which it
is received.

CIR v People’s
Stores (Walvis
Bay) (Pty) Ltd
Accrued to
1990

CIR
v
Witwatersrand
Association of
Racing Clubs
Accrued to
1960

Mooi v SIR
1972

18

The taxpayer, a retailer, sold
goods to its customers on a
6-month instalment credit basis.
The court was called upon to
decide whether amounts which
would become receivable after
the end of the year of assessment
had in fact accrued to the
taxpayer.
The taxpayer organised a racemeeting, the proceeds of which
would be divided among two
charities.

An amount accrues in the
tax year in which the
taxpayer becomes entitled
to it.
An am o u n t ac cru es
despite the fact that it
may only become due and
payable in the future.
An amount is included
in gross income if it is
beneficially received or
accrued by that person.

The Commissioner sought to tax
the Association on the amount
received by it because it was not
bound to pay the amount over to
the charities but had only a moral
obligation to do so.
An employee was granted an
option to subscribe for shares
in the company he worked for
subject to the fulfilment of
certain conditions.

Wh ere
a
taxpayer
acquires a right which
is conditional, no accrual
occurs until the fulfilment
of those conditions.
Where
a
co ntra ct
Accrued to and
The question before the court p r o v i d e s
fo r
nonAmount
was the amount and timing of monetary consideration,
the accrual in the hands of the t h e am o u n t o f th e
employee.
consideration is the price
th at co ul d have bee n
obtained for it on the date
of accrual.
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Geldenhuys v
CIR
1947

Theme

Received by

M P Fin an ce The legality or
Gro up C C v other wi se of
CSARS
the business
2007

Pyott Ltd v CIR Received by
1945

Elandsheuwel
Of a c apital
Farming
nature
–
(Edms) (Bpk) v
intention
SBI

CAA
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Principle

The words ‘received by’ or
‘accrued to’ mean that the
amount must have been
The taxpayer held the usufruct received by or accrued to
over a flock of sheep. When the taxpayer for his own
the flock of sheep was sold the benefit.
Commissioner sought to tax the
profits.
The profits in this case
had accrued to the bare
dominium holder and not
the taxpayer.
The taxpayer operated an illegal
pyramid scheme.
The taxpayer had taken in
The court was called upon to income with the intention
decide whether the amounts of retaining it for its own
invested in the scheme had been benefit. The amounts
‘received by’ the taxpayer. It was were therefore received.
argued that since the scheme Illegal contracts can have
was illegal the investors were tax consequences.
immediately entitled to demand
repayment and that as such no
amount had been received.
The taxpayer, a manufacturer of The a m o u n t o f t h e
biscuits, sold its biscuits in tins. d e p o s i t w a s i n c o m e
The sales price included a deposit b e c a u s e
it
was
for the tin which the customer beneficially received by the
could reclaim on return of the tin. taxpayer.
The court was called to decide on
whether the deposits paid on the
tins had accrued to the taxpayer
beneficially.
For many years the company, T h e
intention
of
Elandsheuwel, had carried on sha reho l d er s m a y b e
farming operations on land held imputed to a company and
as a long-term investment.
the separate legal identity
The shares in the company were of the company ignored in
sold to new shareholders and the certain circumstances.
company sold the land. As the
new shareholders were property
speculators, the Commissioner
assessed the proceeds as being
of a reve nue nat ure , eve n
though there was no evidence
the company itself had changed
its intention. The AD upheld the
assessment.
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Brief Summary

Principle
The nature of an amount
is de te rm in e d b y the
intention of the taxpayer
in relation to the asset
disposed of.

The taxpayer, a company trading
in township plots decided, due to
a change in legislation in 1948,
to hold onto its remaining stock
CIR
v Of a c apital
of property and to use them for
Richmond
nature
letting purposes.
Estates 1956
intention
A later change in legislation
resulted in the company selling
the properties in question.

S ch r ei n er J A g a v e a
d i ss en ti n g j u d g em en t
saying that the profits were
made in the course of the
company ’s profit-making
business by the use of
its capital in one of the
ways contemplated in its
memorandum as a means
whereby it would make its
income. He argued that
the Special Court had erred
in regarding the taxpayer’s
change of intention in 1948
as decisive of the nature
of the asset because no
evidence was given as to
the taxpayer ’s intention
at the time the properties
were sold and because
intentio n, altho ugh
important is not always
decisive.
The question of whether
a particular amount is
income or capital turns on
the taxpayer’s intention at
the time of acquisition of
the property.

The taxpayer acquired shares in a
company which had been formed
for the purposes of acquiring 3
stands in an area of Bulawayo
which was thought likely to
develop. 2 years later the shares
COT Southern
Of a c apital were sold at a profit.
What must be determined
R ho de si a v
is the main or dominant
nature
–
Levy
intention
The nature of the proceeds of the purpose with which the
1952
sale was in question.
property was acquired.
The c our t found tha t the
dominant purpose was to acquire
the shares as an income-earning
investment.

20
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required to completely
ex cl u d e th e sl i g h t e s t
contemplation
of
profitable resale.
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Brief Summary

Pick ‘n Pay shares were allotted
CIR v Pick ‘n
to a trust (the taxpayer) in order
Of a c ap ital
Pay Employee
to administer a share purchase
nature –
scheme for the benefit of its
share purchase
scheme of
trust 1992
employees.
profit making
Hogan was a fireman who was
injured in a car accident. He was
entitled to receive compensation
of R35, 000 from the Motor
Vehicle Assurance Fund for
general damages and the loss of
future income.
Special
The amount was in fact paid to
inclusion
Hogan in instalments over the
KBI en ‘n
definition of
Ander v Hogan
course of his life. The amount
gross income –
1993
was held to be correctly included
the nature of
in gross income because it was
an annuity
paid as an annuity (even though
the original lump sum was capital
in nature).

Stevens
CSARS
2007

CAA

An employee received options
to purchase shares in the group
holding company at R3.70. The
options were rendered worthless
by subsequent events but the
directors resolved to pay the
Special
v
option holders an amount of
inclusion
75cents per share on an ex gratia
d e fin it i o n o f
basis.
gross income
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Principle
Receipts or accruals will
only be o f a revenue
nature if the business was
conducted with a profit
making purpose, i.e. as a
profit making scheme.
An annuity is included in
gross income by paragraph
( a) o f the d e fin itio n
despite the fact that the
a m o u n t to which t h e
annuity relates may be
capital in nature.
An annuity has the
following characteristics:
It is a periodical payment;
The recipient has the right
to receive more than one
payment; and
There is no principle sum
that is reduced by each
payment.

The ex-gratia payments
we re a su bsti tute fo r
the options which were
a w ar d e d fo r se r v ice s
rendered.

A c au sal r e latio n shi p
e x is t e d b e t w e e n the
employment on the one
hand and the receipt on
The ex gratia receipt was found the other.
by the court to be correctly
included in the employee’s gross
income in terms of paragraph (c)
of the definition.
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Omnia
Fertilizer Ltd v Recoupment
CSARS 2003

TAX
402

Brief Summary

Principle

The taxpayer, a manufacturer of
fertilizer allocated (for accounting
pur pose s) c e r tain am oun t s
relating to the purchase of raw
materials where the supplier
had failed to claim payment, to
income.
The taxpayer claimed that these
amounts were not recoupments
because the liability for the
indebtedness still existed in law.
BP SA, in terms of a group policy,
was required to pay quarterly
dividends to its UK holding
company.

It is not essential before
a recoupment can occur
that a debt has ceased to
exist.

The mere writing back
of the amount to income
constitutes an admission
b y the t a xp ayer t h a t
the am o u nt h as be e n
recouped.
The p u r p o se o f the
ex p en d itu re an d wh at
it ac tually e ffe c t s a re
important, if not overriding
facto rs in determ ining
An agreement was reached whether the expenditure
whereby BP SA would pay the is in the production of
dividend and that the holding income.
company would simultaneously
make a loan to BP (the result was Where a loan is procured,
that only the difference between n o t a s a m e ans o f
the two amounts was remitted to producing income, but for
the UK).
some other purposes, such
Deductions
as paying a dividend, it is
section
CS A RS v B P –
The question was whether, the not expenditure incurred in
Sou th A fr ica 15(a) – in the
interest incurred on the loan the production of income
(Pty) Ltd
production
from the holding company was in and does not satisfy the
2006
o f exempt
the production of income.
requirements of section
income
11(a).
The court found that the purpose
of the loan was to finance future Where a company has
capital expenditure projects and cash reserves such that
that the interest was therefore it can pay a dividend and
deductible.
remain solvent and liquid
thereafter, even if only for
a short time, but needs to
borrow funds to finance its
trade, such borrowing will
not be seen as financing
t h e p ay m e n t o f t he
dividend.

22
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Brief Summary

Principle

BP concluded a trademark licence
agreement with its UK holding
company whereby, in exchange
for an annual royalty fee, the
taxpayer was granted the right
to use and display the licensed
marks of the parent company.

The payment of royalties in
this case were found to be
revenue in nature for the
following reasons:

The pur pose of the
e xpe nditur e w a s t o
Deductions –
procure the use and not
sectio n 15(a)
The court was called upon to t he o w n e rshi p o f t he
BPSA (Pty) Ltd Not of a capital
decide whether the royalty intellectual property;
v CSARS
nature;
payments were deductible in
2007
-In
the
terms of section 11(a).
The recurrent nature of
production of
the payments is a strong
income.
indicator that they are
revenue in nature;
The expenditure in issue
n ei th er cr ea t ed n o r
p reser ved any cap i tal
assets in the hands of the
taxpayer.
Flemming held the usufruct over Se c t io n 1 5 ( 2 ) (b) is
a farm. The borehole on the n o t c o n c e r n e d with
farm had dried up and Flemming e x p en d i tu r e i n c u rr ed
arranged for a new borehole to onmaintaining the earningbe sunk as well as for a new dam capacity of property (i.e.
and windmill to be built.
the ability of the farm as a
whole to generate income
These amounts were found not through having sufficient
to be deductible as repairs in wate r re s o u rc es ), b u t
rather with repairs to the
Flemming v
Deductions – terms of section 15 (2)(b)
KBI 1995
property itself.
section 15 (2)
(b) - Repairs
In this case it was found
that the original borehole
was not damaged (the
water supply had simply
dried up). The sinking
of a new borehole was
therefore not a repair to
the exiting borehole.

CAA
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Brief Summary

Principle

The taxpayer had a factory that
manufactured starch & glucose.
The roof over the kilns had
deteriorated due to the extreme
heat and had become dangerous.
The roof had to be repaired but
Baltic timber, the original &
most suitable material, was not
CIR v African
Deductions –
available and so a concrete roof
Products
section 15 (2)
was installed instead.
Manufacturing
(b) - Repairs
Co Ltd 1944
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If other materials are
used fo r the purpo se
of improving the value
or the utility of an asset,
then the expenditure on
such other materials is not
considered a repair and
is not deductible under
section 15 (2) (b).
If other materials are used
for the purpose of restoring
an asset to its previous
income earning capacity
th en th e ex p en d i tu re
incurred on such materials
is considered a repair and
would be deductible under
section 15 (2) (b).
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Other Income Tax Case law
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1
2
3
4
5
6
7
8
9
10
11
12

NAME OF CASE
BRITISH UNITED SHOE MACHINERY (S.A) (P/L)
I T C 235
LAMB
NOMAG (PVT) LTD
RHODESIA METALS LTD
RHODESIA MILLING COMPANY P/L
United Film Industries
WILLIAM DUNN & CO LTD
PEARCE
HUSTLER,LANGFORD,MATTHEWS & MILLER
BRITISH INSULATED AND HELSBY CABLES LTD
HANCOCK V GENERAL REVERSIONARY &

13
14
15
16
17
18
19
20
21

INVESTMENT C0
HARRIS MAIZE MILLING & PRODUCE CO P/L
LOCAL INVESTMENT COMPANY
PROVIDENT BUILDINGS P/L
B VS C O T
NCHANGA CONSOLIDATED COPPER MINES LTD
SOUTHERN PRODUCTS (RHODESIA) P/L
BOTTOM ARMATURE WINDING P/L
PROCESSING ENTERPRISES P/L
ITC 1199

22

PYRAMID AGENCIES P/L

23
24
25
26
27
28
29
30
31
32
33
34
35

BUTCHER BROTHERS
DESAI N G
MYERSON
I T C 767
ISEMONGER R M
PROFESSIONAL SUITES LTD
REX TEAROOM CINEMA P/L
RIDGEWAY HOTEL LTD
REYNOLDS A H
SACKS
HODGSON & MYBURGH P/L
KNIGHTBRIDGE SALON P/L
SADLER & COMPANY (FURNISHERS) P/L
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STUDY UNIT B PRACTICE QUESTION
You are a tax consultant. The following information has been presented to you:
Midlands (Pvt) Ltd (‘Midlands’), a resident company, owns a hotel in Gweru. Midlands had a
contract with a resident company called Nashen Ltd (‘Nashen’) in which Midlands would provide
accommodation and meals for a period of six months for students from a country which does
not have a double tax agreement with Zimbabwe. Nashen had a contract to train the students.
During September 2013, after staying at the hotel for only two months, the students left the
hotel without giving any reasons for their departure. They had caused extensive damage to the
hotel rooms they had occupied. Midlands sought legal advice on the matter and, based on that
advice, threatened to sue Nashen unless it settled a claim for damages of $400,000.
The claim consisted of the following:
• $60 000 for meals and accommodation for the remaining four months of the contract;
• $140 000 to effect repairs to the hotel rooms; and
• $200 000 for loss of goodwill which Midlands suffered as a result of the events which led to
the claim.
•
On 15 November 2013 the parties agreed to settle the matter out of court.
Nashen paid Midlands $200 000 and Midlands undertook to abandon any rights it may have
had for the damages and any pending or contemplated court action against Nashen. The parties
agreed that the $200 000 represented 50% of each of the three items in the claim.
Midlands incurred legal expenses of $30 000 in respect of this matter, which it settled during
December 2012.
It is also incurred $140 000 to effect repairs to the hotel rooms which it claimed as a deduction
in terms of section 15 (2) (b) and this amount is included in the net income of $500 000 (see
below).
In the completion of the tax return of the company for its 2013 year of assessment ended 31
December 2013, the accountant of Midlands adjusted its accounting net income that included
the $200 000 received for damages and $30 000 legal expenses paid as, as follows:

Net income
Less: Loss of goodwill received (a capital receipt)
Add: Legal expenses of a capital nature (50% of R30 000)
Taxable Income

$
500 000
(100 000)
400 000
15 000
415 000

However, The Zimbabwe Revenue Authority (ZIMRA) queried the above treatment and stated
that it was treating the full $200 000 damages received as being of a revenue nature and thus
taxable, but that it would allow the legal expenses in full in terms of section 11(c).

Property of CAA Learning Media

FOR 2018 CTA 2 EXAMS

APPLIED TAXATION – Module 1
CAA

TAX
402
27

APPLIED TAXATION – Module 1

TAX
402

The 2013 assessment which ZIMRA accordingly issued on 15 February 2014 reflected taxable
income of $500 000
The company plans to lodge an objection to this assessment.
REQUIRED
Discuss, with reference to relevant case law and legislation, whether the accountant’s income
tax treatment of the damages receipt and related legal expenses was correct.
SAICA ADAPTED
Solution:
Damages receipt of $200 000

The pertinent question to be answered is whether the damages receipt of $200 000 (or
part thereof) is of a capital or revenue nature.

1

Should the receipt (or part thereof) be ofws tax (CGT) consequences?
1
It is submitted the receipt of $200 000 can be separated into its component parts as
contractually agreed by the relevant parties. Each component of the claim therefore
needs to be considered.
The courts have held that damages and compensation receipt will be of a capital nature
if the payment is for the loss or sterilisation of the taxpayer’s capital asset (i.e. his
income producing machine). However, if the payment is made for the compensation of
loss of profits it will be of a revenue nature in the hands of the recipient. As was said in
the Burmah Steam Ship Co case (bonus mark for mentioning the case) “is the receipt
to fill a hole in profits or in fixed capital assets”.

1

1
1
1

The part of the receipt relating to meals and accommodation is compensation for loss
of profits and of a revenue nature and included in gross income.

1

The part of the receipt relating to repairs is a recoupment of section 15 2 (b) expenses
claimed and is included in gross income.

1

It is submitted that goodwill is generally an asset of a capital nature and the proceeds
from disposal of goodwill will be of a capital nature.

1

Thus it is submitted that the damages receipt relating to the loss of goodwill is
of a capital nature.

28
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Thus the accountant has correctly excluded $100 000 of the damages receipt
from gross income.

1

Legal expenses
The accountant has correctly added back 50% of the legal expenses as section 15 (2)
(a) disallow expenses of a capital nature. Furthermore, the legal expenses that relate
to a claim which would not result in an inclusion in income is in any event disallowed
(see section 16)
The balance of the legal expenses represents legal expenses actually incurred in respect
of a claim made by the taxpayer for payment to him for an amount which would be
included in his income.
Max

CAA
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STUDY UNIT

TAXATION OF CORPORATES – INCOME TAX ACT

C

Introduction
Companies and individuals may earn trade and
investment income which is subject to corporate tax
under the Income Tax Act. The general tax rate for
corporate tax is 25% plus 3% AIDS levy. Student have to
understand the relationship between accounting profit
and tax profit because in real life scenarios and exam
questions they will be expected to be able to adjust the
net profit before tax to come up with the taxable income.
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OBJECTIVES
At the end of this study unit students should be able to do the following:
• Identify specific inclusions in gross income for companies.
• Identification of exempt income in respect of trade and investment income.
• Apply the general deduction formula.
• Identify prohibited deductions in terms of Section 16.
• The deduction and calculation of capital allowances.
• Recoupments and Scrapping Allowance.
• Discuss the tax consequences of leasing transactions.
• Understand the reliefs available in respect of suspensive sales.
• Assessed losses.
• Apply the concept of Quarterly Payment Dates (QPDs).

Relevant sections and Frameworks Income Tax Act:
•
•
•
•
•
•
•
•
•
•

Section 2
Section 8
Section 10
Section 15
Section 16
Section 17
Section 18
2nd schedule
3rd schedule
4th schedule

Prescribed study material
Taxation of Business Income:
Key definitions
Trade

Control

Includes any profession, trade, business, activity, calling, occupation or
venture, including the letting of any property, carried on, engaged in or
followed for the purposes of producing income as defined in subsection
(1) of section eight and anything done for the purpose of producing such
income.
A company shall be deemed to be under the control of a person if the
majority of the voting rights attaching to all classes of shares in the
company is controlled, directly or indirectly, by the person.

Scoping:
The following taxpayers may earn business income which will be taxed under the principles in
the study unit:

CAA
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Tax payer

Type of income

Individual

Trade and investments income e.g. rental income, dividend income,
income from a sole trader business.
Company trading income
Partnership trading income

Company
Partnerships

Rates of Tax
Normal taxable Income
Foreign company dividends (taxed gross)
Mining:

25%*
20%

•

Other than Companies and Trusts

25%*

•

Companies and Trusts

25%

• Special mining lease operations
Manufacturing companies exporting in excess of 50%
of output by quantity or volume
Pension Funds
* Plus 3% Aids levy

15%
20%
Exempt

SPECIAL INCLUSION IN GROSS INCOME –SEC 8
Trading stock - Sect 8 (1)(h).
This section brings into gross income:
• Trading stock on hand at the end of a tax year. (The treatment is similar to treatment
under IFRS);
• Trading stock which has, during the year of assessment, been taken by the person for his
domestic or private consumption or use; and
• Trading stock which has been donated.
Section
8(1) (h)

(i)

(ii)

(iii)

32

Type or
Circumstance

Closing stock
Consumed by
taxpayer or put to
other use.
Stock on hand
on date of death
or insolvency or
donation.

FOR 2018 CTA 2 EXAMS

2nd
Schedule
paragraph

Date of
Valuation

Method of Valuation
(Taxpayer to elect)

Last day of tax
year or
accounting year.

•
•
•

Cost price
Cost of Replacement
4
Market value

Date of such use

•
•

Cost price
Market value

Date
of
such happening.

•
•
•

Cost price
Cost of Replacement
Market value

5

4
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(iv)

(v)

(vi)

Attached by court
order

End of tax year.

Sold with business
pursuant to
court Date sold
order
Partially
goods
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Cost price
Cost of Replacement
Market value

4

Selling price
6

What the Commissioner
produced Last day of tax year considers to be fair &
or acc. yr.
7
reasonable

Concessions grant from creditors [sect 8 (1) (k)]
Where a taxpayer having incurred a liability in respect of expenditure, which has ranked as a
deduction in terms of s 15 (2), which is subsequently released by the creditor, the benefit there
from is included in gross income. However, this section does not apply where concessions have
been granted as a reason of taxpayer having been declared insolvent.
Subsidy and grants [sect 8 (1) (m)]
Any amount received or accrued by way of grant or subsidy in respect of any expenditure allowed
or allowable as a deduction under the Income Tax Act.
Example
If a taxpayer receives a grant for the acquisition of an asset that ranks for capital allowances
the amount of the grant will be brought into gross income.

Designated Area Grants [sect 8 (1) (o)]
Grants or payments awarded to farmers in terms of such a scheme are gross income for the
purposes of this section.
Exchange gains [sect 8 (2)]
Any profit resulting from changes in exchange rate is gross income in terms of this section. The
gain shall be taxable in the year of assessment in which they are realised.
Paper or unrealised exchange gains may only be taxable upon realisation, provided they are of
a revenue nature.
Exchange gains of capital nature i.e. on fixed asset or income generating unit of the company are
deducted from the cost of the asset, for purposes of s 15 (2) (c) and 15 (2) (dd)
Annuities – Section 8(1) (a)
An annuity is defined as a repetitive annual payment paid to a particular person for life or for
some period. The source of an annuity is the act or document under which it is created. Where
the annuity is a pension from a pension or benefit fund, the source is situated in the country in
which the fund is resident. The characteristics of an annuity are:
• It provides for an annual payment, even if divided into instalments;
• It is repetitive, payable from year to year, at any rate, for some period and;
• It is chargeable against a person

CAA
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An annuity may take any one of the following forms:
•
•
•

An ordinary annuity purchased from an insurance company.
An annuity by way of a gift or legacy.
An annuity granted as consideration for the sale of a business or an asset or surrender of
a right.
Pension for services rendered.

•
•
1) Purchased annuity - When an annuity results from the payment by an assured of a sum
of money from amounts which were not allowed as a deduction when contributions were
being made, such annuity is taxable only to the extent that it represents interest on the
capital sum invested. That portion which, in the opinion of the Commissioner, represents
a return of the purchase price of the annuity is excluded from gross income. The following
formula is used to determine the annual taxable portion.
I = (P x N) – A
N
Where I
=
interest content of annuity;
the annual payment;
P
=
N
=
number of payments expected (this may be a definite period or, in the
case of an annuity payable for life, a number of years based on the life
expectancy of the annuitant);
A
=
The purchase price of the annuity that was not allowed as a deduction
Where the annuity accrues over a period of time (i.e. payment is not made once in the year)
during the year apportionment should be done based on period. The necessary details will
be readily ascertainable from the insurance company granting the annuity. The expectation
of life to be accepted in each case will be the actual figure utilized by the insurance company
when fixing the purchase price of the annuity at the time of purchase. It should be note that• Where the full amount of the contributions had been allowed as a deduction the
annuity receivable shall be taxable in full i.e. the formula above does not apply in such
a case.
• Any sums received after the normal expectation of life has been exceeded will be
treated as taxable income, and taxed accordingly, as the whole of the capital cost of
the annuity will then have been allowed in full to the annuitant.
• The formula applies to the calculation of the interest content of an annuity payable
for a fixed period, notwithstanding that such guaranteed period of payment may
exceed the expectation of life of the annuitant. For example, if an annuity is to be for
a guaranteed period of 12 years, then ―N‖ in the formula would be 12.
2) Annuity by gift or legacy - This type of an annuity is either taxable in full or not taxable in
full depending on where the fund is situated. A widow ‘s pension, which is one example of
this type of an annuity, is not taxable in Zimbabwe if it is situated outside Zimbabwe even
though her late husband may have rendered services in this country in the past.
3) Annuity arising from disposal of an asset - Such an annuity may arise from the sale of a
business and, in such a case, the formula mentioned under purchased annuity above would
be used, with the cash value of the business at the date of sale being accepted as ―A‖, the
purchase price of the annuity. The instalments receivable should be inclusive of interest.
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4) Annuity in the form of a pension - The amount of a pension subject to tax cannot be reduced
by the deduction of the capital cost content if the annual contributions have been allowed
as a deduction.

Exemptions Sect 14 & 3rd schedule
The following exemptions apply:
1. Companies
• Agricultural, mining and commercial societies not operating for the profit of the members
for example Commercial Farmers Union, Z. N. C. C. and Chamber of Mines
• Approved benefit funds, pension funds, building societies, friendly societies and medical
aid societies
• Clubs, societies, institutes and associations which are organised and operated solely for
social welfare, civic improvement, pleasure, recreation or advancement or control of any
profession or trade which do not distribute their profits to their members, except as
remuneration of services rendered and also free of tax, are profits of local authorities and
such like organizations;
• Statutory corporations e.g. these institutions that are established through an act of
parliament.
2. Non-profit Organizations
• Companies not operating for gain and whose objective is that of enhancing the welfare
of its members are not taxable on their profits.
• Examples include;
• Church organizations, education institution of a public character.
• Trade Unions and trusts of a public character.
3. Dividends from local companies
• Dividends from any company incorporated in Zimbabwe which is liable to pay tax, are
free of income tax in the hands of the recipient.
• However, all dividends from companies exempted from paying tax i.e. building societies;
benefit funds are taxable in the hands of the recipient.
• Please note, withholding tax on dividends paid to individuals, partnerships and nonresident companies, is calculated at the rate of
• Quoted companies
10%
• Non quoted companies
15%
4. Income from which residents’ tax on interest is to be withheld.
5. Any receipt or accrual from the sale of traditional beer is free of income taxes.
6. Receipts and accruals of the following:
• Reserve bank of Zimbabwe
• Zambezi river authority
• Post office savings Bank
• Friendly, benefit or medical aid societies
• Building societies;

CAA
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GENERAL DEDUCTION FORMULA – SEC 15
General Rule!!!!
•

•

•

•

Deduction allowable shall be expenditure and losses to the extent to which they are incurred
for the purposes of trade or in the production of income except to the extent to which they
are expenditure or losses of a capital nature. (Sect 15 2 (a))
in a case where a person earns income from trade and investment and income from
employment, any amounts allowed to be deducted in terms of this section shall only be
claimed in respect of the income to which they relate; Sect 15 1(b). E.g. –
This applies to most small businesses, where the owner will use his motor vehicle to transport
goods for the business and taking his children to school. Only the expenditure to the extent
to which it is incurred on his business is allowable by the commissioner.
Expenditure is deductible at the earlier of payment or accrual

For the purposes of trade means for the purposes of enabling a person to carry on and earn
profits in the trade. The ordinarily recurrent expenses of business, such as trading licence fees,
audit fees, rates, secretarial fees, insurance premiums, business subscriptions and advertising
costs will usually pass the test. Expenditure for the purposes of trade may be categorised in 2
ways:
•
•

Designed expenditure is money voluntarily and designedly spent by the taxpayer for the
purpose of this trade e.g. salaries
Fortuitous expenditure is money involuntarily spent because of some mischance or
misfortune, which has overtaken the taxpayer.

•
NB: A deduction is not allowable where the expenditure, which though arising out of the
manner in which a taxpayer conducts his trade, falls upon him in his capacity as a lawbreaker
rather than as a businessman, e.g. traffic fines, customs fines or parking fines.
Capital Nature
In the same way as accruals of a capital nature are generally not subject to income tax, expenditure
and losses to the extent that they are of a capital nature are not deductible from income e.g. cost
of purchasing an item of PPE.
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Section 15 specific deductions
EXPENDITURE

EXPLANATION

Section 15(2) (b) Repairs

Expenditure incurred during the year of assessment on repairs
to articles, implements, machinery and utensils used and property occupied for the purposes of trade.
Repairs resulting from the letting of property.
Repair is restoration by renewal or replacement of subsidiary
parts of the whole i.e. restoring an asset to its original state at
the time it was first owned by the taxpayer. It is not necessary,
however that the materials used should be identical with the
materials replaced.

NB: Repairs are to be distinguished from improvements.
Examples:
• Replacement of a broken window with a shatter proof (repair).
• Replacing cement floor with tiles (repair).
• Extension of building (capital).
Section 15(2) (g) Bad and A deduction can be claimed in respect of debts, which are irreDoubtful Debts
coverable as long as all the following conditions are met:
a) The debt must be due and payable to the taxpayer,
b) The debt must be proved, to the satisfaction of the Commissioner, to be irrecoverable as at the end of taxpayer’s
financial year; and
c) The debt must have been included in the taxpayer’s income
either in the current or any previous year of assessment.
Section 15 (2)(h) – Contribu- An amount to be determined in accordance with the Sixth
tions to a benefit or Pension Schedule in respect of contributions made in the year of assessFund
ment to a benefit or pension fund or the Consolidated Revenue
Fund.

Provided that no contribution to a retirement annuity fund
shall be allowed as a deduction to a member of such fund who
was not ordinarily resident in Zimbabwe at the time he made
the contribution

CAA
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EXPLANATION

NB: The contribution paid by the employer allowed as a deduction is limited to $5 400 per employee and contributions paid by
an employee allowed as a deduction are limited to $5,400 per
annum.

Section 15(2) (j) – Medical The amount of any contributions paid to a Medical Aid SociAid Societies
ety by an employer in respect of his employees or their dependants.
Section 15(2) (m) Experi- A taxpayer may deduct expenditure incurred during the year
ments and Research
in carrying out experiments and research relating to his trade,
other than expenditure of a capital nature incurred on plant,
machinery, land or premises or on the acquisition of rights.
Section 15 (2) (n) – Experi- The principle is extended to sums, which the taxpayer contribments and Research
utes to other persons carrying out such experiments and research relating to the taxpayer’s trade or a proportion of such
contributions if the other person’s expenditure is not wholly of
this nature.

The amount allowable as a deduction shall be determined by
the formula:
AxB
C
Where:
A = the amount of the taxpayer’s contributions
B = the amount incurred by the other person, which would have
been allowed as a deduction in terms of sect 15 (2) (m) above
C = is the total amount of the expenditure incurred on experiment and research.
Section 15(2) (o) Scientific Deductible are contributions to approved scientific or educaResearch and Experimental tional bodies with the condition that they be used for industriWork
al research or scientific experimental work connected with the
taxpayer’s trade.

38

FOR 2018 CTA 2 EXAMS

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

EXPENDITURE

TAX
402

EXPLANATION

Section 15(2) (p) Educational A deduction is allowed of grants, bursaries, scholarship paid
Grant, Bursary or Scholar- for a person undergoing technical education, provided that the
ship
course is related to the taxpayer’s trade and that the beneficiary is not the taxpayer, his spouse or near relative of either
spouse.

If the taxpayer is a company, the beneficiary should not be a
near relative of the individual controlling the company, his
spouse or near relative of the spouse unless the director works
full time for the company and controls not more than 5% of the
share votes.
Section 15 (2) (q) Voluntary Any amount paid during the year of assessment by way of an
Payments to Former Employ- annuity, allowance or pension is deductible subject to the folees and/or their dependants lowing:
▪ The employee must have retired because of ill
health, infirmity or old age.
▪ The amount allowed is restricted to US$500
per tax year for each former employee.
▪ In the case of payments to dependants or
persons who were dependant on a retired or deceased
former em- ployee the annual restriction is US$200 in
respect of all dependants of each ex-employee.
NB: In all cases the amount allowed is reduced by any obligatory payments (e.g. pension or annuity) received during the year
by the ex-employee or dependant from any fund of the former
employer.
Section 15(2) (r) Donations

A deduction shall be granted for payments made to the National Scholarship Fund, National Bursary Fund or a charitable
trusts administered by the Minister responsible for either Social
Welfare or Health.
Section 15(2) (r1) Donations Any amount not exceeding US$100,000 paid by a taxpayer
during the year of assessment to the State or to a fund approved
by the Minister of Health for, any of the following operated by
the state, local authority or religious organisation:

CAA

•

the purchase of medical equipment;

•

the construction, extension or maintenance of a hospital
and or;

•

the procurement of hospital drugs (including ARVs).
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Section 15(2) (r2) Donations Any amount not exceeding US$100,000 paid by a taxpayer
during the year of assessment without any consideration at all
to a research institution approved by the Minister responsible
for higher or tertiary education.
Section 15 (2) (r3) Donations Any amount not exceeding US$100,000 paid by a taxpayer
during the year of assessment, without any consideration at all,
to the state or a fund approved by the minister responsible for
education, for any of the following operated by the state, local
authority or religious organisation:
▪ The purchase of educational
equipment;
▪ The construction, extension or maintenance of a
school;
and
of schoolpaid
books
other during
Section 15 (2) (r4) Donations ▪
Any amountThe
notprocurement
exceeding US$50,000
byor
a taxpayer
educational
materials.
the year of assessment without any consideration to the Public
Private Partnership Fund.
Section 15(2) (r5) Donations Any amount not exceeding US$50,000 paid by a taxpayer during
the year of assessment without any consideration to the Destitute Homeless Persons Rehabilitation Fund established by the
Ministry of Finance under the Audit and Exchequer Act.
Section 15(2) (s) Subscrip- A deduction is allowed for subscriptions paid by a taxpayer in
tions
respect of his continued membership to any business, trade,
technical or professional association. Entrance fees are not allowable.
Section 15(2) (t) Expenditure A deduction is allowed from business income, in respect of exPrior To Commencement of penditure which; was incurred by the taxpayer, 18 months prior
Business
to commencement of business, in the course of establishing the
business, and would have been allowed as a deduction had it
been incurred after beginning the business and is claimed in the
year of assessment in which business commences.
Section 15(2) (u) Opening Accounting principles are recognised and the taxpayer is alStock
lowed to deduct the value of the trading stock, which was on
hand at the end of the preceding year of assessment, i.e. opening stock.
Section 15(2) (v) Trading A deduction shall be allowed from the income derived by the
Stock Acquired Other than taxpayer in a year of assessment, from the carrying on of a
In the Ordinary Course Of trade, an amount equal to what the Commissioner considers
Trade
as, at the date it was brought to hand or at the date it was acquired, the fair and reasonable value of such trading stock of the
taxpayer acquired otherwise than in the course of trade.
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EXPLANATION

Section 15(2) (w) Conven- The cost of attending a convention or trade mission is allowed
tions and Trade Missions
as a deduction subject to the following:
•

The deduction is restricted to US$2,500 of the amount
spent in any one tax year and must relate to not more than
one convention, which in the opinion of the Commissioner
was in connection with the trade carried on by the taxpayer
or one trade mission, approved by the Minister (not both).

•

If the convention or trade mission commences in one year
of assessment and ends in another the deduction is allowed
in the tax year it ends.

•

If the person attending is a member of a partnership and
the partnership bears the expense, each partner is allowed
to deduct an amount in proportion to his share of profits.
In such a case the limit of $2,500 is applicable to one visit
by each partner.

Section 15(2) (aa) Legal Costs Taxpayers who appeal against any decision made by the ComOn Income Tax Appeals
missioner and whose appeal is allowed in full in the Special
Court or the High Court, may deduct their legal costs (allowed
by the registrar of the court as being in accordance with the
proper scale for such costs) in the year of assessment in which
the costs are so “taxed”
Section 15(2) (bb) Legal Costs Should an appeal be taken further (by either partly) to the SuOn Income Tax Appeals
preme Court, and the taxpayer’s case be upheld in full or to a
substantial degree the court may, at its discretion, permit the
costs to be deducted.
Section 15(2) (jj) Approved This section allows for a deduction of the fair value of any stock,
Employee Share Option shares, debentures, units or other interest paid or given by the
Scheme.
client to an employee of the client or for the benefit of an employee of the client pursuant to an approved employee share
ownership scheme or trust.
Section 15(2) (kk) Mainte- Expenditure not exceeding US$50,000 approved by the Minnance On Behalf Of Local ister responsible for local government on the maintenance of
Government
buildings, roads, bridges, water works, sanitation works, public
works and any other utility, amenity or item of infrastructure.
Section 15(2) (gg) Export de- the amount of any export-market development expenditure invelopment expenditure
curred by the taxpayer during the year of assessment, together
with an amount equal to one hundred per centum of such expenditure. (The taxpayer gets a double deduction on expenditures incurred on export development).

CAA
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EXPLANATION
Export development expenditure includes:
•

research into, or the obtaining of information relating to,
markets outside Zimbabwe;

•

research into the packaging or presentation of goods for
sale outside Zimbabwe;

•

advertising goods outside Zimbabwe or otherwise securing
publicity outside Zimbabwe for goods;

•

soliciting business outside Zimbabwe or participating in
trade fairs;

•

investigating or preparing information, designs, estimates
or other material for the purpose of submitting tenders for
the sale or supply of goods outside Zimbabwe;

•

bringing prospective buyers to Zimbabwe from outside
Zimbabwe; and

•

providing samples of goods to persons outside Zimbabwe.

Section 15(3) Assessed Loss- Where a taxpayer has income from one business activity but
es
sustains a loss on another, the latter is set off and only the balance is taxable.

If the deduction exceeds the income the excess is defined as
the “assessed loss”. Assessed loss determined in the previous
year of assessment is deductible.

Except in the case of mining no assessed loss shall be carried
forward after the expiry of six (6) years from the end of the year
of assessment in which it was determined.
No assessed loss attributable to business operations carried on
by a taxpayer shall be allowable as a deduction from income
received by or accruing to him under a contract of employment.

Assessed losses from the sale or disposal of a business unit cannot be carried forward.

42

FOR 2018 CTA 2 EXAMS

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

EXPENDITURE

TAX
402

EXPLANATION
No assessed loss shall be carried forward where there is a
change in shareholding with the intention of taking advantage
of the assessed losses. This is essentially designed to avoid trafficking in shares of companies with assessed losses. Taxpayers
would normally engage themselves in such activities so as to
take advantage of the assessed losses. Whenever the exchange
of shares of such a company takes place the onus lies with the
taxpayer who buys the shares to prove that the transaction was
devoid of a motive to take advantage of the loss.
Where a new company is formed in Zimbabwe to take over
a foreign company’s business it can inherit the assessed loss
of that company. Generally, a loss attaches to the taxpayer on
whom it was assessed and cannot pass to another taxpayer.
But in this case it is permitted on condition that the members’
shareholding is exchanged for a proportionate shareholding in
the new company and no new shareholder will be accepted in
the new company formed. In cases where losses have accumulated for a number of tax years and taxable income is realised in
any of the subsequent tax years, the assessed loss incurred first
should be exhausted before losses that occurred later.

An assessed loss is not cancelled by the cessation of trade for a
period, a complete change of trade or any other factor except in
circumstances mentioned in the provisos to this section.
Section 15 (2) (cc) Expendi- Expenditure may normally be claimed as a deduction only in
ture Not Yet Incurred
the year in which it is incurred. An exception is provided in cases where income accrues in one year of assessment in respect
of services to be rendered or goods to be delivered (deferred
revenue) in a subsequent year. An allowance for such expected
costs may be claimed in the year of accrual of the income but
subject to the following:

CAA

•

The amount of the allowance will be at the commissioner’s
discretion;

•

Expenditure of a capital nature is excluded;

•

Current expenditure, which relates directly to future tax
year’s income and which would have been claimable in the
current tax year, is set off against the allowance; and

•

Any allowance granted is brought back into income in the
following tax year.
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For the purposes of section 15 (2) (r) below is a list of registered charitable institutions by the
Ministry of Public Service, Labour and Social Welfare in Harare.

Harare
Children’s Homes
SOS Children’s Home
Chinyaradzo Children’s Home
Upenyu Hutsva Children’s Home
Matthew Rusike Children’s Home
Harare Children’s Home
Northcot Children’s Home
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Old People’s Homes
Society for the Destitute Aged
Bumhudzo Old People’s Home
Salvation army old people’s Home
Dorothy Duncan
Nazareth Home for the Aged
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PROHIBITED DEDUCTIONS – SECTION 16
Section 16 of the Income Tax Act outlines cases in which no deduction is allowable for tax
purposes.
SECTION
Sect 16 (1) (a)
Sect 16 (1) (b)

Sect 16 (1) (c)

EXPLANATION
The cost incurred by any taxpayer in the maintenance of himself, his family or establishment
Domestic or private expenses of the taxpayer, including expenses incurred in travelling between his home and the place
at which he carries on a trade and, in the case of a taxpayer
who carries on two or more trades which are distinct in nature, between the places at which such trades are carried on.
Any loss or expense which is recoverable under any insurance
contract or indemnity.
Example:
A vehicle belonging to Company A was involved in an accident
and costs amounting to $1 500 were incurred in effecting repairs on the car. Compensation amounting to $1 000 was received from their insurers.
In this case Company A will only be allowed a deduction of
$500 in calculating their taxable income.

Sect 16 (1) (d)

Sect 16 (1) (f)

Sect 16 (1) (h)
Sect 16 (1) (i)

Sect 16 (1) (j)

Sect 16 (1) (k)

CAA

Tax upon the income of the taxpayer or interest payable thereon, whether charged in terms of this Act or any law of any
country whatsoever.
Expenditure incurred in the production of exempt income or
expenditures on income deemed to be from a source within
Zimbabwe e.g. expenses incurred in connection with foreign
dividends.
Interest which might have been earned on any capital employed in trade.
The rent of, or cost of repairs to, or expenses incurred on, any
premises not occupied for trade, or of any dwelling or domestic premises except in respect of such part as may be occupied
for the purposes of trade.
The cost of securing sole selling rights. An example is the cost
as might be incurred by a petrol company in payment to a service station which then sells only that company’s brand of petrol.
Amounts, in excess of US$10,000 paid for leasing a “passenger
motor vehicle” (as defined in the Fourth Schedule) where the
lease was entered into on or after 1st January 1999.
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EXPLANATION
The cost of any shares awarded by the company to an employee or director. This prohibition would counter any claim for a
deduction by a company in respect of either an issue of its own
share or, an award of shares in another company (for related
companies).
Expenditure incurred on entertainment, whether directly or
by the provision of an allowance to any employee, including
a director. “Entertainment” is defined as including “hospitality
in any form”.

A deduction is therefore clearly precluded in respect of the cost
of, for example, a lunch for business associates, despite the
host’s purpose being the furtherance of trade relationships.
Expenditure incurred in the production of any income arising
from stocks or shares of any company.

Dividends from foreign companies, which are liable to income
tax in the hands of a taxpayer ordinarily resident in Zimbabwe,
are taxable (at a flat rate; without any deduction for related
expenditure.)
Sect 16 (1) (o)
Expenditure incurred in the production of interest on any loan
or deposit with local financial institution.
Sect 16 (1) (q) – Thin capital- Relates to the funding of a business with a disproportionate
isation
degree of debt in relation to equity so as to provide investors
the benefit of having the interest income derived there from
exempt whilst at the same time enjoying the benefit of tax
advantage relating to the deductibility of interest payment of
debt.

Any expenditure incurred by a local branch or subsidiary of
a foreign company, or by a local company or subsidiary of a
local company, in servicing any debt or debts contracted in
connection with the production of income to the extent that
such debt or debts cause the person to exceed a debt to equity
ratio 3:1
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Example: Thin Capitalisation
D Ltd is the Zimbabwe subsidiary of A Ltd, a company listed in
India. During the year ended 31st December 2013, D Ltd borrowed $2 million dollars from A Ltd to fund capital expenditure. Interest of $200 000 was paid on the loan. The statement
of financial position of D Limited reflected that it had equity of
$500,000 and long term debt of $2,5million.

Solution
Current debt to equity ratio = 5:1
Interest paid D Ltd
Allowable (3:1) 3/5 of 200 000
Disallowed interest

$200 000
($120 000)
$80 000

$80 000 deemed to be a dividend subject to 15% withholding
tax of $7,500
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)
Where,
A – Represents the total expenditure qualifying for deduction
in terms of s 15.
B – Represents general administration and management fees
paid outside Zimbabwe.
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.

CAA
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CAPITAL ALLOWANCES (SECT 15 (2) (C) AND THE 4TH SCHEDULE)
The cost of acquiring assets used in trading is an expenditure of a capital nature, which is not
allowable as a deduction.
Depreciation also is not an expense to the taxman. It is replaced by the following capital
allowances:
•
•
•

Special initial
Wear and tear
Scrapping

To qualify for allowances an asset must be used for purposes of trade. Land generally does not
qualify for either depreciation or capital allowances.
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Definition of Assets (4th Schedule):
TYPE
DEFINITION
Immovable assets
Is:
Commercial
• A building constructed on or after 1 April1975;
building
• A building used 90% or more of its floor area for purposes of trade;
• A hotel without liquor license’.
It is not:
• A farm improvement, industrial building, staff housing, tobacco barn.
• A building used 10% or more of its floor area for residential purposes,
but which is not:
o A block of flats, apartment or similar units of residential
accommodation.
Industrial
building:

Is a building used mainly in connection with manufacturing or industrial
research including:
•
•
•
•
•
•
•
•

Licensed hotels;
Fencing, tarmac concrete or sealing surrounding such industrial building;
Building used in connection with computer international or data
capture;
Storage building used by the taxpayer for storing goods manufactured
by him;
Toll bridges and roads e. g Limpopo river bridge;
Staff welfare buildings i.e. canteens, garages, drawing offices etc.
A hotel with a liquor license including permanent structures used
together with it i.e. swimming pool etc.;
Tennis courts(permanent), golf courses and bowling greens

*NB Warehouse does not qualify as an industrial building if they store goods,
which have not been manufactured by the taxpayer. Showrooms are
regarded to be commercial buildings.
Staff housing

Means any permanent building used by the taxpayer for the purposes of his
trade wholly or mainly for the housing of his employees.
However, for a staff housing to qualify as a staff housing its cost must not
exceed $25,000.
It should be noted that if the cost of staff housing exceeds $25,000 then no
allowances are granted.

CAA
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DEFINITION
This refers to expenditure on permanent farm roads, clinic or hospital and
school constructed on the farm.
The restricted cost for purposes of calculating allowances for a hospital/
clinic or school is $10,000.
The qualifying requirements are as follows:
• For a school more than 50% of the pupils attending must be of the
parents working on the farm.
• For a hospital/ clinic more than 50% of the patients must be people
working on the farm.

Tobacco barn

Movable assets
Passenger Motor Means any motor vehicle propelled by mechanical or electrical power and
vehicle
intended or adapted for use or capable of being used on roads mainly for
conveyance of passengers i.e. luxury type of cars, estate car, SUV, twin cabs,
station wagon.
Excluding:
• Vehicles used to convey passengers for gain i.e. taxis, commuter
buses.
• Vehicles used by hotels for conveyance of its guests.
• Vehicle carrying 15 or more passengers excluding the driver.
• Vehicle purchased by lessor for leasing purposes.
•
The deemed cost for passenger motor vehicle is $10,000
For example, if a motor vehicle was purchased for $20,000 capital
allowances will be claimed on $10,000 only.
These are all the other movable assets that are used by the taxpayer for
purposes of trade. Examples include:
• Furniture
• Delivery vehicles

Articles,
implements,
machinery and
utensils

Intangible assets
Computer
software

Means any set of machine readable instructions that directs a computer’s
processor to perform specific operations

Exam focus point
SPECIAL INITIAL ALLOWANCE (SIA)
Special Initial Allowance (S.I.A): S.I.A is granted to a taxpayer upon election and on capital expenditure incurred by the taxpayer during the year on:
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Cost of construction of a new immovable asset or
Cost of improvements, i.e. additions or alteration to existing immovable asset or
Purchased movable assets and used by the taxpayer for purposes of trade [purchased
whether new or second hand].

•

Is calculated based on cost i.e. straight line method.

•

Is never apportioned either on time or usage basis.

•

Is never granted on assets acquired through donation or
inheritance.

•

Is never granted on a commercial building unless it is
constructed at a growth point.

•

Cannot be awarded on purchased buildings/immovable
assets.

•

S.I.A. is granted in the year in which asset is first put into
use.

Points to note about •
SIA

Is granted upon election [in an exam key words are
‘’compute maximum allowances, or minimum taxable /
tax liability ‘’ when required to elect.]

•

No S.I A is granted to a lessor on a financial lease.

•

The rate for S.I.A. is 25 % on cost in the first year. Once
S.I.A is granted an asset will qualify for accelerated wear
& tear in the second, third and fourth years at the rate of
25 % on cost p.a.

•

No SIA is granted where the asset is used less than 90%
for purposes of trade.

•

Fiscalised electronic register charge SIA on 50% of the
cost (4th schedule para 2).

WEAR AND TEAR (W&T)
An allowance called wear & tear shall be granted on:
• Immovable assets acquired or constructed.
• Movable assets belonging to and used by the taxpayer for purposes of trade or in the
production of income.

CAA
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•

Granted where no S.I.A. has been elected.

•

Calculated based on cost of immovable assets i.e.
straight line method.

•

Based on reducing balance method on movable assets i.e. on income tax value (I.T.V).
Wear & tear is never apportioned on immovable assets.

•
Points to note about W&T
•

Apportioned on movable assets on:
o On commencement of business i.e. when
business commences during the year
o

On ceasing to trade

o When an asset is used for dual purposes i.e.
partly private and partly business.
•

Normal rate for wear and tear on immovable assets
is 5% on cost. An exception is a commercial building
with 2.5% on cost.

Example (SIA & W&T)
A taxpayer constructed a commercial building and staff housing in the first year of her trade,
and used these for purposes of her trade on 1 November 2014. The commercial building cost
$400k and staff housing cost $22k. She also acquired furniture & fittings for $10k on 1 July
2014
Required to compute maximum allowances

Solution
Wear & Tear Schedule for the year ended 31 December 2014

Asset
Cost/ITV

Deemed cost
W&T rate
SIA (25%)
W&T
ITV
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& Fittings
(USD)

Commercial Staff
building
Housing
(USD)
(USD)

FOR 2018 CTA 2 EXAMS

400,000

22,000

10,000

-

-

-

2.5%

5%

10%

NIL

5,500

2,500

10,000

NIL

NIL

390,000

16,500

7,500
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Notes for the solution
• Where you are asked to calculate maximum allowances you allow for SIA since it has
more allowances than W&T, subject to conditions stated above.
• A commercial building will never qualify for SIA unless constructed on a growth point.
• The qualifying cost for a Staff housing is restricted to $25k.
Cost base of an asset for purposes of calculating capital allowances -4th sch para 7 & 8
Purchased Assets
Constructed Assets
• For purchased assets the cost base is • The cost base would include the following:
made of the following:
o Salaries
and
wages
for
o Purchase price
construction staff
o Architectures fees
o Costs necessary to bring an asset
o Surveyors fees
into condition of use e.g. Freight
o Material costs
costs, travel costs, insurance
o Interest cost on loan used to fund
costs, installation costs
o Irrecoverable taxes e.g. VAT
asset construction (interest is
capitalised up to the date asset
for non-registered operators,
customs duty
construction is completed).
o Exchange gains or losses on
acquiring the asset

•

Inherited Assets

Donated assets

Cost base is the value determined for es- •
tate duty purposes.

Cost is equal to the market value of the
asset at the time of donation.

Hire purchase acquisitions:
•

The cost is the full purchase price inclusive of finance charges.

SCRAPPING ALLOWANCE – 4TH Schedule Para 4
Scrapping allowances are the equivalent of losses on disposal of fixed assets used for trade. It
arises when a scrapped asset is disposed of for proceeds which are less than the income tax
value. Scrapping allowance is deducted in the determination of the taxpayer’s taxable income.
The question then arises, what is scrapping?
• The word scrap is generally taken to mean used up or discarded and no longer used
by the taxpayer for purposes of trade.
• In a case were the asset has not been sold, the allowance can only be granted
where the commissioner is satisfied that the asset has become useless for business
purposes or has been discarded with no intention to use it again in the future.
• When business organisations wind up operations, scrapping allowances will be
allowed to the extent that it does not exceed the recoupment arising from the
business closure.

CAA
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Example: Scrapping allowance
In January 2012 a taxpayer acquired a lorry for $16k which was to be used for the purpose of
trade. The taxpayer elected to claim the maximum allowances available in terms of the 4th
schedule. In June 2014 the lorry was scrapped as it had been involved in an accident and was
damaged beyond repair. The taxpayer sold the scrap to a local garage for an amount of $2k.
Required: Calculate the scrapping allowance available to the taxpayer.

Solution:
Since the taxpayer claimed the maximum available allowance the ITV on the date of scrapping is
calculated as follows:
Cost
16,000
Less SIA – 2012($16,000*25%)
(4,000)
Acc W&T 2013($16,000*25%)
(4,000)
Income Tax Value on date of scrapping
8,000
Therefore, scrapping allowance is calculated as follows:
$
Proceeds
2,000
Less ITV
(8,000)
Scrapping Allowance
(6,000)
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RECOUPMENTS SECTION 8 (1) (j)
Recoupment is a tax profit on the sale of an asset for which capital allowances where being
claimed in terms of section 15(2) (c).
• It is brought into gross income in terms of s 8 (1) (j).
• It represents a recovery of capital allowances previously granted.
The following framework is used to calculate recoupments.
$
Proceeds
XXX
Less ITV
(XXX)
Potential Recoupment
XXX
Actual Recoupment (Limited to capital allowances previously granted)
XXX
Where an asset had its cost restricted for purposes of calculating allowances (e.g. passenger
motor vehicle), its selling price must also be restricted for purposes of calculating recoupment,
as follows:
Deemed selling price = Deemed Cost x Actual selling price
Actual Cost
Example: Recoupments
A taxpayer purchased the following assets in the 2010 tax year, a passenger motor vehicle for
$15,000, Machinery $40,000. During 2013-tax year he sold them for $9,000 and $30,000
respectively.
Required: To calculate his recoupment in the current. Assume SIA was claimed.

Solution
Passenger motor Vehicle:
Deemed selling price

=
=

CAA

$10,000 x $9,000
$15,000
$6,000

Recoupment
Deemed selling price
Less ITV*
Potential recoupment

=
=

6,000
(2,500)
3,500

Allowances granted*

=

$7,500

Actual Recoupment
*Allowances
2010 SIA ($10,000*25%)
2011 Accelerated W&T ($10,000*25%)
2012 Accelerated W&T ($10,000*25%)

=

$3,500

Property of CAA Learning Media
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Machinery: Recoupment
Selling Price
Less ITV*
Potential Recoupment

$
45,000
(10,000)
35,000

Allowances granted*

30,000

Actual Recoupment
*Allowances
Cost
Less: 2010 SIA
2011 W&T
2012 W&T
Income tax Value

30,000
40,000
(10,000)
(10,000)
(10,000)

(30,000)
10,000

Recoupment on damaged asset
Where recoupment arises on damage of an asset, and the sale proceeds are receivable through
an insurance policy, the whole amount will not be taxable provided the tax payer satisfies the
commissioner that:
o Within a period of 18 months from the date of damage or destruction he has purchased
or construct a similar asset thereof and that;
o Such asset has been or will be brought into use within a period of 3 years from the date
the original asset was damaged or destroyed.

Transfer of Assets – 4th Schedule
Where assets are transferred between companies under the same control, or between husband
and wife or in a scheme of localization if the taxpayer so elect, there shall be no recoupment in
the hands of the transferor.
The assets are deemed to be transferred at their income tax values hence no recoupment
accrues.

LEASES
A lease is a contract made between a lessor and a lessee for the hire of a particular asset. Usually,
the lessee should pay a deposit on inception of the lease; thereafter he should pay monthly
rentals. The deposit is often referred to as lease premium. Generally, lease rentals are business
expenses to the lessee if the leased asset is used for the purposes of trade.
Lease Premiums
A lease premium is a consideration having an ascertainable money value passing from a lessee
to a lessor for the right of use of the lessor’s property i.e. occupation of building, use of secret
formula, trademarks, machine etc.
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Lessees – sec 15 2(d)

▪ A lease premium is ▪ Where the leased asset is used for the
gross in- come in the hands of
purpose of trade a lease premium is a business
the les- sor, in terms of section 8
expense in the hands of the lessee.
(1) (d).
▪ Where the amount is paid in a particular
▪ It is taxed in full in the
year the practice of the commissioner is to allow it
year of accrual or receipt, and
as a busi- ness expense over the period of the lease or
is never spread.
10 years whichever is shorter.
▪ The commissioner does not, however, grant a
deduc- tion where the leased property is used for
private purposes.
Lease improvements
It is a common feature in the commercial sector for a lessee to put up a structure on the premises owned by someone else. Such a structure is referred to as a lease improvement.
Obviously, the structure will benefit him, and eventually the lessor on termination of the lease
agreement.
However, not all structures will qualify as lease improvements (obligation under lease). Only
those structures with a value agreed between the lessor and the lessee will qualify.
Also note the difference between repairs and improvements.
Lessor sec 8 1 (e)
Lessee sec 15 2 (e)
▪ The value of the Option 1
obligatory im- provements
constitutes gross income in his ▪ The lessee is allowed a deduction on the
value per agreement but this is spread over the
hands.
unexpired pe- riod of the lease or 10 years whichever
is the lesser.
▪ It is taxable over the
period of the lease or 10 years
whichev- er is the shorter, ▪ The period of construction is disregarded, and
period where the property is not used for purposes of
commencing
the
date
trade.
improvements
were
completed.
▪ The lessee is allowed a deduction from the
date the property is first used for purposes of trade.
▪ Where the value is not
stated in the agreement the
actual
cost
of
the
improvements will be taxed in ▪ Where the initial lease period is renewed
the lessor’s hands.
only the initial period of the lease is considered.

CAA

Where the initial lease period is renewed only the initial period of the
lease
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Option 2
▪ Capital allowances are provided as an
alternative to s15 (2) (e) upon election by the
taxpayer as follows:
▪ Where the improvements are not in terms
of the obligation (i.e. voluntary improvements) in
the lease, then:
▪ The lessee can claim SIA and Wear and
Tear al- lowance
▪ The lessor will not be granted any of the
above allowances until the property is rented out
to an- other tenant and rent is thus receivable for
the improvements.
Leasing of passenger motor vehicles
Lessor
Lessee
▪ Any vehicle purchased ▪ In the case of the leasing of a passenger
for leas- ing purposes is not
motor vehi- cle, the deduction is restricted to a
restricted in cost, under both
maximum of $10
financial and operating leases.
000. (Section 16(1)(k) of Income Tax Act).
(Paragraph
14(2)(c) of 4th schedule).
▪ Under a financial lease
(where lessor is not entitled to
the re- turn of the asset at the
end of the lease period - i.e.
option ex- ists), the lessor can
only claim wear and tear on
actual cost without restriction.
SIA is not available under this
option.

▪ Under an operating
lease (where lessor entitled to
the return of the asset at the
end of lease period), SIA or
wear and tear can be claimed,
again on the actual cost.
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Personal assets brought into business
A taxpayer who brings into business a personal asset into business will be able to claim wear and
tear on this asset from the day that the asset is used for the purposes of trade.
However, the taxpayer has to deduct notional wear and tear from the initial purchase price of
the asset to determine the amount to be used for the purposes of claiming wear and tear.

SUSPENSIVE SALES AND CREDIT SALES (SECT 17 & 18)
Section 17 and section 18 of the Income Tax Act outline the basis of taxation of amounts accruing
under hire purchase and under credit sales.
▪ Under these agreements the full amount of sale is receivable in instalments,
which may stretch into years.
▪ For tax purposes the full sale price is deemed to accrue on the date of signing of
the sale agreement.
▪ This would mean that taxpayers are “taxable” on amounts not yet received.
▪ However, sections 17 and 18 provide deductions which enable taxpayers to be
taxable on profit which relate to amounts which have become due and payable in each tax
year.
▪ A calculation of the profit relating to amounts which are not yet due is made and deducted.
▪ This amount is added back to gross income in the subsequent year when a fresh
calculation is then made.
In the case of hire purchase sales (section 17) the allowance is calculated in accordance with
the following formula:

Example:
Alpha Electronics (Pvt) Ltd is a retail shop, selling televisions on credit to approved customers.
Each Television cost Alpha Electronics (Pvt) Ltd $400. The 50 television sets were bought in
2011.

CAA
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You are given the following information for the year ended 31 December 2013.
20 sets sold in April 2011 at $600 each
16 sets sold in October 2011 at $600 each
14 sets sold in March 2012 at $600 each
The terms of agreement require the customer to pay a deposit of 25% on date of sale and the
remainder payable over 20 months in equal instalments commencing the month following
that of sale.
Required: Compute the taxpayer’s taxable income for each year during the credit period

Solution

Sales

Less Cost of sales
Opening stock
Purchases
Less closing stock
Gross Profit

Add s 17(1) Allowance b/f
Less s17 (1) Allowance (w1)
Taxable Income
Workings
Monthly instalments/set: =

Allowance
Gross Profit ratio

=
=
=
=

2011

2012

2013

21,600

8,400

-

(14,400)

(5,600)

-

-

5,600

-

20,000

-

-

(5,600)

-

-

7,200

2,800

-

-

3,960

1,875

(3,960)
3,240

(1,875)
4,885

1,875

($600 – (25% x $600))
20
$22.5
Gross Profit x Debtors not yet due
Sales
$7,200/$21,600 X 100%
33 1/3%

NB Once this is found it is applied throughout the period of credit unless there is a change in
price system
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Workings (continued)
Debtors’ schedule
Balance b/f
Sales
Less Receipts
Deposit
Instalments
20 sets
16 sets
14 sets
Closing balance
Section 17 Allowance*

2011
Nil
21,600
(9,720)
5,400

2012
11,880
8,400
(14,655)
2,100

2013
5,625
Nil
(5625)
-

3,600
720
Nil
11, 880

5,400
4,320
2,835
5,625

Nil
2,160
3,465
Nil

3,960

1,875

Nil

*The allowance is calculated by multiplying the closing balance with 33 1/3%.
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STUDY UNIT C PRACTICE QUESTIONS
Mbare Distillers (Pvt) Ltd (a Zimbabwean resident) is a registered vendor for value-added tax
(VAT) purposes and all amounts in the question exclude VAT, except where indicated otherwise.
Mbare Distillers (Pvt) Ltd (‘MD’) manufactures (‘distils’) and bottles gin, an alcoholic drink
flavoured with juniper berries. The distilling process is regarded as a process of manufacture
for purposes of the Income Tax Act. MD sells the bottled gin to independent retail outlets. The
company’s year ends on the last day of December.
Its equity share capital is held by resident shareholders to the extent of –
• 69% Munhondo (Pvt) Ltd,
• 16% by John Dyke, and
• 15% by Tapera Mawoyo.
MD had a profit before tax of $5 006 100 for the year of assessment ended 31 December 2015.
MD did not have an assessed loss or an assessed capital loss (as envisaged by the Capital Gains
Tax Act) for the 2014 year of assessment.
MD would like to minimise its normal tax liability whenever possible.
Description

Note

Expenditure
$

1

443 458 150

Sales of gin
Cost of sales of gin
Depreciation – all assets
Impairment loss – second-hand plant
Impairment loss – destroyed computer
Insurance payment received
Finance charges – replacement computer
Gain on sale of laboratory land and buildings
Loss on disposal of laboratory equipment
Research expenditure – revenue
Loss on disposal of factory land and buildings
Amortization of operating lease premium and rentals
Total

2
3
3
3
4
4
4
5
5

Income
$
450 000 000

449 725
30 000
31 500
56 000
6 000
705 000
8 000
1 402 000
338 125
31 400
445 754 900 450 761 000

The profit before tax of $5 006 100 was calculated taking into account the following items of
income and expenditure:

Additional information (notes)
1 Purchase of raw materials
On 22 December 2015, MD actually incurred an expense when it purchased 1 000 litres of
alcohol (a raw material) for $190 000 on credit from a Mutare-based supplier. The alcohol was
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air-freighted to Mbare on 24 December 2015, but could not be found and it was not possible
to conduct a search for it before 31 December 2015 as the airport was closed for the holiday
season.
As it was not trading stock held by MD on 31 December 2015 (a requirement of section 8 (1) h of
the Income Tax Act), it was excluded from MD’s closing stock of raw materials.
Accounting treatment
For reasons of prudence, the company expensed the $190 000 incurred on purchasing this
alcohol (raw materials) as cost of sales. No transfer to work in progress had taken place because
no portion of these raw materials had yet been used. MD’s closing stock of raw materials excludes
these 1 000 litres of alcohol.
2

Second-hand plant

On 1 September 2013 Munhondo (Pvt) Ltd purchased a new manufacturing plant that it used in
its distilling process for a cash cost of $200 000. It was brought into use immediately. This plant
qualified for the SIA. Munhondo (Pvt) Ltd.’s year of assessment ends on the last day of December.
On 31 August 2015 Munhondo (Pvt) Ltd sold this plant to MD for $250 000. This plant was
independently valued at a market value of $220 000 on 31 August 2015. MD brought the plant
into use in its process of manufacture on 1 September 2015.The $250 000 cost of the plant was
capitalised for accounting purposes. It was, however, then immediately impaired to its market
value of $220 000.
3

Computer equipment

Computer equipment that originally cost $90 000 on 1 March 2013 and had a tax value of $36 000
on 31 December 2014 was destroyed by a power surge on 31 March 2015. MD received $64 400
(including VAT) from its insurers as compensation for the loss of this computer equipment. The
computer equipment qualified for the section 15 (2) c allowance as read with the 4th schedule
over a five-year period, calculated on the straight-line basis.
The above computer equipment was replaced by new computer equipment which had been
acquired in terms of a hire purchase structured as follows:
$
Cash cost
84 000
Value-added tax (VAT)
12 600
96 600
Less: up front installment
(6 600)
Add: finance charges
20 000
110 000
In terms of the agreement 44 further monthly installments of $2 500 per month were payable
with the first further payment being due on 30 June 2015. The computer was brought into use
on 1 July 2015.
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4 Research and development
On 1 July 2013 MD set up its own research and development division in an attempt to discover
novel and practical information relating to potential health benefits (or problems) caused by
drinking alcoholic drinks. This research and development division was initially located in a leased
building.
On 1 September 2013 MD commenced with the erection of its own laboratory building. The
building was completed on 29 February 2014 at a total cost of $2 million, of which $1 200 000
was incurred before 31 December 2013. The building was brought into use on 1 March 2014. The
building was erected on land that had been purchased by MD on 1 July 2013 for $200 000.
On 1 March 2014 MD installed equipment in the laboratory at a cost of $480 000. The equipment
was brought into use immediately. On 1 April 2014 MD moved its research and development
division out of the leased building into the new laboratory, where it continued with its scientific
research.
On 1 January 2015 additional equipment costing $240 000 was purchased and installed in the
laboratory. It was brought into use immediately.
On 30 November 2015 the research project was abandoned. On this date the laboratory, together
with its equipment, was sold for $3 700 000. The sale and purchase agreement indicated that
$400 000 was for the land and $2 800 000 buildings and $500 000 for the equipment ($360 000
for the March 2014 equipment and the balance of $140 000 for the January 2015 equipment.)
The following revenue expenditure was incurred by MD in connection with its research activities:
$
1 120 000

1 July 2009 to 31 December 2013

1 January 2010 to 31 December 2014
1 January 2011 to 30 November 2015
5

1 200 000
1 402 000

Factory buildings and improvements to leasehold property

On 1 May 2013 MD purchased a plot of land for $750 000. Erection of a factory on this land
commenced on 15 May 2013. It was completed on 30 September 2013 at a cost of $1 750 000.
This factory was brought into use in a process of manufacture on 1 October 2013.
As a result of continued unrest in the vicinity of this factory, the board of directors of MD decided
on 1 July 2015 to dispose of the land and buildings as soon as practically possible. The land and
buildings were sold to an unrelated party on 31 October 2015 for $2 450 000 ($750 000 for the
land and $1 700 000 for the building). MD continued to use the land and buildings in its process
of manufacture for the period 1 July 2015 to 31 October 2015.
In anticipation of the proposed sale, MD on 1 July 2015 entered into a 30-year operating lease
agreement with Tanqueray Ltd for the lease of an industrial site in a trouble-free area. This lease
agreement stipulated that MD would –
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• pay a premium of $84 000 on 1 July 2015;
• erect a factory on the site at a cost of $2 670 000; and
• from 1 July 2015, pay an annual rental in advance of $60 000 a year (subject to an annual
escalation of $3 000 each year).
Erection of the factory commenced on 1 August 2015. It was completed on 31 October 2015.
The factory was brought into use on 1 November 2015. The cost of the factory was $3 204 000.
REQUIRED
1. With reference to note 5 discuss the tax treatment of the transactions detailed in the note.
Support your discussion with calculations.
2. Calculate the taxable income of Mbare Distillers (Pvt) Ltd for the year of assessment ended
31 December 2015. Your calculation should start with profit before tax amounting to $5 006
100.

Solution
Note 5
$

$

$

Capital Allowances – January to October
Land – No Capital allowance
Sale of factory - Calculation of Recoupment [(sect 8 (1)
(i) & 4th Schedule]
Selling Price (Building)
Less ITV – Cost
1,750,000
2013: SIA ($1,750,000* 25%)
(437,500)
2014: W&T ($1,750,000 * 25%)
(437,500)
Recoupment
***Land does not qualify for capital allowances therefore have no income tax implications. Any gain on
sale of land is taxed under Capital Gains Act
Lease Agreement
Lease Premium sect 15(2)(d)
MD paid a premium of $84,000.00 on 1 July 2013 and
qualifies as a business expense as lease has been entered into for the means of trade.
The Commissioner allows the Premium (business expense) to be spread over the period of the lease (30
years) or 10 years whichever is shorter.
Calculation:
[$84,000.00/(10x12)]x6 months=$4,200.00
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Lease Improvements
The Construction of the factory is a lease improvement
to the Value of $2,670,000.00 as stipulated in the lease
contract.
Under the Income Tax Act [sect 15 (2)( e )] MD (the lessee) is allowed to claim a deduction of $2,670,000.00
spread over the unexpired period of the lease (29 years
7 months) or 10 years whichever is shorter.
Calculation of lease improvement deduction:
[$2,670,000.00/(10x12)]x2 months= $44,500.00
N.B. MD is allowed this deduction from the date the
factory is first used for the purpose of trade that is 1
November 2013.

(44,500)

Excess over amounts agreed in agreement
MD is allowed to claim capital allowances on any voluntary improvements under the Income Tax Act [sect
15 (2)( e )].
Calculation of Voluntary Improvements = Cost of construction - Lease Improvements
=$3,204,000.00-$2,670,000.00
= $534,000
SIA - $534,000*25%

(133,500)

Lease Rentals
Lease rentals are allowable as deduction if the leased
property is used for trade.
MD’s use of the factory is for trade thus rentals qualify
as a deduction.
Lease rental

(60,000)

Part 2 – Calculation of taxable income
$
Profit Before tax
Adjustments:
Depreciation -all assets
NOTE 1
1,000 litres of Alcohol [sect 8(1)(h)]
NOTE 2
Impairment loss on 2nd hand plant – Accounting entry
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SIA on 2nd hand plant [sect 15(20)( c )] ($250,000.00x25%)
SIA on 2nd hand plant [sect 15(20) (c )]
($220,000.00x25%). Para 8(2) of the 4th schedule empowers the commissioner to adopt a fair market value
on transfer of assets
NOTE 3
Impairment loss-destroyed computer
Insurance payment received
Recoupment on destroyed computers
Proceeds
Less ITV – GIVEN
Potential Recoupment
Allowances Granted ($90,000.00-$36,000.00)
Sect 8 (1) (j) – since proceeds were used to acquire a
replacement asset within 18 months, then the recoupment is not taxable
New computer
SIA on New Computers on hire purchase (Sch 4 Para 10)
- $104,000 * 25%
NOTE 4
Gain on Sale of Laboratory land and building
Loss on Disposal of Laboratory equipment
Research Expenditure - deductible (sect 15(2)(m)
Recoupment on sale Laboratory building
Selling Price
Less ITV ($2,000,000x75%)
Potential Recoupment
Allowances Granted ($2,000,000.00x25%)

(55,000)

31,500
(56,000)
56,000
(36,000)
20,000
54,000
-

(26,000)

(705,000)
8,000
2,800,000
(1,500,000)
1,300,000
500,000

Therefore Actual Recoupment
Recoupment on sale Laboratory equipment:
Old Equipment : Sale Proceeds
: ITV $480,000 * 75%
Recoupment
New Equipment: SIA ($240,000 * 25%)
Sale Proceeds
Less ITV ($240,000 * 75%)
Capital Loss
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NOTE 5
Sale of factory - Recoupment [(sect 8 (1)(i) & 4th Schedule]
Loss on disposal of factory land and building
Amortization of operating lease premium and rentals
Lease premium deduction
Lease improvements
SIA on voluntary improvements
Lease rentals
Taxable Income

338,125
31,400
(4,200)
(44,500)
(133,500)
(60,000)
6,270,650

Tax at 25.75%

1,614,692
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STUDY UNIT

WITHHOLDING TAXES

D

Introduction
The concept of withholding taxes allows for the
collection of taxes at source. In this case the
paying entity pays a net amount to the recipient and
remits the tax withheld to the tax authorities
(ZIMRA). In certain instances, income subject to
withholding taxes is exempt from further taxes (i.e.
the withholding tax withheld would be treated as
a final tax). The withholding taxes we are going to
discuss in this study unit are levied in terms of the
Income Tax Act.
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OBJECTIVES
•
•

Identify the various types of withholding taxes.
Determine the withholding taxes which are a final tax.

Relevant sections and Frameworks
Income Tax Act:
• Sect 26
• Sect 28
• Sect 30
• Sect 31
• Sect 32
• Sect 34
• Sect 36J

Prescribed study material

WITHHOLDING TAXES
General:
All withholding taxes, with the exception of Non-Resident Shareholders’ Tax, are payable to ZIMRA within 10 days of the payee being paid or becoming entitled to the payment, dividend, interest, fees commission, royalty or remittance.
Non Resident Shareholders’ Tax is payable within 30 days of distribution of or becoming entitled
to the dividend. For all withholding taxes penalties of up to 100% of the unpaid tax can be imposed. Interest is charged at 10% per annum for each month or part thereof during which the tax
and penalties remain unpaid. Below we are going to discuss the various types of withholding taxes
in detail.
1. Contract Payments.
Withholding tax of 10% should be withheld from payments of more than $1,000 to residents and
non-residents in terms of contracts unless a valid clearance certificate (ITF263) is provided by
the payee.
2. Resident and Non-Resident Shareholders Tax: Sec 26 & 28
The following should be withheld from dividends paid to non-resident shareholders and resident
individuals, partnerships and Trusts.
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Dividend from Listed Companies

10%

Dividend from all other companies

15%

Please note that the above withholding tax does not apply if the dividend is payable to a company
incorporated in Zimbabwe.
3. Non Residents Tax on Fees – Sect 30 and 17th schedule
Non-residents tax on fees are levied in terms of section 30 (a.r.w the 17th Schedule) of the Income
Tax Act. In terms of the 17th schedule par 2(1) every payer of fees to a non-resident person shall
withhold non-residents’ tax on fees from those fees and shall pay the amount withheld to the
Commissioner within 10 days of the date of payment or within such further time as the Commissioner may for good cause allow. The withholding tax rate is 15%.
From the above requirement there are two important terms that are key to triggering the requirement for the payment of the non-resident tax on fees, namely:
a)

Non-resident person’ means - a person, other than a company, who; or a partnership or
foreign company which is not ordinarily resident in Zimbabwe. This means the definition is
met any time that a resident tax payer in Zimbabwe makes payments to a foreign resident
entity or individual.

b) Fees - means any amount from a source within Zimbabwe payable in respect of any services
of a technical, managerial, administrative or consultative nature, but does not include any
such amount payable in respect of—
(i)
services rendered to an individual unconnected with his business affairs; or
(ii) services rendered by any person in his capacity as an employee, other than a director,
of the payer; or
(iii) education or technical training; or
(iv) the repair of goods outside Zimbabwe; or
(v) any project which is specified for the purposes of this subparagraph by the Minister by
notice in a statutory instrument;
(vi) services rendered to a licensed investor in respect of his operations in an export processing zone;
(vii) services rendered to an industrial park developer in respect of the operation of his
industrial park;
i.
export market services rendered by an agent of a company that exports goods
from Zimbabwe:
Provided, however, that the fees payable to the agent must not exceed 5% of the
“free on board value” (as that phrase is defined in the Customs and Excise Act
[Chapter 23:02]) of the exports of the company for the year of assessment
concerned, as confirmed on acquaintance by the company of the export documentation relating to its exports in that year;
Therefore, let’s apply the above definition to the following examples of payments that may
be made to non-resident persons/entities.
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Student registration fees paid to a
foreign university or body e.g. Wits
University, ACCA
Annual license fees – e.g. payment for
pastel accounting package license fees.

This is education related and is specifically excluded
from the definition of fees, therefore does not
attract the non-resident tax on fees.
The service is in connection with the right of use
rather than technical in nature therefore does not
meet the definition of fees hence no withholding tax
levied.
Management fees paid to a foreign Managerial fees paid to a connected entity therefore
parent company.
subject to the withholding tax.
Payment for repair of machinery in Specifically excluded therefore not subject to the
South Africa
withholding tax.
4. Non-resident tax on remittances – sect 31 and 18th schedule
In terms of the 18th schedule any non-resident person who effects any remittance in respect
of allocable expenditure shall in relation to such remittance pay non-residents’ tax on remittances to the Commissioner within 10 days of the date of remittance or within such
further time as the Commissioner may for good cause allow. The rate of the withholding tax
is 15%.
Allocable expenditure: means 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.
From the above definitions the following requirements have to be met for a non-resident tax
on remittances be payable to ZIMRA:

Requirement

Explanation

What expenditure is being paid for?

Te chnic al, manag e rial, adminis tra tiv e
consultative in nature. E.g. management fees,
training on the use of software.

Where was the expenditure incurred?

For the withholding tax to apply the
expenditure above should have been incurred
outside Zimbabwe, for the benefit of the
taxpayers Zimbabwe operations.
The expenditures would have to be paid by a
non-resident person for the withholding tax
to apply. Refer to the X Ltd. example above.

Who paid for the expenditures?

non-resident person ” means a person who, or
partnership which, is not ordinarily resident in
Zimbabwe, but does not include a licensed
investor;
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Was a remittance in connection with A re mittance in conne ction with the
expenditure made?
expenditure should have been made and
remittance is defined as “the transfer of any
amount from Zimbabwe to another country”.
Example:
X Ltd. a bank based in South Africa and with operations in Zimbabwe paid an amount of $5,000
for technical consultancy services incurred in South Africa for the benefit of its Zimbabwean
operations. X ltd. Paid for the services from its cash balances in Zimbabwe to a supplier in
South Africa
From the above since X Ltd. made a payment to a South African supplier in respect of allocable
expenditure, X will have to withhold $750 (15% * $5,000) in respect of the payment.
5. Non Resident tax on royalties – sect 31 and 19th schedule
Non-residents tax on royalties are levied in terms of section 31 (a.r.w the 19th Schedule)
of the Income Tax Act. In terms of the 19th schedule par 2(1), every payer of royalties to a
non-resident person shall withhold non-residents’ tax on royalties from those royalties and
shall pay the amount withheld to the Commissioner within 10 days of the date of payment
or within such further time as the Commissioner may for good cause allow. The withholding
tax rate is 15%.
Therefore, in order to determine which payments are subject to this tax we need to look at
two key terms:
a) Non-resident person; “means a person, other than a company, who; or a partnership or
foreign company which; is not ordinarily resident in Zimbabwe. This definition is exactly
the same as the one under non-resident tax on fees.
b) Royalties “means any amount from a source within Zimbabwe payable as a consideration for the use of, or the right to use, any literary, dramatic, musical, artistic, scientific
or other work whatsoever (including cinematograph films or recordings) in which any
copyright exists, any patented article, trade mark, design or model, plan, secret formula or process, or for the use of, or the right to use, industrial, commercial or scientific
equipment, or for information concerning industrial, commercial or scientific experience”. From the above definition the key requirements are that the tax payer should
be paying for the right of use of intellectual property, for the payment to meet the
definition of a royalty.
We will now apply the above definitions to the services for which ICAZ is making payments to non-resident persons:
Service

Comment

Student registration fees paid to The taxpayer will not be paying for the right of use but
a foreign university.
rather their students will receive tuition services from
the foreign university. Therefore does not trigger the
non-resident tax on royalties.
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LTS – Access fee for a software The taxpayer will be paying for the right of use of the
for students.
LTS system over which a patent or copy right exists.
Therefore the taxpayer should withhold a non-resident
tax on royalties on payments to LTS.
Information Kinetics – Monthly The tax payer will be paying for the right of use of a
r e t aine r fe e for softw ar e software that allows them to keep a database of
consultants for a database members and students. Since the taxpayer is paying for
that serves both members and a right of use it therefore meets the definition of a
students
royalty payment and thus subject to non-resident tax
on royalties.
The taxpayer will therefore be required to withhold the non-resident tax on royalties at a
rate of 15% for each payment made on the qualifying services.
6. Resident Tax on Interest: Sec 34 & 21st schedule
15% should be withheld from interest paid by a financial institution (e.g. banks, building
societies, the Reserve Bank and other financial institutions (including unit trust managers,
asset managers)) on loans and deposits and income from Treasury Bills, Bankers Acceptances and instruments traded by financial institutions.
5% should be withheld from interest on fixed term deposits for at least 90 days.
Please note that the withholding tax deducted will be a final tax on the gross income which
is exempt from Income tax.
7. Non-Executive Directors Fees: sec 36 J
20% should be withheld from payments to resident and non-resident non-executive directors who are not subject to PAYE. Non-executive director’s fee qualifies as business income
and tax withheld is deductible from income tax payable.
Example:
Takunda is a non-executive director for H Ltd and during October 2016 he was in receipt
of $2,300 in respect of his board fees for the quarter ended 30 June 2016. Discuss the tax
implications of the payment to Takunda.
H ltd will be required to withhold 20% of the $2,300 paid to Takunda since the amount qualifies
as a non-executive director’s fees and they should remit the amount within 10days of making
the payment to Takunda. In Takunda hands the fees received from H Ltd will qualify to
be trade and investments income taxable at a rate of 25.75%. However, Takunda will be
allowed to deduct the tax withheld by H Ltd. From the tax payable in respect of his director’s
fees.
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STUDY UNIT

TRANSFER PRICING

Introduction

E

Transfer pricing legislation (s98A and 98B of the Act)
was introduced on the 1st of January 2014 and was
meant to forestall transfer pricing in transactions involving associates. The rules complement the ‘old rules’, i.e.
section 23 and 24 of the Act. These new transfer pricing rules are both domestically and externally focused.
The concept of transfer pricing is amongst the suite of
measures that have been legislated in order to reduce
instances of tax avoidance by tax payers. Therefore, the
legislation we are going to focus on here relates to Income splitting (Sect98A) and Transactions between Associates (Sect 98B).
The transfer pricing legislation is accompanied by the
definition of associated persons and deemed control of
a company (section 2A and 2B of the Act). The Finance
Act no 2 of 2015 enacted transfer pricing methods
adopting these from the OECD Transfer Pricing Guidelines for Multinational Enterprises. The new transfer
pricing methods are with effect from 1 January 2016.
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Relevant sections and Frameworks
Prescribed study material
Key Definitions:
1. Associates – Section 2A (when persons deemed to be associates)
Par 1: General Rule
Where a person, other than an employee, acts in accordance with the directions, requests,
suggestions or wishes of another person, whether or not the persons are in a business
relationship and whether or not those directions, requests, suggestions or wishes are
communicated to the first-mentioned person, both persons shall be treated as associates of
each other for the purposes of this Act.
Par 2:
Without limiting the generality of subsection (1) above, the following shall be treated as a
person’s associate:|
a) a near relative of the person, unless the Commissioner is satisfied that neither person
acts in accordance with the directions, requests, suggestions or wishes of the other;
Near relatives are defined as (sect 2):
i. a lineal ascendant of an individual, including a step-father or step-mother; or
ii. a child or a lineal descendant of an individual other than a child; or
iii. a brother, half-brother, step-brother, sister, half-sister, step-sister, uncle, aunt,
nephew or niece of an individual; or
iv. the adopter or adopters of an individual; or
v. the spouse of a relative of an individual referred to in paragraphs (i) to (iv);
b) a partner of the person, unless the Commissioner is satisfied that neither person acts in
accordance with the directions, requests, suggestions or wishes of the other;
c) a partnership in which the person is a partner, if the person, either alone or together
with 1 or more associates, controls 50% or more of the rights to the partnership’s income
or capital;
d) the trustee of a trust under which the person, or an associate of the person, benefits or
may benefit;
e) a company which is controlled by the person, either alone or together with 1 or more
associates;
f) where the person is a partnership, a partner in the partnership who, either alone or
together with 1 or more associates, controls 50% or more of the rights to the partnership’s
income or capital;
g) where the person is the trustee of a trust, any other person who benefits or may benefit
under the trust;
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h) where the person is a company—
i.
a person who, either alone or together with one or more associates, controls the
company; or
ii.
another company which is controlled by a person referred to in subparagraph
iii.
(i), either alone or together with 1 or more associates.
2. Control - 2B When person deemed to control a company
A person shall be deemed to control a company if the person, either alone or together with
1 or more associates or nominees—
a) controls the majority of the voting rights attaching to all classes of shares in the
company, whether directly or through one or more interposed companies, partnerships
or trusts; (Example if I hold 60% of voting rights in Company A, then I am deemed to
control company A) or
b) Has any direct or indirect influence that, if exercised, results in him or her or his or
her associates or nominees factually controlling the company (Example if a I have the
right to appoint the majority of the board of directors for Company A, then I may be
deemed to control company A since I can indirectly influence company A through my
board appointees).
3. From the above definitions the use of the word person is being frequently referred to,
therefore we need to also define what is meant by persons in terms of the income tax act.
Sect 2 defines person to includes a company, body of persons corporate or un-incorporate
(not being a partnership), local or like authority, deceased or insolvent estate and, in relation
to income the subject of a trust to which no beneficiary is entitled, the trust;
Income splitting – sect 98A
Where an individual attempts to split income with an associate, the Commissioner may adjust
the taxable income of the taxpayer and the associate to prevent any reduction in tax payable as
a result of the splitting (tax avoidance).
A taxpayer shall be treated as having attempted to split income where—
a) the taxpayer transfers income, directly or indirectly, to an associate; or
b) the taxpayer transfers property, directly or indirectly, to an associate with the result that
the associate receives or enjoys the income from that property;
c)
and the sole or main reason for the transfer is to lower the tax payable upon the incomes of the
taxpayer and the associate.
In determining whether a taxpayer is seeking to split income, the Commissioner shall consider
the value, if any, given by the associate for the transfer of the income or property concerned.
Example
Company X and Company Y are associate companies as defined in section 2A of the Income
Tax Act. In July 2016 they entered into a transaction in which Company X transferred one of its
rental earning properties to Company Y. The decision was made when X’s management noted
that they could reduce their taxable income by transferring this property to Y since Y has been
incurring significant losses over the past 4 years. Discuss the implications of the above
transaction with reference to the requirements of sect 98A.
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Solution
• Given management’s intentions when they transferred to property to Company Y, the
transactions appear to be a tax avoidance scheme.
• Therefore, we need to apply the requirements in section 98A to determine whether or not
the transactions resulted in income splitting.
• Was a property transferred to an associate who now enjoys/received the income from that
property? – In our case a rent earning property was transferred to company Y from company
X, who are associate companies, therefore this requirement has been made.
• Was the reason for the transfer to lower the tax payable upon the incomes of the taxpayer
and the associate? – in this case the transfer will reduce the tax payable by company X and
company Y since they have been making losses will most likely not have any taxable income,
therefore requirement met.
• Therefore, since the transaction has resulted in income splitting, the commissioner will have
powers to tax the rental income from the property in the hands of Company X.

Transactions between associates – sect 98B
Introduction
Section 98B stipulates the requirements in respect of controlled transactions between associates
with the intention of addressing tax avoidance initiatives amongst tax payers. Therefore, for the
rules in this section to apply there are two main basic requirements that have to be met:
a) The transaction in question should be a controlled transaction as defined; and
b) The transactions should be effected between associates as defined.
Therefore, it becomes important to define what is meant by controlled transactions and
associates.
1. Controlled Transactions: The 35th schedule par 1 defines controlled transactions by defined
what they are not. Uncontrolled transactions mean any transactions between independent
persons. For the purpose of this definition it means that associated persons as defined
in Section 2A are not independent. Interpreting this definition examples of controlled
transactions would include but not limited to transactions between:
a. Spouses;
b. Near relatives; and
c. A person and a company they control;
2. Associates: refer to sect 2A discussion above.
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Section 98B Requirements in respect of controlled transactions between associates
98 B Par (1):
The taxable income for controlled transactions between associates shall be determined with
reference to the arm’s length principle, where the conditions of the controlled transactions
do not differ from an uncontrolled transaction i.e. the conditions in the controlled transactions
would not differ from the conditions that would have applied between independent persons, in
comparable transactions carried out under comparable circumstances.
From the above it can be noted that for the arm’s length principle to be applied there should be
a comparable uncontrolled transaction which can be used as a benchmark against the controlled
transaction in question. Therefore, it is key that we discuss the meaning of comparable
transactions as it is key element in the applicability of the above requirement.
Comparability: 35th schedule par 3
An uncontrolled transaction is comparable to a controlled transaction:
i. Where there are no differences between them that could materially affect the financial
indicator being examined under the appropriate transfer pricing method; or
ii. When such differences exist, if a reasonable accurate comparability adjustment is made
to the relevant financial indicator of the uncontrolled transaction in order to eliminate the
effects of such differences on the comparison.
Example:
Company X is a subsidiary to Company Y and are therefore associated companies as defined in
section 2B. Company X sold machinery to company Y for a sale price of $6,000. For the purpose
of section 98B this sale transaction would qualify to be a controlled transaction. A comparable
transaction would therefore be a sale of a similar type of machine between independent
persons (uncontrolled transaction). If the machine sold between the independent persons
is not of the same age as the one sold between company X and Y, then if a reasonable
adjustment can be made to reflect the differences in the ages of the machines it would then
still qualify as a comparable transaction.
Par 3(2) to determine whether 2 or more transactions are comparable, the following factors shall
be considered to the extent that they are economically relevant to the facts and circumstances
of the transactions —
a) the characteristics of the property or services transferred; and
b) the functions undertaken by each person with respect to the transactions, taking into
account assets used and risks assumed; and
c) the contractual terms of the transactions (e.g. cash sale vs hire purchase sale); and
d) the economic circumstances in which the transactions take place (sale effected as part of
liquidation proceedings vs normal sale): and
e) The business strategies pursued by each of the associated persons in relation to the
transactions.
98B Par (2):
This paragraph makes provisions where a controlled transaction between associated persons is
not effected on an arm’s length basis and results in the avoidance, reduction or postponement of
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the liability to tax of either or both of them. In such a case any income accruing to the taxpayers
shall be determined with reference to the arm’s length principle as determined in terms of Par
(3).
98B Par (3):
The determination of whether the conditions of a controlled transaction between associated
persons are consistent with the arm’s length principle, and of the quantum of any tax payable
under subsection (2), are prescribed in the Thirty-Fifth Schedule.
35th schedule Par 4: Transfer Pricing:
In terms of par 4 to the 35th schedule the arm’s length remuneration of a controlled transaction
shall be determined with applying the most appropriate transfer pricing method to circumstances
of the case.

Transfer pricing methods (35th schedule par 4(5))
1. Comparable uncontrolled price method
This method compares the price for property or services transferred in a controlled
transaction to the price charged for property or services transferred in a comparable
uncontrolled transaction in comparable circumstances.
2. Resale price method
The method is based on the price at which a product that has been purchased from an
associated enterprise is sold to an independent enterprise.
The resale price is reduced by the resale price margin.
What is left after subtracting the resale price margin can be regarded, after adjustment for
other costs associated with the purchase of the product (e.g. custom duties), as an arm’s
length price of the original transfer of property between the associated enterprises.
Example:
During the year of assessment Entity X purchased goods for a consideration of $1,500
for entity Y which is an associated enterprise. Entity X then went to sale the goods to an
independent entity for a sale consideration of $1,700. Ordinarily Entity X earns a margin of
20% on all sales of these goods. Calculate the transfer price for the goods purchase from
entity Y, that should be used in calculating entity X’s taxable income.

Solution:
$
Resale price
1,700
Less normal sales margin ($1,700 * 20%)
(340)
Arm’s length price/transfer price
1,360
Therefore, when entity X is calculating their taxable income for the year they should use a
transfer price of $1,360 in respect of goods purchased from entity Y.
3. Cost Plus method
The method applies the costs incurred by the supplier of property (or services) in a controlled
transaction. An appropriate cost plus mark-up is then added to the direct or indirect costs,
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to make an appropriate profit in light of the functions performed (taking into account assets
used and risks assumed) and the market conditions.
What is arrived at after adding the cost plus mark up to the above costs may be regarded as
an arm’s length price of the original controlled transaction.
Example:
During the 2016 year of assessment P ltd sold goods to S ltd an associated company for a sale
consideration of $3,000. P ltd had originally bought these goods from an independent entity
for a purchase consideration of $2,700. Ordinarily for similar uncontrolled transactions P ltd
charges a mark-up of 25% on such sales of these goods. Calculate using the cost plus method
the transfer price to be used for the sale transaction in determining P ltd.’s taxable income
for the year.
Solution:
Purchase price
Add mark-up ($2,700 * 25%)
Transfer price

$
2,700
675
3,375

Therefore, P ltd should use a transfer price of $3,375 in respect of the sales made to S ltd in
calculating their taxable income for the 2016 year of assessment.
4. Transactional net margin method
The method examines the net profit margin relative to an appropriate base (e.g. costs, sales,
assets etc.) that a taxpayer realizes from a controlled transaction with the net profit margin
relative to the same base achieved in a comparable uncontrolled transaction.
Example

Sales price
Cost
Gross Profit
General Admin expenses
Net Profit

Associated Independent
parties
parties
1 200
1 320
(1 000)
(1 100)
200
220
(100)
(120)
100
100

Required: Determine the arm’s length price that the associated parties will sell to each other.
Solution:

Sales price
Cost
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200
(100)
100
8.3%

220
(120)
100
7.5%

The issue to be determined is whether this net margin of the associated parties is consistent
with the net margin earned by independent parties performing comparable functions to the
associated parties.
In this case using the profit indicator (PI) of Net profit/sales, the PI for independent parties
in 7.5% whilst that for connected parties is 8.3%.
This PI is too high so the selling price for associated parties should be adjusted upwards in
order to get a 7.5% PI.
5. The Transactional Profit Split Method
The transactional profit split method consisting of allocating to each associated person
participating in a controlled transaction the portion of common profit (or loss) derived
from such transaction that an independent person would expect to earn from engaging in a
comparable uncontrolled transaction.
Illustration:

Sales Price
Cost
GP

En ti ty 1 - Entity 2 Group
Associated Associated
1 200
1 400
1 400
(1 000)
(1 200)
(1 000)
200
200
400

Entity 1 is the tested party. The question is whether Entity 1’s selling price of $1 200
represents an arm’s length price.
To determine the Group gross profit, use the selling price to 3rd parties which is $1 400 and
the cost (purchases) from 3rd parties which is $1 000. The GP is thus $400.
Entity 1 had costs to 3rd parties whilst Entity 2 did not have any costs to third parties. The
profit will therefore be allocated according to costs to 3rd parties as follows:

Sales Price
Cost
GP
Cost/Total Cost
Profit allocation based on cost allocation
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The Selling price by Entity 1 should be adjusted upwards so as to give a GP of $400. Therefore,
the selling price is $1 400. This can be illustrated below:

Sales Price
Cost
GP

Entity 1 - E n t i t y 2 - Group
Associated Associated
1 400
1 400
1 400
(1 000)
(1 400)
(1 000)
400
0
400

The following criteria should be considered in identifying the most appropriate method:
i. The respective strengths and weaknesses of the approved methods; and
ii. the appropriateness of an approved method in view of the nature of the controlled
transaction, determined in particular through an analysis of the functions undertaken
by each person in the controlled transaction, taking into account assets used and risks
assumed; and
iii. the availability of reliable information needed to apply the selected transfer pricing method
or other methods; and
iv. The degree of comparability between the controlled and uncontrolled transactions, including
the reliability of comparability adjustments, if any, that may be required to eliminate
differences between them.
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98B par 4:
The requirements in section 98B par 1 also applies where a person (whether or not an associated
person) who is resident in Zimbabwe engages in any transaction with a person resident outside
Zimbabwe in a jurisdiction considered by the Commissioner-General to provide a taxable benefit
in relation to that transaction.
This means that transfer pricing rules may also be applied to uncontrolled transactions where tax
payer resident in Zimbabwe transacts with a non-resident person and the commissioner is of the
opinion that the non-resident will earn a tax benefit from the transaction.
Sources of information on comparable uncontrolled transactions – 35th schedule par 7
a) internal uncontrolled transactions, which are uncontrolled transactions where one of the
parties to the controlled transaction is also a party to the uncontrolled transaction; and
b) External uncontrolled transactions, which are uncontrolled transactions to which neither of
the parties to the controlled transaction is a party.
0
Services between associated enterprises – 35th schedule par 8
A service charge between a taxpayer and an associated person shall be considered consistent
with the arm’s length principle where—
a) it is charged for a service that is actually rendered; and
b) the service provides, or when rendered was expected to provide, the recipient with economic
or commercial value to enhance its commercial position; and
c) it is charged for a service that an independent enterprise in comparable circumstances would
have been willing to pay for if performed for it by an independent enterprise, or would have
performed in-house for itself; and
d) its amount corresponds to that which would have been agreed between independent
enterprises for comparable services in comparable circumstances.
A service charge made to a person shall not be consistent with the arm’s length principle where
it is made by an associated person solely because of the shareholder’s ownership interest in 1
or more other group members, including for any of the following- costs incurred or activities
undertaken by such associated person:
a) costs or activities relating to the juridical structure of the parent company of the firstmentioned person, such as meetings of shareholders of the parent, issuing of shares in the
parent company and costs of the parent company’s supervisory board; and
b) costs or activities relating to reporting requirements of the parent company of the firstmentioned person, including the consolidation of reports; and
c) costs or activities related to raising funds for the acquisition of participations, unless those
participations are directly or indirectly acquired by the first-mentioned person and the
acquisition benefits or is expected to benefit that first-mentioned person.
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STUDY UNIT

TAXATION OF EMPLOYMENT INCOME

Introduction

F

Income earned by individuals from their employment is
subject to income taxes and is taxed using PAYE tables (see
appendix 1). The bases of the tax tables are to tax higher
income earning individuals at a higher rate as compared
to lower income earning individuals. The key to this study
unit is the determination of taxable amounts arising from
employment.
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OBJECTIVES
•
•
•

•
•
•

Define employment Income [Sect 8(1)(b)] – The identification and taxation of
employment income.
Understand the concept of PAYE – The calculation and the responsibility for remitting
PAYE.
Employment benefits [Sect 8(1)(f)] – Inclusion of employment benefits into gross income
Tax implications of contributions and proceeds from Pension and Retirement Annuity
Funds (RAF) [Sect 8(1)(n) & Sect 8(1)(r)].
Tax concessions for the elderly (Tax payer of the age of 55years and above).
Exemptions Income (Sect 14 & 3rd Schedule).
Tax credits (Sect 7c).

Relevant sections and Frameworks
Income Tax Act:
• Sect 7c
• Sect 8
• Sect 14
• Sect 15
• 3rd schedule
•

Prescribed study material
Employment Income Sect 8 (1) (b)
What is employment income?
This 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.
Includes benefits - includes board, occupation of quarters or residence, or the use of furniture or
motor vehicle. It also includes the use of or enjoyment of any other property whatsoever, corporeal or incorporeal, including a loan, an allowance, passage benefit and any other advantage or
benefit whatsoever in lieu of or in the nature of remuneration as stated above.
Therefore, from the above definition employment income includes among others
• Salaries;
• Leave pay;
• Bonus;
• Gratuity on cessation of employment;
• Retrenchment packages;
• Commission earned as a result of employment;
• Pension;
• Superannuation allowance; and
• Commutation of a pension.
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“Employee” includes a person who is a director of a company, agent or servant or is otherwise
gainfully occupied and “employer”, in relation to such person shall be construed accordingly.
Framework for the taxation of Employment Income
Total employment Income [Sect 8 (1)(b)]
Less Exempt income (Sect 14 & 3rd schedule)
Income
Less Allowable deduction (sect 15)
Taxable Income

xxxx
(xxxx)
xxxx
(xxxx)
xxxx

Calculate tax using the tax tables
Less Credits [Sect 7 (c)]

xxxx
(xxxx)
xxxx
xxxx
xxxx
xxxx
xxxx

Add 3% aids levy
Less PAYE (Remitted over the course of the year)
Tax liability

SPECIAL POINTS TO NOTE ABOUT SEC 8 (1) (b)
Item

Explanation
A bonus or performance related award, e.g. profit share, accruing to an
employee or agent in an employment or an agent/principal relationship is
Bonus
(3rd
taxable as employment income, subject to an exemption.
Schedule par 4)
With effect from 1 November 2012, the exemption is $1,000 of aggregate
bonus received or accruing to an employee in the assessment year.
Cash in lieu of leave is gross income, despite any clause in the contract
Cash In Lieu of
reserving an employer’s right to pay such amounts. It accrues when an
Leave [C.I.L.O.L.]
employee becomes entitled to the amount.
Retrenchment payments meet the definition of gross income and are
therefore taxable in terms of the income tax act.
However, there is an exemption which amounts to the greater of the
person’s first $10,000 of the retrenchment package or a third of his package
(up to a maximum of a third of $60,000).
Example
Retrenchment
pa ym e n t (3r d Example
schedule par 4)

Package P r e sc r ibe d One-third
Amount

Maximum

Exempt

1

60,000

10,000

20,000

20,000

20,000

2

30,000

10,000

10,000

20,000

10,000

3

12,000

10,000

4,000

20,000

10,000

4

3,000

10,000

1,000

20,000

3,000

Gratuities – [Sect
A gratuity is fully taxable
8 (1)(b)]
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Any amounts that is payable as award, compensation or benefit for services
rendered is taxable (e.g. long service awards), unless the amount is paid to
the employee, his family or his estate under the following circumstances:
Under any law for sickness, injury disablement or death suffered in
employment.
Under War Victims Compensation Act for personal injury, disablement or
death.
In respect of injury, sickness or death which is paid by a trade union,
benefit fund, medical society or an insurance company on a policy covering
accident, sickness or death.
In terms of Wankie Disaster Relief Fund to employee or to employee’s
dependants. In terms of any law for employee’s personal injury, even if paid
as compensation for loss of a taxpayer’s ability to earn income in the future

Employment Benefits – Sec 8 (1) (f)
Also taxable under employment income are benefits accruing from employment. Generally, employment benefits are taxed with reference to;
a) in the case of the occupation or use of quarters, residence or furniture, by reference to its
value to the employee; and
b) in the case of any other advantage or benefit, by reference to the cost to the employer: to
the cost to the employer. Below is a summary of some specific employment benefits:
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DETERMINATION OF TAXABLE AMOUNT

Motoring benefit – Sect The benefit arises where the employee has private use of a company
8 (1) (f)
allocated vehicle.
The value of the benefit is determined with reference to the engine
capacity of the motor vehicle. Refer to the appendix for deemed
motoring benefit tables. The deemed benefit should be reduced
proportionately where the period of use for the motor vehicle is
less than 12 months.
Engine capacity of motor vehicle:
Up to 1500cc:
Over 1500cc -2000cc:
Over 2000cc -3000cc:
Over 3000cc:

Deemed value/annum 2016
$3,600
$4 800
$7 200
$9 600

Example:
Melisa is employed by XYZ Ltd and as part of his employment
contract has the free use of an Isuzu KB with an engine capacity
of 3,000ccs. During the 2015 tax year Melisa had free use of the
motor vehicle from April to December. Melisa also received a fuel
allowance of $5,000 during the 2015 tax year. Calculate the deemed
benefit arising to be included in gross income.
Solution
Potential benefit per table
Limited to period used

= $7,200
= $7,200*9/12
= $5,400
NB!!!! The fuel allowance ($5,000) is included in gross income for
the 2014 tax year since it is an additional benefit to the free use of
the Isuzu KB. Note that where the tax payer proves that the fuel
allowance was used for both business and private purposes, the
portion used for private purpose is the only one included in Gross
Income.
D i spo sa l of mo t o r In the case of a sale or disposal of a motor vehicle to an employee,
vehicle to an employee whether during or on termination of employment, the deemed
benefit shall be determined as follows:
Benefit = A –B
Where –
A: Represents the market value of the motor vehicle.
B: Represents the value at which the employee acquired the motor
vehicle.
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Passage benefit – Sect 8 “Passage benefit” means so much as is borne of the cost or paid by
(1) (f)
an employer towards the cost of—
(a) Any journey made by an employee, his spouse and children or
one or more of them—
• in connection with his taking up of employment, service, office
or other gainful occupation; and
• on the termination of his employment, service, office or other
gainful occupation.
(b) Any other journey made by an employee, his spouse and children
or one or more of them in so far as that journey is not made for
the purpose of a business transaction of the employer (e.g.
where an employee goes on holiday and the employer foots the
costs associated with the holiday).
Exceptions to the general rule:
A journey undertaken to take up employment (or on termination) is
excluded if it represents the first time such benefit is granted by the
employer to that employee.
Occupation of residence A benefit arises where the employer grants the employee free
& use of furniture– Sect accommodation or pays subsidised rentals or rental charges which
8 (1) (f)
are below the open market rates applicable in that area.
The benefit is determined with reference to the value to the
employee.
Where the employee does not pay anything towards that
accommodation, the whole amount (determined on the basis of the
open market value) is a benefit and subject to tax.
Where the open market value of rentals cannot be determined the
benefit is calculated as 12.5% of employee’s gross basic salary.
Where an employee pays rentals less than the open market value
of the house/accommodation, the difference between the amount
paid and the market value constitutes a benefit.
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Furniture provided by employer: For the purposes of calculating the
deemed annual benefit, the amount to assess as the value of the
furniture provided by an employer should be in general be 8% of
the cost of the furniture.
Example:
Peter recently got married and his employer decided to lease
him a fully furnished 2 bedroomed flat in the Avenues area of the
Harare CBD. As part of the lease agreement Peter is supposed to
pay a monthly rental of $400, the market related rentals for similar
unfurnished flats is $700/month. The flat being leased to Peter was
furnished at a total cost of $15,000 to the employer. During the
2015 tax year Peter occupied the Flat for the full 12 months.
Calculate the total benefits to be included in gross income from the
above scenario.
Solution
Residence benefit:
=
($700-$400) x 12
=
$3,600
Free use of furniture:

=
=

$15,000 x 8%
$1,200

Total Benefit:

=
=

$1,200 + $3,600
$4,800

Loan benefit – Sect 8 (1) Where the employer gives a loan to the employee (excluding loans
(f)
for the purposes of the education, technical training or medical
treatment of the employee, spouse or child) amounting to a
prescribed amount (at least $100) a benefit will only arise where
the interest rate charged on the loan is lower than the prescribed
rates of interest or the loan is not fully repaid.
The deemed benefit is 5% plus LIBOR less any interest paid.
Example:
An employ obtains a car loan of $5,000 with an interest of 7%
payable in arrears. Calculate the deemed benefit arising from the
granting of the loan. Assume LIBOR is 5.3%.
Solution:
Interest payable
Interest @ LIBOR + 5%
Therefore, deemed benefit

CAA

Property of CAA Learning Media

= $5,000*7%
= $350
= $5,000*10.3%
= $515
= $515 - $350
= $165

FOR 2018 CTA 2 EXAMS

91

APPLIED TAXATION – Module 1

TAX
402

BENEFIT

DETERMINATION OF TAXABLE AMOUNT

Shares
acquired
pursuant to an employee
share option scheme –
Sec 8(1) (t)

The exercising of an offer to acquire shares pursuant to a share
option scheme is a benefit and subject to income tax as PAYE. The
benefit is calculated and accounted for as follows:
For options granted before and exercised after 1 February 2009.
The market value of the shares at the date the option is exercised
will be added to the employee’s remuneration from employment
and taxed at the rate of 5% plus 3%AIDS levy.
For options granted after 1 February 2009. The value of the benefit
subject to PAYE is calculated as follows:
A – (B+C)
Where:
A
=
Market value of shares at the time of exercise.
B
=
Exercise price or strike price.
C
=
The inflation allowance on strike price
C
=
(D – E) x B
E
D
= Consumer price index (inflation rate) on date of share
option exercise.
E
= Consumer price index (inflation rate) on date of share
option offers.
Where there is no inflation, the benefits is A – B.

Educational assistance

A scholarship, a bursary or an educational assistance paid on behalf
of a student receiving instruction at an educational establishment is
tax exempted, unless provided as a reward for services rendered or
to be rendered by the person or his/her near relative. The benefit
is also exempt if it is paid to enable a person to pursue a study or a
research benefiting an employer.
School fees
Where an employer pays school fees on behalf of an employee for
the education of the employee, spouse or children that is a benefit
to an employee. The mere fact that the payment of the school fees
is not made directly to the employee does not exclude it from the
gross income of the employee. See under “Loans”, in respect of
loans to employees for educational purposes.
Fr e e or sub sidiz e d Subsidized meals provided by an employer give rise to a
lunches
taxable benefit. The benefit is cost to the employer reduced by
amounts recovered from each employee. Exempted are meals or
refreshments supplied by an employer during extended working
hours or special occasions, or when the employee is entertaining
business clients or someone on behalf of the employer.
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NSSA AND OTHER PENSIONS FUNDS
Key Definitions
Pension fund – Sect 2

Means:
A fund established by any law for the purpose of providing,
amongst other things, annuities or pensions on superannuation
or retirement; or
A fund registered or provisionally registered as a pension fund or
retirement annuity fund under the Pension and Provident Funds
Act [Chapter 24:09].

From the above definition it is clear that a Retirement
Annuity Fund is a type of pension fund only if it is registered.
Retirement annuity fund This is a pension that is purchased from an insurance
(RAF)
company and the scheme’s purpose is to provide the
employee with a pension on retirement, just like a pension
fund.
NSSA
This is a social benefit scheme (pension fund) established
in 1994. The scheme is compulsory and all employers and
employees should contribute to NSSA.
Benefit fund
Means
a scheme or fund approved by the Commissioner in respect of the
year of assessment in terms of subsection (1) of section thirteen;
or
a fund registered or provisionally registered as a provident fund
under the Pension and Provident Funds Act [Chapter 24:09].

Insurable earnings

Employee’s basic salary exclusive of any fringe benefits or
any other form of remuneration.

NSSA
NSSA contributions are made by every person in formal employment excluding domestic workers. The employee and the employer are required to contribute 3.5% of the employee’s insurable
earnings to NSSA, up to a maximum of the employee’s insurable earnings of $8 400 per annum
($700 per month).
Example:
During the 2014 year of assessment Cleopatra was entitled to a total gross basic salary of
$15,000. Calculate her NSSA contributions as well as the employers’ contribution.
$
Cleopatra’s contribution (deducted from her salary) - $8 400*3.5%
294
Employers contribution - $8 400*3.5%
294

CAA
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Exam Tip!!!
▪ The total contribution deducted from Cleopatra’s salary will be allowed as
deduction against her taxable income for the purposes of calculating PAYE.
▪ The contribution made by the employer will be allowed as a deduction
against the employer’s/company’s taxable income for the purpose of calculating corporate
tax payable.
▪The portion paid by the employer for the benefit of the employee is an exempt benefit in
the hands of the employee.
NSSA receipts
Pension receipts from NSSA accruing to members are treated in the same manner as those from
a pension fund. See below.

Pension and Retirement annuity funds
Introduction
Pension funds (see definition above) are required to be registered in terms of the Pension and
Provident Fund Act (Chapter 24:09). NSSA is a type of pension fund. However other companies
or industries may set up their own private pension or annuity schemes for example Communications and Allied Industries Pension Fund (CAIPF).
Pension contributions – sect 15 (h)
Generally, pension contributions are allowable as a deduction to an employee, a self-employed
person or a company contributing for the benefit of an employee. However, the allowable deductions are subject to the following restrictions:

Fund
In relation to an employee: Pension fund contributions other
than to an RAF.
In relation to an employer: Pension fund contributions other to
a RAF.
Employee RAF contributions.
Employer RAF contributions.
Aggregate maximum contributions to all the above per
employee per year US$5 400.

Maximum allowable
$5 400 per annum.
$5 400 per annum
per employee.
$2 700
Disallowed.

Pension receipts (other than receipts from a RAF)
On retirement an employee is eligible to receive a pension from the fund to which they were
making contributions. The pension receipts will come in either of two forms i.e. an annuity or
lump sum.
If the pension includes any amount of contributions which were previously disallowed as a deduction the pension will only be taxable to the extent of contributions which would have been
allowed as a deduction.
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1. Pension annuity – sect 8 (1) (a)
This is a pension that accrues to a person from a pension fund to which the taxpayer had been
making contributions to during their life time.
In the case of a pension annuity the sum is taxable in equal streams in each year until the person
dies.
The pension is taxable in full on receipt or accrual basis, subject to certain adjustments.
The amount which was (disallowed contribution) not allowed as deduction during the time of
contribution will be received tax free where it is included in the pension being received. The disallowed portion should be deducted equally over the life of the pension from the annual pension
being received.
Example
Alice Medusa who is 44 years, old retired on 1 September 2014. She was employed by Tendon
Accounting Services (Pvt) Limited, since 1989. Her employer contributes 50% to Old Mutual
pension fund for its employees. Over the years Alice’s contribution exceeded the limit by
$35,000. She will be receiving $1,000p.m. in arrears with effect from 25 September 2013. Her
life expectancy is 10 years. Compute her taxable income for 2014-tax year.

Solution
Determination of taxable income for the year ended 31 Dec 2014
Gross pension accrual/receipt [1 000.00x4 months]
Less Disallowable portion [35 000/ 120 months x 4 months]
Taxable income

4 000.00
(1 166.68)
2 833.32

2. Pension lump sum – sect 8 (1) (r)
In terms of section 8(1)(r) to the Income Tax Act any amount received by way of commutation
(lump sum) of a pension or annuity which is payable from the Consolidated Revenue Fund or a
pension fund, other than a retirement annuity fund is fully taxable.

However, per the 3rd Schedule Paragraph 6 (h1), the lumpsum amount is exempt to the
extent of the US$ 10 000 or 1/3rd of such amount ( whichever is the greater) of the amount
which is paid to the employee on the cessation of his or her employment, where his or her
employment has ceased due to retrenchment
Example:
During the 2015 year of assessment Tanaka received a commutation of $60 000 from a pension fund
to which he was a member of during his time of employment. His total taxable income for
2015 before taking into account the commutation is $34 000. Calculate the tax chargeable on
the pension commutation.
Solution:
$
The highest marginal tax rate on the $34 000 is 30% (refer to PAYE tables)
Tax charge on the commutation ($60 000 * 30%)
18 000

CAA
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RAF receipts
1. Annuity
This is taxed in the same manner as an annuity received from a pension fund as discussed above.
2. Lump sum or commutation receipts – sect 8 (1) (n)
The section is the authority for commutation of pension from a retirement annuity fund (RAF).
This where a taxpayer elects to receive a lump sum amount in the year of retirement and a reduced stream of equal pension until the person dies. The amount to be taxable is arrived at after
taking off 1/3 of the member’s pension entitlement in the first year of receiving the lump sum
amount. The 1/3 of pension entitlement is referred to as a commutation and is regarded to be
of a capital nature.
To be availed a commutation it is necessary that a taxpayer should elect. Pension entitlement is
what the taxpayer is expected to receive over their life expectancy.
Example
Mike retired on 30 September 2015, and will be receiving a lump sum payment $250,000
from a retirement annuity fund as pension. His pension entitlement is $570,000. How much
is taxable in his hands?
Solution
Lump sum payment
Less 1/3 of pension entitlement [570,000 x/1/3]
Taxable income

250,000
190,000
60,000

Any amount brought into gross income under this section is charged to tax at a special rate (the
tax payers’ highest marginal tax rate).
Note
Section 8(1) (b) Income from Services Rendered or To Be Rendered –
This includes salary, bonus, director‘s fees, compensation for leave due but not taken and any
other form of reward e.g. benefits which are directly related to the rendering of services regardless of whether the payment is voluntary or contractual. Note that the word ―amount‖ means
not only money but also any other property, corporeal or incorporeal, having an ascertainable
money value.
Leave pay shall be deemed to accrue proportionately on the last day of each month of
the leave period.

Exemptions (on employment income) – Sect 14 and 3rd Schedule
Bonus or performance related award up to USD1,000
•
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the first $10,000 (Ten thousand United States dollars) or one-third, whichever is the greater, of the amount of any severance pay, gratuity or similar benefit, other than a pension or
cash in lieu of leave, which is paid to an employee on the cessation of his or her employment,
where his or her employment has ceased due to retrenchment under a scheme approved by
the Minister responsible for Labour or the Public Service. The exemption shall apply only in
respect of the first $60,000 (Sixty thousand United States dollars) of any such pay, gratuity
or benefit payable to him or her in any one year of assessment.
An amount received by or accrued to or in favour of an employee participating in an approved employee share ownership trust from the sale to or redemption by the trust of any
stock, shares, debentures, units or other interest of the employee in the scheme or trust of
any stock, shares, debentures, units or other interest of the employee in the trust.
Income from which residents’ tax on interest is to be withheld.
Medical expenses, medical treatment (including related travel), invalid appliances and the
cost of medical aid contributions paid by an employer for an employee, his spouse and minor children.
Rewards paid by the Commissioner General for information leading to the recovery of taxation revenue.
Allowances for accommodation and transport and grants of quarters or housing for staff of
district hospitals or rural clinics owned, operated or sponsored by a religious body or a rural
district council.
Subscriptions in respect of an employee’s continued membership of business, trade, technical or professional i.e. ACCA, CIS etc. paid on behalf of the employee by the employer are
exempted, but not club subscriptions i.e. sports club.
Contributions paid by an employer to a pension fund or RAF e.g. NSSA contributions
An amount accruing by way of a benefit in respect of the injury, sickness or death of a person
which is paid to the person or his dependants or deceased estate—
(a) By a trade union; or
(b) From a benefit fund; or
(c) In terms of a policy of insurance covering accident, sickness or death; or
(d) By a medical aid society.
An amount received by or accrued to or in favour of a person by way of a dividend from a
company which is incorporated in Zimbabwe and is charged or chargeable to income tax.
An amount received by way of alimony, howsoever paid.
An award, benefit or compensation, including a pension, to any person or his dependants or
heirs under any law in respect of injury, disease, disablement or death suffered in employment.
Civil servants are exempted on most of the benefits they receive from employment with
the State. The benefits that are exempt include allowances, transport allowance, housing
allowance or benefits etc.

Individuals exempt from Income tax
•
•
•
•

CAA

President – salary and emoluments paid in respect of his office and a member of staff of the
President if the President pays such salary and emoluments.
Allowances paid to the spouse of the President or Vice President in respect of duties the
spouse performs for or on behalf of the state.
Salary and emoluments of persons or officials of UN organs and its agencies is also exempt.
Allowances granted to Senior Government Officials, Minister, Deputy Minister, Provincial
Governor, the Speaker and Deputy Speaker.
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Allowances or value of any benefit, which is granted to any person in full time employment
of the State as specified in a Statutory Instrument e.g. housing and transport allowances.
Allowances payable to a Chief or Headman.
Allowances payable by the State to a person in its service in respect of the expenditure incurred by the person in the discharge of his duties outside Zimbabwe.
So much of the expenditure of the person in maintaining himself, his family or establishment
whilst employed on duty outside Zimbabwe as is in excess of his normal expenditure if he
were employed in Zimbabwe.

CREDITS – SEC 7 (c) & THE CHARGING ACT

Elderly
Person

Tax Credit – 2015

900

Blind
Person

Medical
Expenses

Mentally or
Physically
Disabled
Person

$1 for every
900
$2 paid

900

Apportionment of credit where
year of assessment is less than 12 Yes
months.

No – (claim No – (claim in No – (Claim in
in full)
full)
full)

Transfer between spouses.

Yes

No

No

Blind child

Yes
Grant credit

Grant credit
T/p not ordinarily resident in Zimbabwe during
only in respect
any part of the period of assessment.
Grant credit
No credit
of medical aid
Grant credit
contributions.
Blind taxpayer

Medical expenses for a child who is
no longer a minor child.
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Key definitions –
Invalid appliances or fit- •
tings include:
•
•

Wheelchairs
An artificial limb or crutch
Spectacles or contact lenses

• Modification to a motor vehicle or house to enable
use by a person with a physical disability.
Medical expenses include:

• Cost of purchase invalid appliances for the tax payer,
spouse or any child.
• Services rendered to a taxpayer, spouse or minor
children by a medical or dental practitioner.
• The cost of prescription drugs supplied to a taxpayer,
spouse or minor children.
• Cost of hospital accommodation, X ray, lab tests and
the like for the taxpayer, spouse or minor child.
• Medical aid contributions in respect of a taxpayer,
spouse or minor children.

Child
Lawful minor child

Includes a step-child and a lawfully adopted child;
In relation to a taxpayer, means a lawful child of the taxpayer who—
(a) was under the age of 17 years on the last day of the
immediately preceding year of assessment; or
(b) is born in the year of assessment; or
(c) was under the age of 25 immediately prior to the
commencement of the year of assessment and receives during any part of the year of assessment fulltime instruction as a student at any educational
institution.

Minor child

Means a child who is under 18 years of age and is unmarried.

TAX CONCESSIONS FOR THE ELDERLY – OVER 55 YEARS
For the purposes of these concessions, an elderly person is a person aged 55 years or more
Income Tax
• Exemption from income tax of the first US$3 000.00 per annum on rental income.
• Exemption from income tax of the first US$3 000.00 per annum on income earned from
bankers’ acceptances.
• Exemption from income tax of the first US$3 000.00 per annum on income earned from interest on deposits to financial institutions.

CAA
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Entitled to an elderly persons’ credit of US$900.00 per annum.
Pension received from a pension fund or the Consolidated Revenue Fund is exempt from
income tax.
Where an employer disposes of a motor vehicle to an employee whether on termination of
employment or otherwise, the benefit is exempt from tax.

ADMINISTRATION OF PAYE
Any resident or non-resident employer, who employs one or more members of staff whose
gross pay, including benefits and allowances, exceeds USD300 per month or the daily, weekly
or annual equivalent, is required to register with the relevant Regional Manager of the Zimbabwe Revenue Authority (ZIMRA), withhold PAYE from employees and remit PAYE to the Commissioner General by the 10th of the month following the deduction.
•
•
•
•
•

Employers are responsible for under deductions as well as late payment of PAYE.
Interest is charged and penalties of up to 100% of the unpaid tax can be imposed on the
employer.
Personnel employed by a single employer for the full fiscal period are taxed on the Final
Deduction System.
PAYE will be a final tax on employment income for the employee who will then not be required to complete tax returns.
Personnel employed by more than one employer or employed for part of a fiscal period and
all individuals who receive pensions or annuities or taxable income from trade and investment are required to complete and submit annual tax returns.
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STUDY UNIT PRACTICE QUESTION
Mugoni Mukuru is divorced and is 54 years old. Mugoni had been employed by Vavaki (Pvt) Ltd
for the past 30 years and had been responsible for the development of software suitable for the
building industry. Mugoni decided to retire so that he could spend more time resting at home
and focus on building his own business. He effectively retired on 31 December 2014.

The following information relates to his year of assessment ended 31 December 2013:
Income and benefits accrued from Vavaki (Pvt) Ltd

Notes

Salary

36 000

Incentive bonus – paid December 2014
Free use of motor vehicle
Reimbursive travel allowance
Medical aid fund contributions paid by the company on behalf
of Mugoni
Contributions to a pension fund paid by the company on behalf
of Mugoni
Lump sums
Other income accrued
Lump sum from pension fund (total amount accrued)

Pension Annuity
Net taxable profit from his business
Other Income
Expenses
Own contributions to medical aid fund and extra medical costs incurred

Contributions to pension fund

$

3 000
1

?

2

1 500

3

2 160
2 700

4

34 500

5

80 000

5

4 800

6

30 000

7

26 500

3

3 660
8 200

Notes:
1. Mugoni had the exclusive use of a company-provided 4 x 4 double cab Ford Ranger as from
1 April 2014. Vavaki (Pvt) Ltd outsources the services of Mugoni to various clients. There is
a qualifying maintenance plan in respect of the Ford Ranger. The company paid all expenses
in respect of the vehicle. Mugoni kept accurate records of all his travelling.
Further details are as follows:
Kilometres travelled for business purposes during the year
36 000 km
Kilometres travelled for private use
7 560 km
43 560 km
The engine capacity of the Ford Ranger is 3000cc
2.

CAA

During June 2014, Mugoni was involved in an accident with the Ford Ranger. The vehicle was
at the panel beaters from 15 June 2014 to 30 June 2014. During that period Mugoni used his
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neighbour’s Ranger and Vavaki (Pvt) Ltd paid him $1 per kilometre travelled for business (he
travelled 1 500 kilometres for business purposes).
3.

Mugoni is the member of the medical aid fund with no dependants. In terms of the rules
of the fund, Mugoni and the company contributed equal amounts to the medical aid fund.
Other qualifying medical expenses paid by Mugoni amounted to $1 500, none of which were
refunded by the medical aid fund.
Upon retirement, the following lump sums accrued to Mugoni from Vavaki (Pvt) Ltd:

$
Accumulated leave
Gratuity
Severance Pay

5 000
12 500
5 000

Restraint of trade payment. Mugoni and the company signed a
restraint of trade agreement on 31 December 2014,
prohibiting Mugoni from using software developed specifically
for the company for the benefit of any other business for the
next five years

12 000
34 500

.5. In April 2013, Mugoni received a lump sum payment of $80,000 being a commutation of his
pension. The gross pension entitlement prior to the commutation amounted to $180,000.
His monthly pension from 1 May 2014 was $600 per month.
6.

With the permission of Vavaki (Pvt) Ltd, Mugoni conducted his own two businesses after
hours and during weekends. His businesses entailed the development of specialised software
for companies in Australia and software support services in Zimbabwe. He operated these
two businesses as two independent trades as a sole proprietor. His net taxable income of
$30 000 for the 2014 year of assessment was correctly calculated as follows:
$
Taxable income from Zimbabwe
50 000
Taxable loss from South Africa
(20 000)
Net taxable income
30 000

7.

Mugoni earned the following other income during the 2014 assessment year.
Gross dividends from a Zambian company
(Zambian tax deducted at source $800)
Gross royalties from USA for a book he co-authored
(USA tax deducted at source $1 000)

Rental from a house in Gweru
Total other income

$

8 000
11 000

7 500
26 500
CAA CTA JUNE 2013
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Solution
Calculation of income tax payable by Mugoni Mukuru for the year of
Amounts
Marks
assessment ended 31 December 2012
Salary
36 000
(1)
Incentive bonus (3000 – 1000) – (see tax tables for tax free bonus)
2 000
(1)
Free use of company vehicles ( 600 X 8.5) N1
5 100
(2)
rd
Reimburse travel allowance - Par 15, 3 Schedule exempts the portion
(1)
of allowances expended on the employer’s business.
Medical aid contributions paid by company (3rd Schedule Para 8e – exempts medical contributions paid by the employer on behalf of the
(1)
employee)
Contribution to pension fund by employer - (exempt – 3rd schedule)
(1)
Accumulated leave - (regarded as salary, only taxed when paid)
5 000
(1)
Restraint of trade ( Capital nature )
(2)
Pension Received - annuity (600 X 8) - sect 8
4 800
(1)
Contribution to pension fund – (Section 15, (2) h, i
(5 400)
(1)
Gratuity
12 500
Severance pay
5 000
Taxable Income
65 000
On the 1st $60,000
(65 000 – 60 000) x 35% - refer to tax tables
Lump Sums
Pension Lump sum receipt – sect 8 (1) (n) - $80 000*35%
Total Tax Payable
Credits
50 % Medical Aid Contributions (2160 x 50%) – Refer to tax tables
Other Medical Expenses (1500 x 50%) – Refer to tax tables
Aids Levy (3% x 54 813) – refer to tax tables
Total Tax Payable

15 600
1 750

(1c)
(1c)

28 000
45 350

(1 080)
(750)
43 470
1 304
44 774

(1)
(1)
(1)

Notes:
N1: The use of motor vehicle fringe benefit: (1)
The motor vehicle is used for both business and private and all expenses are paid by the company, the employee is getting the fringe benefit on the private use of the motor vehicle paid by the
company. The benefit per month is given on the tax table (3000cc - $600 per month), multiplied
by the number of months of use, 8 ½ months (exclude the time the car was in service) allocated
between private and business based on the kilometres.
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Property of CAA Learning Media

FOR 2018 CTA 2 EXAMS

103

APPLIED TAXATION – Module 1

TAX 402

STUDY UNIT

CAPITAL GAINS TAX

Introduction

G

Capital profits are taxed in terms of the Capital Gains Tax Act
Chapter 23:01. Capital Gains Tax (CGT) is a tax levied on the
capital gain arising from the disposal of a specified asset.
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OBJECTIVES
•
•
•
•
•

Define specified assets
Identify instances were a disposal of a specified asset is deemed to have occurred.
Identify disposals, entities and individuals exempt from capital gains tax.
Identify the allowable deductions in the calculation of the taxable gain
Identify special reliefs available to a tax payer on disposal of a specified asset.

Relevant sections and Frameworks
Capital Gains Tax Act Chapter 23:01

Prescribed study material
Introduction
Authority for the levying and collection of capital gains tax is in terms of section 6 of the Capital
Gains Tax Act (Chapter 23:01).

What is capital gains tax?
Capital Gains Tax (CGT) is a tax levied on the capital gain arising from the disposal of a specified
asset.
Specified asset means immovable property (e.g. land and buildings) and any marketable security
(E.g. debentures, shares, unit trusts, bonds and stock).
Marketable security means:
▪ any bond capable of being sold in a share market or
exchange
▪
 any—
o debenture, share or stock; or
o right possessed by reason of a person’s participation in any unit trust; whether or
not capable of being sold in a share market or exchange;

Gross Capital Amount – Sect 8 (1) (a)
Means the total amount received by or deemed to have been received by a person in any year of
assessment from a source within Zimbabwe from the sale on or after the 1st August, 1981, of
specified assets “excluding” any amount so received or accrued which is proved by the taxpayer
to constitute “gross income” and includes any amount allowed to be deducted in terms of
subsection (2) of section eleven which has been recovered or recouped:

Deemed sales Sect 8 (2)
▪ Disposal other than by way of sale, Commissioner deems specified asset to have
been sold at market price of such asset.
▪ Expropriations - asset deemed sold at expropriation/compensation
price.
▪ Sold in execution of court order - deemed sold for price
realised.

CAA
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▪ Maturity or redemption of specified asset - asset deemed sold for maturity amount or
Redemption value.

Exemptions from capital gains tax (section 10)
1.
2.
3.

4.
5.
6.
7.
8.
9.

10.
11.
12.

Disposals by bodies mentioned in paragraph 1,2 and 3 of 3rd schedule to income tax act,
except disposals by those bodies mentioned in paragraph 2(a), (c) and (f) of 3rd schedule.
Realisation/distribution by executor of specified assets forming part of a deceased estate.
Sales of marketable security being bond or stock in respect of :a. any loan to the state, or any company all the shares of which are owned by the state
local authority
b. a statutory corporation
Disposal of shares in the Zimbabwe Development Bank.
Disposal of immovable property by petroleum operator to another petroleum operator,
provided buyer would use property for petroleum purposes.
Receipts and accruals from sale of specified assets by licensed investor.
Receipts and accruals of an industrial park developer.
Amounts received or accrued on disposal of shares withheld by an insurance company
(recoupment by an insurance company in a demutualisation)
Amounts received by or accruing to an employee from the sale or disposal of his shares or
interest in an approved employee share ownership trust where such sale or disposal is to the
trust.
An amount received by a person on the sale of his or her principal private residence if such
person was on the date of the sale is aged fifty-five years.
The first $1,800 accruing to a person who is aged fifty-five years on the sale of any marketable
security, other than a listed security.
Amounts accruing from listed shares which are subject to the 1% withholding tax.
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Allowable Deductions – Sect 11
Section

Explanation

Section 11(2)(a)

▪ Costs of acquisition of specified asset which has been
sold, ex- cluding amount allowable as deductions for income tax
purpos- es (i.e. capital allowances granted under the income tax
act).
▪ NB: - Asset acquired by inheritance - taxpayer deemed
to have incurred cost equal to estate valuation.

Section 11(2)(b) :

Section 11(2)(c) :

Section 11(2)(d) :
Section 11(2)(e) :
Section 11(2)(f) :
Section 11(2)(g) :
Section 11(2)(h) :

Section 11(3):

▪ Asset acquired otherwise than by way of purchase of
inheritance
- if acquired prior to 1st August 1981, taxpayer deemed to have
incurred cost equal to market value at time of acquisition, if acquired after
August alterations
1981, cost is
gross capitalofamount
as
Expenditure
on 1st
additions,
orthe
improvement
specified
established
in
the
hands
of
person
from
whom
acquired.
asset, excluding deductions allowable for Income tax purposes (i.e.
capital allowances granted under the income tax act).
Section 39A 9(b) of the Finance Act which replaces section 11(2)(c)
by an inflation allowance of 2½% per annum with effect from 1st
February 2009
selling expenses
Bad Debts from previous or current disposal of specified asset
High Court Costs where appeal was fully or substantially successful
Supreme Court costs where appeal fully or substantially successful
After above deductions, where profit is $50 (the effective amount is
nil and the paragraph is merely academic) or less, an amount equal
to such amount shall be allowed as a deduction.
▪ Taxpayers shall be allowed to deduct any assessed
capital loss brought forward; but not those declared insolvent or
had their property or estate assigned for the benefit of creditors.
▪ A company registered under the Companies Act, which
converts into a private business corporation can carry forward its
loss ; and vice versa

Section 11(4):
Section 11(5):

CAA

A taxpayer shall claim a deduction only under one provision of the
Act.
▪ Owners of immovable property who have been taxed on
value of improvements in terms of section 8(1)(e) of the income
tax act, shall be deemed to have incurred a cost equal to such
amounts as have been taxed.
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Damage to or destruc- ▪ Any asset damaged or destroyed shall be deemed to have
tion of specified assets.
been sold for the amount of compensation receivable.
(Sect 13)
▪ Where the Commissioner is satisfied that the whole
amount of, or part of proceeds shall be expended within two
years on pur- chase or construction of a further specified asset,
or repair of damaged asset, then such amounts shall not be
deemed pro- ceeds of sale.(subsection 3).
▪ Expenditure to which subsection (3) relates shall not be
allow- able as a deduction in terms of section eleven upon the
subse- quent sale of the specified asset concerned.

NB!!! If insurance proceeds are received in respect of damaged assets and are used in full or part to acquire a replacement then no
capital gains tax accrues in respect of the entire transaction.
Section 15: Elections ▪ Transfer of specified assets between companies under the
postponing the paysame control in the course of group reconstructions, mergers
ment of Capital Gains
and other similar business operations.
Tax
▪ The following elections must be made by the time the
returns for assessment are submitted.
o Election available (notwithstanding the terms of the
sale) to transfer specified asset at the amount equal to
the deductions established in the hands of the seller.
If asset eventually sold to someone outside the group
then recoupment calculated as if the original seller was
selling.

Section16:

Transfer between spouses - election to transfer at amount equal to
deductions available.
Section 17:
Transfer of specified asset by individual to company under his
control - same election as above available
CGT Suspensive sales Capital gain relating to amounts not due at year end allowed as a
(Sect 18).
deduction, but to be added back the following year, when a fresh
calculation is then made, if applicable.
Formulae:

A*(B-C)
D
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Where: A = Portion of proceeds not yet due
B = represents the capital amount deemed to have accrued
under the agreement;
C
= represents the aggregate of the sums deductible in
respect of such specified asset in terms of section eleven;
D = Total proceeds on sale

any allowance so deducted shall be included by the taxpayer as a
capital amount in his return for the following year of assessment and
shall form part of the capital amount of the taxpayer;

Principal Private Resi- ▪Where a taxpayer sells a principal private residence and uses the
dences (Sect 21)
total proceeds to acquire a new principal private residence, then
capital gains tax shall not be chargeable on such sale.
▪If the amount used is less than the actual proceeds then the capital gain which relates to the portion not used shall be subject to
capital gains tax.

When the new PPR is sold, the capital gain not subjected to tax previously shall be deducted from the amount mentioned in section 11(2)
(a), i.e. from cost.

PPR definition
▪ Individual’s sole or main residence including any garage ,
store- room, swimming pool or any other immovable property
used together with it.
▪ Include land up to 2 hectares, surrounding or adjacent
to the
PPR.
▪ Must have been TP’ s sole or main residence for at least
4 years or such lesser period approved by ZIMRA
▪ Sole or main residence despite being prevented from
residing due to employment or other reason approved by ZIMRA

CAA
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▪ In relation to Land:
o

is owned by the individual concerned; and

o surrounds or is adjacent to the dwelling referred to in
paragraph (a); and
o is used by the individual concerned primarily for private
or domestic purposes in association with the dwelling
referred to in paragraph (a);
o does not exceed 2 hectares or such larger area as the
Commissioner having regard to the size and character
of the dwelling referred to in (a),is satisfied for the reasonable enjoyment of the dwelling as a principal private
residence
Section 22: Substitu- ▪ Where a business property is disposed of and the
tion of business proptaxpayer dis- posing the property satisfies the Commissioner that
erty
the entire proceeds will be utilised to construct or purchase
another busi- ness property within two tax years, capital gains tax
shall not be chargeable; provided that such capital gain will
reduce the cost of the new property when it is eventually sold.

What is the rate of tax?
▪The Capital Gains Tax shall be calculated at a rate of 20% of the capital gain determined in
accordance with the CGT Act.
▪Where a specified asset that was acquired prior to 1 February 2009 is disposed of after that
date, CGT shall be calculated at a rate of 5% of the selling price.

Capital Gains Withholding Tax
Sale proceeds are liable to capital gains withholding tax at the following rates :
Immovable property
15%
Listed marketable securities
1%
Other marketable securities
5% (effective 1 September 2010)
Other administrative issues
▪ The capital gains tax annual return (CGT 1) should be submitted to ZIMRA by 30
April of the following year.
▪ A fine of $30 a day up to 181 days is payable for late submission of the return.
▪ Capital gains tax is payable to ZIMRA within 30 days of sale agreement in the
case of suspensive sales.
▪ In other cases it must be paid to ZIMRA within 30 days of transfer of ownership.

110

FOR 2018 CTA 2 EXAMS

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

TAX
402

STUDY UNIT G PRACTICE QUESTION
Mthulisi Sibanda (Mthulisi) has been a Bulawayo resident since his birth in 1982 and as such has
always been a Zimbabwean resident at all times. In March 2009 Mthulisi’ father passed away and
in terms of his father’s will he inherited the following assets:
Asset

Toyota Prado
House in Sunning Hill Bulawayo
Shares in Econet Zimbabwe (1000 shares)
One Bedroomed Flat in Bulawayo CBD

Market Value Deceased Estate Valuation
USD
USD
18,000
17,000
60,000
55,000
3,600
3,600
25,000
25,000

Mthulisi assumed effective ownership of the above mentioned assets on the 1st of August 2009.
During August 2009 Mthulisi immediately moved into the House in Sunning Hill since he had been
renting an apartment in the Bulawayo CBD. Therefore, the Sunning Hill house became his
principal private residence as defined in the Capital Gains Tax Act.
Mthulisi decided to lease the one bedroomed flat to a tenant who in terms of the lease agreement
is paying a monthly rental of $600 for the duration of the lease term which is 5 years. Since the
Toyota Prado was still in good condition Mthulisi sold his old Mazda 323 for an amount of $1,500
and started using the Toyota Prado for his personal use.
Over the years Mthulisi made the following improvements to his properties:

House in Sunning Hill:
Dura wall - 2010
Swimming pool – 2011
Drilling of borehole - 2010
Total

USD
3,000
5,000
2,000
10,000

One Bedroomed Flat
Lock up garage – 2012

USD
4,000

Since 2008 Mthulisi has been in the employment of the Zimbabwe Revenue Authority (ZIMRA)
working in the authority’s tax compliance department. In 2013 as a result of ZIMRA’S rotation
policy for its employees Mthulisi was transferred to work in the Beitbridge ZIMRA office effective
1 March 2013. Due to the relocation Mthulisi decided to dispose of his two properties in Bulawayo
as follows:

Sunning Hill Residence:
Mthulisi disposed of the house through a real estate agency in Bulawayo which charged him
a commission of 5% of the gross sale proceeds. In April a buyer was found and a sale price
of $150,000 was agreed on, which was immediately settled by the buyer in the same month.
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The proceeds to the transaction of $120,000 (net of withholding tax and commission fee) were
transferred to Mthulisi’ Barclays Bank account on the 2nd of May 2013.

One bedroomed apartment
Due to his high asking price and the liquidity challenges that were prevailing in the Zimbabwean
economy Mthulisi had difficulty in disposing off the apartment. However, in October 2013 a
buyer was found and the following terms were agreed:

Sale Price
Payable in the following instalments:
30 October 2013
31 January 2014
30 April 2014
31 July 2014

USD
40,000
15,000
10,000
10,000
5,000

As at 31 December the buyer had already settled the 1st instalment which was due on the 30th
of October 2013.

New house
Upon relocating to Beitbridge Mthulisi decided to acquire another house using the proceeds
from the disposal of his house in Bulawayo. In October he acquired a house for $80,000 which he
immediately moved into with his family.

Other Transactions
During the 2013 tax year Mthulisi also entered into the following transactions:
1. He disposed of 600 of the econet shares he inherited from his father’s deceased estate.
The total proceeds from the disposal were $2,400.
2. Due to the high maintenance costs of the Toyota Prado he decided to dispose of the
vehicle and acquire a smaller cheaper car. He therefore disposed of the Prado for an
amount of $15,000 and acquired an Isuzu single cab for $12,000.
REQUIRED
(a) In respect of the 2013 tax year calculate the Capital Gains Tax payable/refundable by
or to Mthulisi. Assume that Mthulisi has always claimed the maximum available capital
allowance on the one bedroomed apartment in terms of the Income Tax Act. Your answer
should address the disposal of the following assets:
31 marks
• Sunning Hill Residence (14 marks)
• One bed roomed apartment (12 marks)
• Econet shares (3 marks)
• Toyota Prado (2 marks)

(b) State ANY FOUR documents which Mthulisi should present to ZIMRA when applying for a
capital gains tax clearance certificate.
4 marks

112

FOR 2018 CTA 2 EXAMS

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

TAX
402

Solution
a. In respect of the 2013 tax year calculate the Capital Gains Tax payable/refundable
by Mthulisi. Assume that Mthulisi has always claimed the maximum available capital
allowance on the one bedroomed apartment in terms of the Income Tax Act.
31 marks
Sunning Hill residence
$
$
Marks
Sale Proceeds – Sect 8 (1) (a)
150,000
1/2
Less Allowable deductions
Cost: Deceased Estate valuation- Sec 11(2) (a)
55,000
1
Inflation allowance ($55,000*2.5%*5)
6,875
1
Dura wall -sec 11 (2) (b)
3,000
1
Inflation allowance ($3,000*2.5%*4)
300
1
Swimming pool – sec 11 (2) (b)
5,000
1
Inflation allowance ($5,000*2.5%*3)
375
1
Drilling of borehole – Sec 11 (2) (b)
2,000
1
Inflation allowance – ($2,000*2.5%*4)
200
1
Commission ($150,000*5%)
7,500
(80,250)
1
Potential Capital Gain
69,750
Less Rollover relief – sec 21 ($80,000/$150,000*69,750)
(37,200)
3
Capital Gain
32,550
Tax @ 20% ($32,550 * 20%)
6,510
1/2
Less Withholding tax ($150,000 * 15%)
Capital gains tax refundable
One bedroomed apartment

(22,500)
(15,990)

Sale proceeds – sect 8 (1) (a)
Less Recoupment:($25,000 * 2.5% *4)
Improvements ($4,000 * 2.5%)

40,000
(2,500)
(100)
34,100

Less Allowable deductions
Cost: Deceased estate valuation
Inflation allowance ($25,000*2.5%*4)
Capital allowances ($25,000*2.5%*4 + 100)
Lock up garage Inflation Allowance ($4,000*2.5%*2)
Capital Gain
Less Sect 18 Relief ($25,000/$40,000*$5,300)
3

25,000
2,500
(2,600)
4,000
200

(29,300)
5,300
(3,313)

1

1/2
2

1
1
2
1
1

1,987
Tax @ 20% (1,987* 20%)
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Econet shares
•
•

Since Econet is listed on the Zimbabwe stock exchange, the disposal is exempt from
Capital Gains tax.
1
However the disposal is subject to a withholding tax of 1% of the gross sale proceeds,
calculated as follows:
1
$2,400 * 1% = $24
1

Toyota Prado
•

The Toyota Prado is not a specified asset as defined in the CGT Act; therefore the
disposal is not subject to CGT.
2 marks

b. State ANY FOUR documents which Mthulisi should present to ZIMRA when applying for a
capital gains tax clearance certificate.
4 marks
• Completed capital gains tax form (CGT 1 form)
1 mark
• Copy of the agreement of sale
1 mark
• Copy of the deed of transfer or title deeds of the properties
1 mark
• National Identity documents
1 mark
• Proof of the cost incurred in effecting the improvements on the properties 1 mark
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STUDY UNIT

VALUE ADDED TAX

Introduction

H

Value Added Tax is a form of indirect tax which is levied on
the consumption of goods and services. The tax is levied regardless of a taxpayer’s income earning capacity.
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OBJECTIVES
•
•
•
•
•
•
•
•

Define Key definitions in the Act
Application of the VAT formula
Describe the time of supply general rules
Identify deemed supplies
Apply the value of supply general rules
Identify zero rated and exempt supplies
Calculation of VAT on imported goods and services
Adjustments

Relevant sections and Frameworks
Value Added Tax Act Chapter 23:12

Prescribed study material
Introduction
Value added Tax is a tax levied on consumption, therefore unlike other forms of taxes VAT is triggered where a taxpayer makes a purchase or consumes products and services. The Value Added
Tax Act (Chapter 23:12) came into effect from the 1st of January 2004 replacing the old sale tax.
In terms of the VAT Act ordinarily only registered operators are permitted to charge output VAT
on the supplies which they make and claim input VAT on their purchases.

Key Definitions/Interpretations – Section 2
In order to be able to understand the operational aspects of the VAT Act, we first of all need to
go through some key terms as defined in the Act. It is therefore important that when students
identify instances where these terms are referred to in later sections of the chapter, they need
to interpret their meaning with reference to the definitions below.
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Term
Ancillary transport
services
Association not for
gain

Interpretation
Means cargo inspection services, preparation of customs documentation and storage of transported goods or goods to be transported.
Means
1. any religious institution of a public character (e.g. Roman Catholic
Church); or
2. any other society, association, organisation or educational institution of a public character, whether incorporated or not, which—
i.
is not carried out for the purposes of profit or gain to any
proprietor, member or shareholder;
ii.
any property or income is utilised for the furtherance of its
aims and objects;
Examples of associations not for gain would include:
i.
Government schools;
ii.
Mission Schools and hospitals

Capital goods

Means any asset, or any component of any asset, which is of a character subject to a deduction of expenditures incurred as provided in
terms of paragraphs (c) and (f) of subsection (2) of section 15 of the
Income Tax Act;
Examples include:
a) Commercial buildings;
b) Farm improvements;
c) Machinery and utensils;
d) Capital expenditures as defined in the 5th schedule of the Income
Tax Act.

Connected persons

The following are considered to be connected persons for the
purposes of the VAT Act:
a. Near Relatives (refer to interpretation of near relatives in the Income Tax Act);
b. A trust and its beneficiaries;
c. A partnership and its members;
d. A company and a shareholder with more than 5% equity
interest;

donated
services

goods

Fixed Property

CAA
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or Means goods or services which are donated to an association not
for gain and are intended for use in the carrying on or carrying out
of the purposes of that association. E.g. goods donated to a church
organisation.
Therefore, if Company A transfers goods for no consideration to a
natural person. This transfer will not be a donation as defined.
a. Land and improvements on the land; and
b. Shares which give beneficial rights in immovable property;
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Means corporeal movable things, fixed property but excluding
▪ Money; and
▪ Right under a mortgage bond
This a supply made by a non-resident supplier to a recipient who is a
resident of Zimbabwe and these services are consumed in the making
of non-taxable supplies.
Therefore, from the above key requirements for a supply to constitute
an imported service are as follows:
i. Supply made by a non-resident supplier;
ii. Consumed by a resident recipient; and
iii. Consumed in the making of non-taxable (exempt) supplies.

Invoice

Means a document notifying an obligation to make payment;

Trade

Any activity carried on continuously by any person in or partly in Zimbabwe and in which goods or services are supplied for a consideration,
whether or not for a profit.
Excludes:
o Hobbies
o Employment
i. Activities of a local authority;
ii. Supplies to an independent branch outside Zimbabwe

Consideration

Selling price for the supply, i.e. Value plus VAT
A monetary value is usually attached but it also includes barter trade.
It does not include a deposit for future supply of goods/services.

Entertainment

Provision of any food, beverages, accommodation, entertainment,
amusement, recreation or hospitality of any kind by a registered operator to anyone in connection with his trade.
Examples:
Lunch for employees
Water dispenser in the MD’s office.

Open Market Value

Price goods/services will generally fetch if supplies to any person in an
arm’s length deal.
If such goods/services are not on the market, the value of any similar
goods/service will be used or the Commissioner will attach a fair and
reasonable value.
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▪ any service provided by a banking institution registered
or re- quired to be registered in terms of the Banking Act
[Chapter
24:20]; or
▪ any service provided by a building society registered or
required to be registered in terms of the Building Societies Act
[Chapter
24:02]; or
▪ the provision of any deposit, loan or credit, including
the pro- vision of any guarantee, indemnity, security or bond in
respect of the performance of obligations related to a deposit,
loan or credit; (for example if Entity X sales goods on credit and
charges interest for the credit, then Entity X would have provided a financial service to the extent of the interest charged)
or
▪ the issue or transfer of ownership of any share in a
company or interest in a private business corporation; or
▪ services rendered by an insurer registered in terms of
the In- surance Act [Chapter 24:07];
▪ the services of an actuary, insurance agent, insurance
broker as defined in the Insurance Act [Chapter 24:07] or fund
adminis- trator as defined in the Pension and Provident Funds
Act [Chap- ter 24:09], to the extent that those services are
rendered to or on behalf of an insurer registered in terms of the
Insurance Act [Chapter 24:07] or to or on behalf of a pension
fund regis- tered in terms of the Pension and Provident Funds
credit means Act
any [Chapter
agreement entered into on or after the fixed date whereby
24:09].
any goods consisting of corporeal movable goods or of any machinery

service

or plant, whether movable or immovable are supplied under a sale
under which—
▪ the goods are sold by the seller to the purchaser
against pay- ment by the purchaser to the seller of a stated or
determinable sum of money at a stated or determinable future
date or in whole or in part in instalments over a period in the
future; and
▪ such sum of money includes finance charges stipulated
in the agreement of sale; and
▪ the aggregate of the amounts payable by the purchaser
to the seller under such agreement exceeds the cash value of
the supply; and
the—
A
purchaser does not become the owner of those goods
merely by virtue of the delivery to or the use, possession or
enjoyment by him thereof; or
B seller is entitled to the return of those goods if the purchaser fails to comply with any term of that agreement; or

CAA

Property of CAA Learning Media

FOR 2018 CTA 2 EXAMS

119

APPLIED TAXATION – Module 1
Rental Agreement

Exported

Person

Supply

120

TAX
402

means any agreement entered into before, on or after the fixed date
for the letting of goods, other than a lease referred to in paragraph (b)
of the definition of “instalment credit agreement” in this section or a
“financial lease” as defined in the repealed Act;
in relation to any movable goods supplied by any registered operator
under a sale or an instalment credit agreement, means—
a) consigned or delivered by the registered operator to the recipient at an address in an export country as evidenced by documentary proof acceptable to the Commissioner; or
b) delivered by the registered operator to the owner or charterer
of any foreign-going aircraft when such aircraft is going to a
destination in an export country and such goods are for use or
consumption in such aircraft; or
c) removed from Zimbabwe by the recipient, who is a resident of
Zimbabwe, for conveyance to an export country in accordance
with an export incentive scheme approved by the Minister;
d) removed from Zimbabwe by the recipient, who is not a resident of Zimbabwe, for conveyance to an export country, subject to such conditions as may be set by the Commissioner by
notice in a statutory instrument;
includes any public authority, local authority, company or body of
persons, whether corporate or unincorporated, the estate of any deceased or insolvent person and any trust fund;
includes all forms of supply, irrespective of where the supply is effected, and any derivative of “supply” shall be construed accordingly;
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General Operational Aspects of VAT – Sect 6
In terms of section 6 par 1, VAT is charged on the value of the supply by any registered operator
of goods or services supplied by him on or after the fixed date in the course or furtherance of
any trade carried on by him. From this section there are three important requirements that have
to be met for VAT to be levied:
1. Has there been a supply? – Refer to definition of supply,
2. Was it a supply of goods or services? – Refer to interpretation of goods or services; and
3. Was the supply made in the furtherance of trade? – Refer to the meaning of trade.
However, the supply of second had motor vehicles by a resident supplier is not chargeable to
VAT.
VAT is also levied on the following:
▪ Imported goods - refer to section 12
▪ Imported services in some cases – refer to section 13
▪ Goods and services sold through an auctioneer by persons who are not registered operators.
All supplies of goods or services made by registered operators are treated in one of the following
ways.
➢Exempt – Sect 11
➢Zero rated supplies- 0% (section 10)
➢Standard rated supplies- 15%

Zero rated supplies – Sect 10
These are taxable supplies that attract a VAT rate of 0% and examples are:
▪ Exports
▪ Goods supplied to repair goods temporarily imported into Zimbabwe.
▪ Goods supplied under instalment credit agreement and are utilised in an export country.
▪ Goods supplied under a rental agreement if paid from an export country
▪ Supply of business as a going concern
▪ Drugs as prescribed in the Medicines and Allied Substances Control Act
▪ Transportation of goods or passengers to and from an export country (international carriage)
▪ Transportation of goods and passengers transiting Zim.
▪ Gold supplied to the Reserve Bank or any other registered banks
▪ Agricultural inputs supplied to farmers e.g. animal feeds, fertiliser, pesticides, seeds.
▪ Building bricks i.e. common bricks
▪ Basic commodities e.g. plain bread, cooking oil, milk, etc.

CAA
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Exempt supplies – Sect 11
These are supplies that are not subject to VAT. Suppliers of exclusively exempt supplies are not
required to register for VAT. Examples are:
▪ Financial services
▪ Educational services
▪ Supplies by an association not for gain of goods where such goods were
manufacture using at least 80% of donated goods.
▪ Transport Services for fare paying passengers
▪ Medical Services
▪ Supply of goods and services by an employee organisation to its members to the
extent that consideration of supply is limited to membership contributions
▪ Supply of residential accommodation in a dwelling under a lease or hire agreement.
▪ Supply of piped water, rates charged by local authorities and domestic electricity.
▪ Supply of fuel and fuel products.

Standard Rated Supplies
Any supply by a registered operator which is no specifically identified as either exempt or zero
rated is standard rated. Standard rated supplies attract VAT at a rate of 15%.

Deemed supplies – Sect 7
These are supplies that by their nature do not seem to be supplies but are deemed by the VAT
Act to be supplies made in the furtherance of a trade, e.g.
Sale in execution of debt – Where goods which have been acquired or produced by a person, are sold in execution of a debt owing by him.
sect 7(1)
Example:
Entity X borrowed funds from Bank Z and has been failing to
pay back the borrowed amounts. Through a court order bank
Z attached property belonging to Entity X and went on to sale
this property in order to recover their monies owed. In this case
Entity X would be deemed to have sold their property even
though they did not actually receive the money from the sale.
Time of Supply: the earlier of payment or invoice being issued
Value of Supply: Consideration less VAT
Cessation of trade by a The registered operator has to account for output tax on the
registered operator – Sect 7 value of assets on hand at the time he ceases to be a registered
(2)
operator
However, no output tax is accounted for in respect of assets
where input tax was originally denied in terms of section 16
(2).

122

FOR 2018 CTA 2 EXAMS

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

TAX
402

Example:
Y limited a registered operator ceased its trading operations on
the 30th of June 2016 and at that time had the following assets
at hand:
i.
Stove used in the staff canteen;
ii.
Furniture and equipment;
iii.
Standard rated Trading stock (all initially bought from
registered operators)
On cessation of trade Y limited will be expected to account for
VAT on the assets as follows:
a. Stove – No output VAT since Y limited would have been
denied to claim input tax on acquisition of the stove
(refer to sect 16(2).
b. Furniture and equipment – Account for output VAT
since these are taxable supplies.
c. Trading stock – account for output VAT.
Time of supply: a day prior to de-registration.
Value of supply: The lesser of cost or open market value
Door to door sales with an If goods are sold to a customer with an option to return the
option to return goods – 7(3) goods to the supplier within a defined period of time, the supply will be deemed to only have been made on expiry of the
period to exercise option to return.
Example:
Company A sold goods to its clients with an option that
customers could return the goods before the expiry of 15
days from date of sale. Discuss VAT implications of these
transactions.
1. If customers return the goods within the stipulated 15 days,
Company A would be deemed to not have made any sales
to these customers;
2. If the customers do not excise the option to return the
goods, the goods are deemed to have been supplied on
expiry of the 15 days.
Lay bye agreement of Time of supply: time the goods are delivered to the purchaser
consideration not less than Value of supply: Consideration less VAT
$25 – 7(4)
Supply of a business as a go- Refer to section 18
ing concern – 7(6)
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Indemnity payment under a Where a registered operator receives an indemnity payment
contract of insurance – 7(7)
in the furtherance of trade, it shall be deemed to be a supply
except in the following cases:
1. Where the indemnification is in respect of a motor vehicle
or
2. The registered operator was denied or was not able to claim
input tax in respect of the initial acquisition of the indemnified assets.
Transfers of goods to inde- If a registered operator transfers goods or services to an
pendent branches – 7(8)
independent branch in the furtherance of trade, the registered
operator shall be deemed to have made a supply to that branch
and shall account for output VAT.
Goods repossessed – 7(9)
This applies where a registered operator purchases taxable
goods on credit which are later on repossessed due to failure
to pay back the credit advanced. On repossession of the goods
the registered operator is deemed to have made a supply and
shall account for output VAT.
Time of supply: The date of repossession
Value of supply: Balance of cash value not recovered
Betting services – 7(11)
Registered operators in the business of providing betting
services shall be deemed to have made a supply in respect of
all bets made with them.
Time of supply: The date the bet is made
Value of supply: Amount received in respect of the bet

Time of Supply – Sect 8
Time of supply rules determine when a taxpayer should account for any output tax applicable for
a taxable supply: General Rule: The earlier of an invoice being issued or any payment being made.

Value of Supply – Sect 9
Where consideration is in money, the value is the consideration less VAT
Where consideration is not in money, the open market value becomes the value of supply
Special Supplies
Supply
Goods supplied under rental agreements
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Time of supply – 8(3c): time of supply is the
earlier of the goods being delivered or the
signing of the agreement.
Value of supply – 9(6): Cash value of the goods
Value of supply: OMV where purchaser cannot
claim input tax and amount paid where input tax
is claimable
Value of supply - 1.
The value of the supply
is the open market value of the goods.

Instalment credit agreements

Sales to connected persons
Goods applied to own use

Importation of goods: Section 12
When goods are imported for consumption in Zimbabwe an import VAT will be levied to the
extent that the goods are taxable supplies.
The import VAT is calculated on Value for tax purposes as follows:
o Value for Duty Purpose: Cost plus insurance and freight (CIF)
o Add Duty
o = Value for Tax Purposes
o
Example:
Takudzwa travelled to South Africa for his annual holiday in July 2016. During the period he
was on holiday he decided to acquire the following items for his boutique in the Harare CBD.
$
Clothing items
20,000
Shelve racks
1,000
Display dummies
2,000
23,000
He paid $4,000 for the costs of delivering the goods from South Africa to Beitbridge port of
entry. The customs duty payable was calculated as $3,500 by the customs officials. Takudzwa
also paid $400 for insurance cover for his goods whilst they were in transit.
Required
Calculate the VAT payable by Takudzwa to ZIMRA.

Solution
Total Value of imported goods
Freight costs
Customs duty
Insurance costs
Value for VAT Purposes
Total VAT Payable ($30,900*15%)
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Note: The obligation to remit the VAT to ZIMRA rests with Takudzwa, however if Takudzwa is a
registered operator and the goods purchased are used to make taxable supplies he will have an
option to claim an VAT input tax deduction in respect of the imported goods.

Imported Services: Section 13
VAT is charged on imported services where such service is imported for making non-taxable supplies. E.g. suppliers of exempt supplies importing services for their purposes. (Refer back to the
meaning of imported services given in the definitions section).
The value of supply is the greater of OMV or invoice value of the service. VAT is payable by the
recipient of the services.
Example
Munhondo banking has both retail and investment banking units as part of its operations. In
2016 the bank decided to install a new banking system that would enable its clients to access
the banking services over the internet. In June 2016 the bank engaged a consultant from
South Africa to install and train its staff on the use of the new system. The consultant issued
an invoice of ZAR80, OOO covering the cost of installing the system and training staff. Since the
bank had an on-going relationship with the consultant, the amount they were invoiced was
discounted. The value of the invoice would have been ZAR100, 000 if no discount was given.
Required:
What are the VAT implications of the transaction?

Solution
Munhondo deals in services that are exempt from VAT, hence the company should account for
VAT on the imported service. The VAT amount with be calculated as:
ZAR100, 000(open market value which is higher) *15% = ZAR15, 000
Therefore, Munhondo will remit the VAT to ZIMRA.
NB!!! If the imported service constitutes either a zero rated or exempt supply the output VAT
on the transaction would be nil.

Accounting for VAT – Sec 14
Generally, VAT is accounted for on the invoice/accrual basis. VAT is accounted for on invoices
received/issued irrespective of whether payment has been made/received.
VAT may also be accounted for on the cash basis, i.e. VAT is based on cash receipts/payments.
Cash basis is only available to Local Authorities, Public Entities and Associations not for Gain

Input Tax – Sec 16
Sec 16 (1): Input tax is generally claimed on all goods/services provided they are utilised in the
production of taxable supplies.
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▪ Where it is incurred for mixed supplies, apportionment will be done
▪ Basis of apportionment e.g. turnover basis
▪ De minimus rule applies if use is 90% and above.
▪Sect 16 (2): Prohibited deductions
o Entertainment: the provision of any food, beverage, entertainment, amusement, recreation
or hospitality. Generally, input tax may not be claimed in respect of goods or services acquired for the purposes of entertainment, e.g. Provision of lunches to employees. However,
the prohibition does not apply to goods/services acquired by operators in the business of
supplying entertainment.
o Purchase of passenger motor vehicles
o Subscription fees to clubs or associations of a recreational nature

VAT Formula
Based on what we have covered to date when a registered operator is accounting for VAT they
need to apply the following VAT formula to determine the amounts payable or refundable from
the tax authorities:
Total Output VAT
Less Total Input VAT
VAT payable/refundable

XXXX
(XXXX)
XXXX

Adjustments – Sec 17
Adjustments are done where there is a change of use, either from taxable supplies to non-taxable supplies or vice versa.
▪Section 17(1): where goods were acquired to make taxable supplies and are subsequently
utilised to make non-taxable supplies an output VAT adjustment is done.
o The value of supply is deemed to be the OMV
o In the case of reduction in taxable use the formula A * (B-C) is used.
o Where A is the OMV, B is the initial %age use and C is the reduced %age use.
o In this case the registered operator should account for output tax by multiplying the
OMV with 15%.
o If originally input tax was denied when goods were acquired no adjustment is required.
▪Section 17(2): Reduction in taxable use of capital goods (deemed supply)
o Reduction of %age use of capital goods:
o Adjustment is necessary where the operator was initially allowed to claim input tax.
o Adjustment not necessary where cost of goods is less than $60
o Formula: A *(B-C) is applied.
o A is the lesser of cost or OMV, B is initial taxable use and C is the current taxable use.
o The time of supply is deemed to be the 31st of December of that particular year of assessment.
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Example
XYZ limited a registered operator which makes both taxable and exempt suppliers acquired
a laptop computer for $1,150 (Inc. VAT) on 1 April 2016. At the time of purchase the laptop
computer was to be used 100% in the production of taxable supplies. However, on 1 August
2016 a decision was made to use the laptop computer 60% in the making of taxable supplies
and the remainder in the making of exempt supplies. On that date the laptop computer had
an open market value of $800.
Required:
Calculate the VAT output tax arising from the change in use. Note: XYZ had claimed the full
input tax on the date they acquired the laptop computer.
Solution
VAT Output Tax is calculated as follows: A*(B-C)
A = $800(lesser of cost and OMV at date of change in use)
B = 100%
C = 60%
VAT Output
= 15% * $800 * (100% – 60%)
= $48

Fringe benefits – Sect 17(3)
o An employer who provides fringe benefits to employees is deemed to have supplied goods or
services on which output tax should be accounted for
o Value of supply will be the value determined for PAYE purposes ito section 8(1)(f) of the Income Tax Act
o This subsection shall not apply to any such benefit if it is:o
The supply of goods or services which are exempt in terms of section 11, e.g. residential accommodation [section 11(1) (c)], or
o
The supply of such goods or services attract a rate of zero percent in terms of section
10, e.g. supply of bread or sugar to employees [section 10(1)(g)], or
o
The supply of entertainment e.g. free meals
o
The benefit is granted by registered operators who are in the business of making
exempt supplies. E.g. motor vehicle supplied to an employee by an educational institution, which is not registered for VAT.
Example: Fringe benefit
Tanaka is employed by B Ltd a registered operator for VAT purposes. As part of his employment
benefits Tanaka has free use of an Isuzu KB (3100ccs) during the 2016 tax year and also received
an entertainment allowance of $200 monthly which he used at his personal discretion. Tanaka
had use of a company house for which he paid a monthly rental of $300 whereas the market
related rentals for a similar house is $750.
Required
Use of motor vehicle

128

FOR 2018 CTA 2 EXAMS

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

TAX
402

The value of the benefit in terms of the income tax act is $4,800. Therefore, the Output tax is
calculated as follows:
= $4,800 * 15/115
= $626.
In B Ltd.’s records the VAT will be recorded as follows:
Dr Staff costs
$626 (cost to B ltd)
Dr VAT Output
$626
Entertainment allowance
In terms of the Income Tax Act the entertainment allowance is a fringe benefit since Tanaka is not
using the allowance for B Ltd.’s business. However, in terms of the VAT Act entertainment B ltd
would have been denied an input tax deduction in respect of entertainment related expenses,
therefore there is no Output tax which accrues on this benefit.
Housing Benefit
Since Tanaka is paying below market rentals a benefit of $450 ($750-$300) accrues on a monthly
basis in terms of the Income Tax Act. However, the provision of residential accommodation is
exempt from VAT, therefore no Output tax will accrue on the value of the benefit.

Goods acquired prior to fixed date (1 January 2004) (section 17(4)(a)
Input tax adjustment will be made if goods are eventually utilised to make taxable supplies.
Formula: A * B * C is applied
A represents a tax fraction, B lesser of cost or OMV and C %age or ratio of intended use to total
supply.
Where C is equal to or more than 90%, such % shall be deemed to be 100%.
This section is not applicable if input tax would have been denied in terms of section 16 of the
VAT Act, e.g. a registered operator takes a stove from his house for use in the business’s staff canteen. Although the stove is now used in the business, it relates to the supply of entertainment.
Example
Matamba (Pvt) Ltd acquired a manufacturing plant on 1 August 2003 for an amount equivalent
to US$15,000. However, Matamba (Pvt) Ltd only commenced its manufacturing business on 1
July 2004 where the plant was brought into use. As at that the plant had an open market value
of US$13,000 (the reduction in value was due to the fact that newer and more technologically
advanced plant was now on the market). From that date the plant was being used 100% in the
production of taxable supplies.
Required:
Calculate the input tax that can be claimed by Matamba.

Solution:
Apply the formula:

CAA

=A*B*C
= 15/115 * $13,000 * 100%
= $1,696
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Goods acquired after fixed date (1 January 2004) (sections 17 (4) (b))
This section applies to new VAT registrants or those registered operators who would have been
deemed by section 7(2) (cessation of trade) to have made a supply and input tax has previously
been denied or not claimed.
i.
Where goods or services have been acquired by a person on or after the fixed date and
tax has been charged in respect of the supply; or
ii.
Goods have been produced by a person on or after the fixed date and tax has been
charged in respect of the supply of goods or services acquired by him for the purpose of
production;
When such goods or services are subsequent to the fixed date applied in any tax period by that
person wholly or partly for use in the course of making taxable supplies.
Such goods or services shall be deemed to be supplied in that tax period to that person and an
input tax credit shall be deducted in terms of S15 (3)
The input tax deduction in terms of S15(3) shall be determined in accordance with the following
formula:
A*B*C, where –
A = the tax fraction
B= represents the lesser of Cost (including tax) and the OMV
C= represents the ratio of intended taxable usage to total intended use of goods immediately
after the supply.
a. Where ratio is equal to or more than 90%, such % shall be deemed to be 100%.
b. NB!!! The above section (S17(4)(b), shall not apply where a R/O has been previously denied
input tax deduction due to him not producing sufficient proof to support the claim but has
now produced such proof (section 15(2))
Example
On 1 September 2016 Aloice went to the Harare Agricultural show and whilst there he
acquired a sadza cooking machine (Gwatamatik) for $2,100 (Inc. VAT). At that time Aloice was
contemplating starting a restaurant business but had not yet acquired premises to conduct
the business from, therefore he used the Gwatamatik in his family home to prepare meals for
his family. In December 2016 Aloice finally acquired premises for his restaurant business and
immediately commenced operations as from that date. Aloice had already registered for VAT
in anticipation of commencing operations. The Gwatamatik was transferred to the restaurant
on the same date. The Gwatamatik had an open market value of $2,500 as at the date of
transfer.
Required
Calculate the input tax that can be claimed by Aloice.
Solution
The Gwatamik with effect from December is now being used in the making of taxable supplies
hence Input tax is now claimable:
Apply formula:
A*B*C
= 15/115* $2,100 (lesser) * 100%
= $274
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Fixed Property Transactions
If the seller is a registered operator, VAT is chargeable on the supply of both residential and commercial properties.
If the seller is a registered operator who sells a commercial property used for making both exempt and taxable supplies and was allowed part of the input tax:
• Will account for output tax on the sale
• Will be allowed an adjustment of input tax previously not claimed.
If the sale is by way of instalments, output tax will be accounted for as and when payment is
received.
If the transaction is between registered operators and the sale qualifies as a sale of a going concern, the sale may be zero-rated
If the seller is a non-registered operator, no VAT is chargeable on the transaction.
If a registered operator acquires/purchases fixed property from a non-registered operator, notional input tax may be claimed but only where stamp/transfer duty was paid or is payable.
• Notional input tax will be restricted to transfer/stamp duty paid.
• Only claimable where the transfer/stamp duty has been paid
Example:
On 2 May 2016, Mr Tafirenyika a registered operator entered into the following transactions:
• He started to use his personal Toyota Vigo d/cab 100% for business purposes (making
taxable supplies). The vehicle was purchased on 31 October 2015 for $24 500 (Inc. VAT)
and on that same date its market price was $25 600.
• He started to use his personal computer 100% in his business. The computer cost him
$750 (incl. VAT) and had a market value of $450 on 2 May 2016.
• He started to use his personal printer 95% for business. The printer was bought for $350
(incl. VAT) and its market price on 2 May 2016 was $400.
• He converted 80% of his private residence into offices. He bought his residence for
$100,000 and paid transfer duty of $8,000. He bought the residence on credit from the
seller who is not a registered operator and has only paid $75000 to date. On 2 May 2016
when he started to use 80% of the offices, it had a market value of $110,000.
Required:
Calculate the VAT consequences of the above
Solution
• Toyota Vigo: Cannot make an input tax adjustment as input tax was denied in terms of
section 16(2)(d)
• Computer: Claim input tax using the formula A * B * C (15/115 * 450 * 100% = $58.70)
• Printer: Claim input tax as follows: 15/115 * 350 * 100% = 45.65 (note 1)
• Offices: Claim input tax using formula A * B* C * D (15/115 * 100 000 *80% * 100% (note
2) = $$10 434.78. Limit claim to stamp duty paid 8000 * 80% = $6 400.
• Note 1: Since the use is 95%, the de minimus rule applies.
• Note 2: Although the residence is considered second hand goods and full payment
was not made, it is fixed property and because stamp duty was paid, full input tax is
claimable (D is deemed to be 100%)
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Increase in taxable use of capital goods (section 17(5)
An adjustment is permissible where there is an increase in taxable use of capital goods. The adjustment is done at the end of the operator’s financial year)
▪ The formula A * B* (C-D) is applied
▪ A represents tax fraction, B the lesser of cost or OMV, C the current %age use and D the
%age use prior to the increase
▪ The time of supply will be 31 December of that particular year of assessment.
▪ Note: A change in use resulting in the increase in the extent of taxable use
results in an input tax deduction.
Sale of a business as a going concern – Sect 18
The sale is zero rated ito section 10(1) (e) and the Criteria for identifying a going concern:
o Parties to agree in writing that the sale is of a going concern
o All assets necessary for the carrying on of trade have been sold to the buyer
o Parties to agree that the sale price includes VAT at 0%
o Both parties are registered operators
Where the intended use of such trade, part, goods, services upon acquisition is equal to 90% and
above, of the total intended use, the trade etc., is regarded as having been acquired wholly for
taxable purposes. Zero rating will not apply where the business is used to the extent of 90% and
above to make exempt supplies
Where after the sale has been zero rated, the purchaser changes the use of the business, from
taxable to non-taxable, an adjustment should be made. Output tax on the extent of non-taxable
use is payable.
The adjustment is calculated as follows: The total sale price less goods that did not qualify for
input tax deduction at the initial purchase less the proportion of the taxable use. Should any of
the assets acquired consists of items in respect of which input tax deduction would be denied
in terms of Section 16(2) [e.g. Motor vehicle], the cost of acquiring the going concern may be
reduced by the cost of such assets.
Where the two parties are connected persons and such going concern is acquired either for no
consideration or for less than the open market value, the purchaser’s cost is deemed to be the
open market value of the business.
Example: Sale of a business as a going concern
Mr A purchased a retail business as a going concern. The business had the following assets:
• Toyota Hilux d/cab: purchase price $13000 and market price $15000.
• Mazda T35: purchase price $8000, market price $6000
• Computer: purchase price $250. market price $100 (initially purchased from a
non-registered operator)
• Laptop: purchase price $560, market price $300
• Stove: purchase price $230, market price $400 (was previously used by the seller to
make staff meals.
Due to a slump in business, he decided to convert his business into a college offering tertiary
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education and transferred all assets to the college. The college was registered with the Ministry
of Higher and Tertiary Education.
Required
Discuss the VAT implications of the transaction giving supporting calculations where necessary.
Solution
The conversion of the business from a taxable supply to an exempt supply requires Mr A to
account for output tax in terms of section 18(2).
Output tax will be determined by applying 15% to the full purchase price, reduced by value of
assets that did not qualify for input tax deduction on initial purchase
Output tax will be calculated as follows:
• Toyota Hilux: 13000 * 0 (Input tax denied ito section (16(2)(d))
• Mazda T35: 8000 * 15% = 1200
• Computer: 250 * 0 (no VAT charged initially as it was purchased from a non-registered
operator).
• Laptop: 560 * 15% = 84
• Stove: 230 * 0 (Input tax was denied on initial purchase as it was used for entertainment).
• Total output tax payable will thus be $1,284.

Pre-incorporation expenses: Sect 19
•

Input tax claimed on purchases made by another person before the company’s
incorporation.
• Can only be done if:
o Company has reimbursed the whole amount paid
o The goods/services were acquired for the purpose of trade by the company to be
incorporated.
• Input tax not claimable where:
o Supply is not a taxable supply
o Goods/services were acquired more than 6 months before date of commencement
of trade.
o The company does not hold sufficient records.
Irrecoverable debts: Sect 22
• A registered operator is allowed to claim input tax on irrecoverable debts subject to the
following conditions:
o The supply was a taxable supply
o A return has been furnished with the Commissioner and VAT was accounted for on
the debt
o The debt belongs to the operator and has been written off in his books
o Only the VAT on the cash value of an instalment credit agreement sale is claimable
• Input tax deduction is not allowed where the debt has been transferred to someone on
a non-recourse basis
• Input tax is allowed where the debt transferred to someone on a recourse basis has
been returned to the operator and has been written off
• If the debt is subsequently recovered, an output tax adjustment should be made
• A registered operator who claims input tax on a credit supply should make an output tax
adjustment if the debt remains unpaid after a period of 12 months.
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VAT Registration requirements
Registration for VAT –
Section 23

▪ Any person who on or after the “fixed date”
(effective date of the VAT Act) carries on or intends to carry
on any trade (s) and whose taxable value of supplies exceed
or is likely to exceed $60,000 or the prescribed amount is
required to register for VAT in terms of section 23 of the Act.

Liability for Registration A person is liable to register if: – sect 23(1)
▪ At the end of any month, the total value of supplies of
goods or services (turnover) has exceeded $60,000 or the
pre- scribed amount in the preceding period of 12 months,
or
▪ There are reasonable grounds for believing that the
total val- ue of supplies of goods and services, which will be
made in the following 12 months, will exceed the prescribed
amount.
Unless it can be shown that the prescribed amount was exceeded
as a consequence of: ▪ The sale of stock or other assets due to any cessation
of or substantial and permanent reduction in the size or
scale of any trade.
▪ The replacement of plant and machinery or other
capital assets used in the trade Abnormal circumstances of
tem-apply
porary
Voluntary Registration – A persona can
fornature
voluntary registration even if the total value
Registration
should
be
done
within
30 days. amount per annum.
sect 23(3)
of taxable supplies is less than
the prescribed
As a general rule of thumb, it will be advantageous for a person to
register if they supply goods or services mainly to other registered
operators.
The person must satisfy the Commissioner that they are carrying
on trade.
Advantages of voluntary registration
▪ The VAT registration certificate is a prerequisite by
most suppliers for consideration to participate in tenders.
▪ Being VAT compliant is also a consideration by
ZIMRA for the issuance of a tax clearance certificate which
saves on potential withholding tax of 10% from invoices
issued to customers.
▪ Avoidance of potential penalties and interest from
late VAT
registration.
▪ Input tax claim from purchases obtained from VAT
regis- tered suppliers.
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Registration Procedure – Application for compulsory and voluntary registration must be
23(7)
made on the prescribed registration form together with any other documents, which the Commissioner may require from time to
time (i.e. company registration particulars, bank details, etc.)

Deregistration – Sect 24

Tax Periods – Section 27

For compulsory registration, this must be completed no later than
30 days from the date on which the registration threshold has been
reached or the date it is established that the threshold is likely to
be reached.
A registered operator may be deregistered if: ▪ If the value of his taxable supplies falls below the
registra- tion
▪ He ceases to carry on any trade and will not carry
on any trade within 12 months after that date
▪ Where he has applied for registration in
anticipation of commencing a trade and has not
commenced that trade.
A registered operator has successfully applied for voluntary registration and it subsequently appears that he has not complied with
the requirements.
Cancellation of registration, with the approval of the Commissioner
will take effect from the last day of the tax period on which the application is made.
A person who ceases to be registered remains responsible for any
duties or obligations under the Act while he was registered.

Submission of Returns and Payments
▪ All registered operators are required to submit returns and account for VAT to the
Commissioner at regular intervals. These intervals are called tax periods.
▪ A registered operator`s first tax period will commence on:
o The commencement date of VAT, or
o The date on which he becomes a registered operator, if he was not liable or
carrying on any trade at the commencement date of VAT.
▪ The month in which a registered operator`s tax period ends will be determined by the
Commissioner.
Tax periods do not all end at the same time for all registered operators.
These are as follows:
Two – month Tax Period (Category A or B)
▪ Most registered operators will be allocated a “standard tax period” of 2 months
unless otherwise requested, but such persons can elect to be on Category C (monthly).
▪ Registered operators may choose between the 2 categories, but if no choice is
made the Commissioner will allocate them either category A or B automatically. The tax
periods end as follows: ▪ Category A: The last day of: - January, March, May, July, September and November
▪ Category B: The last day of: - February, April, June, August, October and December
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One – Month Tax Period (Category C)
▪ Larger enterprises whose taxable supplies exceed $240, 000.00 or the amount
prescribed will be to submit returns on a monthly basis.
Any Other Tax Period (Category D)
▪ Registered operators will qualify for any other tax period if: ▪ The registered operator’s trade consists solely of farming activities; or
▪ The registered operator whose separately registered trade, branch or division
consists solely of farming activities, provided any other trades, branches or division carried
on by that registered operator do not consist of farming activities; and
▪ The total turnover from all farming activities must not exceed $120, 000.00 or
the pre- scribed amount.

Tax Invoice – Sect 20
Requirements for Tax Invoice
▪ In practice, a registered operator is normally required to issue a tax invoice
which sat- isfies the requirements of the Commissioner and the requirements of the
contracting parties.
▪ A registered operator is required to issue a tax invoice within 30 days from the
date of supply, but it may not be necessary to issue a tax invoice where the consideration
in money does not exceed $10.
▪ However, in such cases, some type of source document is required in order to
claim in- put tax e.g. till slip, petty cash slip. etc.
Details on a tax invoice should include:
• The words “TAX INVOICE” in a prominent place
• Name, address and VAT registration number of the supplier
• Name, address and VAT registration number of recipient
• Individual serialised number and date of issue
• Description of goods and /or services
• Quantity or volume of goods or services supplied
• Price & VAT **
• NB!!!
• A registered operator is not allowed to issue more than one tax invoice for a single supply.
• If the need arises for him to issue another tax invoice for same supply, he is only allowed
to issue a copy invoice clearly marked “copy”.
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OBJECTIONS AND APPEAL
13.1(i) When Can Objections be made?
•
•

When a person is not satisfied with an assessment. Such person may object to all or part of
the assessment.
Objections may be lodged against decisions made by the Commissioner. Such objections
may be on the liability for registration, the cancellation of a registration, the refusal by the
Commissioner to authorize a refund or a ruling which the registered operator may have good
reason for disagreeing with.

Lodging an Objection– Section 32
A person wishing to make an objection to the Commissioner’s assessment or decision must:
• Put the objection in writing
• Specify in detail the grounds of the objection
• Be made within 30 days after the date of the decision or assessment. In the event of a dispute, the date of the assessment or decision will be the date the registered mail was posted
to the person raising the objection.
If the objection is received by the Commissioner within the stipulated time period, the Commissioner will either:
•
•
•

Alter the decision
Alter or reduce the assessment, or
Disallow the objection

A written notice must be sent to the person objecting to the Commissioner’s ruling/assessment
etc. informing him of his decision.

Grounds of Objection
The grounds of objection should be stated clearly and it is important to raise all the grounds at
the time of objection. The Commissioner may, on good cause shown, give leave to the objector
to amend or add to the grounds.

Late Objections
If there is a delay in lodging a written objection, the Commissioner may accept it provided good
reasons are given for the delay. If an objection is not lodged, the assessment/decision becomes
final after 30 days.

Appeals –Section 33
An appeal is only lodged if and when a person’s objection was disallowed. A registered operator
must appeal against the disallowance of the objection within 30 days of the date of the notice.
An appeal can be made to the Fiscal Appeal Court or to the Supreme Court depending on the
nature of the dispute.
The appeal must be:• Made in writing
• Lodged with the Commissioner within 30 days after the date of the notice of disallowance
of the objection.
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If there is a delay in the lodging of a written appeal, the Commissioner may condone the delay,
depending on the reasons.
The appellant is limited to the grounds of objection stated in his original objection unless, on
good cause shown, leave is given to amend the grounds. The appellant or the Commissioner may
appeal to the Supreme Court against any decision of the Fiscal Appeal Court.

Agents and Auctioneers (section 56):
In cases where an agent makes a supply of goods or services on behalf of another person who
is his principal, that supply shall be deemed to have been made by the principal, section 56(1).
Where the agent is a registered operator, the agent may issue and receive tax invoices, debit
notes or credit notes. This though does not relieve the principal of the obligation to account for
output tax, deduct input tax and submit returns, section 56(2).
Where goods are imported into Zimbabwe by an agent who is acting on behalf of another person
(a resident of Zimbabwe), the importation shall be deemed to have been made by the principal
regardless of the fact that the documents are held by the agent, section56(3)
Where goods are imported by an agent on behalf of a foreign principal who is not a registered
operator and the agent has paid tax on importation and there is an agreement in writing that
the principal will not reimburse such agent, then that importation shall be deemed to have been
made by the agent and not the principal. The agent will claim input tax, section 56(4).
Where agents issue or receive tax invoices, credit notes and debit notes, they are required to
maintain sufficient records, section 56(5).
Special provisions have been made in respect of auction sales where transactions will not ordinarily be a taxable supply. In such situations, the auctioneer is deemed to have supplied the
goods in the course of furtherance of his trade, section 56(7).

Summary VAT Mind map
Whenever you are tackling a VAT question you need to ask yourself the following questions:
1. Have you identified and understood the details of the transaction;
2. Has the transaction been effected as part of the taxpayer’s trading activities?;
3. Is the taxpayer a registered operator?;
4. Has the transaction resulted in income or an expense for the taxpayer?;
a. Income: Output VAT
b. Expenditure: Input VAT
5. Determine whether the transaction is either Zero rated, standard rated or Exempt;
6. Determine the time of supply based on the information provided;
7. Determine the value of supply based on the information provided; and
8. Where applicable calculate the Output VAT or Input VAT arising from the transaction.
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Study Unit L Practice Question
All amounts include VAT, unless specifically stated other-wise.
Takawira (Pvt) Ltd (Takawira) is a company incorporated in Zimbabwe. The company has a 31 May
year-end and is a category A registered operator (two monthly tax periods ending on the last day
of January, March, May, July, September and November respectively) on the invoice basis. During
the 2013 tax year of assessment, Takawira purchased a property with the intention of developing
six identical residential units for resale. All other activities carried on by the company constitute
taxable supplies for the purposes of the VAT Act.
Takawira acquired the property (located next to Lake Chivero; the seller previously used this land
as a golf driving range) on 5 June 2013, from a Zimbabwean resident (a non-registered operator)
at a cost of $57 000. The open market value of the land was $59 000, but the seller was willing to
sell the property for $57 000 to a cash buyer. On the same day, the company paid the amount into
the trust account of the lawyers handling the transfer of the property. On 10 June 2013 the
company paid $4 560 transfer duty and by 15 July 2013 the property was registered in the
company’s name.
After the property was registered in the company’s name, the company started a marketing
campaign whereby the units were advertised as GASH-units (“good area small home”) at $100
000 per unit. By the end of July 2013, units one to five were sold off-plan to non-connected
persons. The purchase contract stipulated that 10% was payable on the signing of the purchase
contract and the outstanding amount was payable on registration in the buyers ‘names. The 10%
is not held in trust, but would be utilised by Takawira to partly finance the construction of the
units. (Assume that the 10% is applied as consideration as soon as it is received by or accrues to
Takawira.)
Construction activities started mid July 2013. The units were built by full-time employees of
Takawira. The actual construction cost of building the six units, including the salaries and wages
of the builders, amounted to $420 000 (including VAT of $37 000). The “builders” took no holiday
over December 2013 and by the end of December 2013 all six units were completed. On 30
December 2013, units one to five were registered in the deeds office in the names of the
respective buyers. By 31 December 2013 the buyers of units one to four, had paid the remaining
90% of the selling price to Takawira. The remaining 90% in respect of unit five was only paid to
Takawira during January 2014.
By the end of December 2013, unit six was still unsold. At a directors’ meeting held on 10 January
2014, it was decided that the company would retain this last unit (being unit six) as an investment.
A tenant (not an employee, director or shareholder) entered into a lease agreement with effect
from 1 February 2014 at a nominal rental of $650 per month. The lease period was three years
with an option for the lessee to renew for another three years.
The open market value of each unit was $138 000 on 31 January 2014 and $155 250 on 31 May
2014.
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Required
Discuss, supported by calculations, the value-added tax (VAT) and income tax consequences for
Takawira of the acquisition of the property, the construction of the six units (assume building
costs are the same for each unit) the sale of units one to five, the decision to retain ownership
of unit six, the letting of unit six for its 2013 year of assessment. Marks will be allocated as
follows:
(i)
Income Tax Act
6 marks
(ii)
VAT
24 marks
Ensure that you also address the timing of the supplies for VAT-purposes in your answer.

Solution
Value Added Tax (VAT)
Acquisition of property
• Since Takawira acquire the fixed property from a non-registered operator it means no VAT
would have been levied.
1
• However since Takawira is a registered operator and intends to use the property in the
making of taxable supplies, the company can claim a notional input tax deduction in
respect of the purchase.
2
• The amount of the notional input tax will be limited to the transfer duty paid of $4,560. 1
• The amount of the notional input tax is calculated as follows:
$
Value of supply (lesser of purchase price and OMV*)
57,000
1
Notional Input tax ($57,000 * 15/115)
7,434.78 1
Actual Input tax deduction (Limited to transfer duty paid)
$4,560
1
• Since Takawira paid the transfer duty on the 10th of June, the input tax deduction can be
made on the return for the June to July tax period.
1
*OMV- open market value

Construction of the six units
•
•
•

Takawira (Pvt) Ltd will be able to claim an input tax deduction in respect of the costs of
constructing the six units.
1
However the salary and wages costs do not constitute supplies as defined hence no input
tax deduction available in respect of these costs.
1
Therefore Takawira can claim an input tax deduction of $37,000 on the cost of
construction.
1

Sale of the five units
•
•
•
•
•

The sale of the five units constitute taxable supplies and Takawira should account for any
output tax arising thereof.
1
Since the sale is an instalment credit agreement the timing of supply is when the housing
units are completed or when Takawira receives any payment.
1
Therefore for the 10% received on signing the contract the time of supply is July, therefore
the supply falls within the June to July tax period.
1
The amount of the output tax is calculated as : $100,000*10%*5*15/115 = $6,521.74 1
Since the properties were transferred to the buyers on 30 December 2013 the time of
supply for the remaining 90% is therefore falling in December 2013.
1
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The fact that payment for one of the units was made in January 2014 is not relevant since
the 90% was due on registration of the properties in the buyer’s names, therefore time of
supply remains 30 December 2013.
2
Therefore the amount of output tax is calculated as follows:
$100,000*90%*5*15/115 = $58,695.65
1

Leasing of the 6th Unit
•
•
•
•
•
•
•

Since the last unit was retained we need to determine whether is still going to be used in
the making of taxable supplies.
1
If the tenant is using the unit for commercial purposes no input tax adjustment will need to
be made and output tax should be accounted for on the monthly rental.
1
The amount of the output tax would be: $650 * 15/115 = $84.78.
1
However if the tenant uses the property for residential accommodation which is an exempt
supply, a deemed supply occurs and an output tax adjustment will need t be made.
2
The output tax will be calculated as follows : $138,000 * 15/115 = $18,000
1
The time of supply will be 1 February 2014.
1
Takawira will therefore not account for any output tax on the monthly rentals.
1

(i) Income Tax Act
•
•

Acquisition of property
Since the property was acquired for resale purposes it means the acquisition constitute the
normal trading activities of Takawira.
1
Therefore the property will be part of trading stock hence the full $57,000 will be allowed
as a deduction in terms of sect 15 (2)
1

Construction of property
•
•

The construction process can be equated to Takawira’s production process, hence the costs
of construction are allowed as a deduction in terms of sect 15 (2).
1
The total cost of $420,000 excluding VAT will be allowed as a deduction less the
proportionate cost applicable to unit 6.
1

•
Sale of the five units
• When the 10% is received it is included in gross income in July 2013.
1
• The balance of 90% is included in gross income on the 30th of December 2013.
1
• The fact that the proceeds for unit five were received in 2014 is irrelevant since the amount
was due and receivable as at 30 December 2013 when the property was transferred to the
buyer.
2

Letting of Unit Six
•

CAA

Since the property was not eventually sold but retained as investment property, Takawira
will be able to claim capital allowances in respect of the costs thereof.
1
The rental of $650/month will be included
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SELF ASSESSMENT INTEGRATED QUESTIONS
– 1st SEMESTER

Introduction
Capital profits are taxed in terms of the Capital Gains Tax Act
Chapter 23:01. Capital Gains Tax (CGT) is a tax levied on the
capital gain arising from the disposal of a specified asset.
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Tut 01
This question consists of five independent scenarios. You should respond to each scenario by
referencing the applicable legislation and using relevant case law to support your answers.
Your answers do not need to be in any specific format (such as a memo).

Scenario A
Jill Pearson is employed as a tour operator for African Overlander Ltd, a Zimbabwean company
running tours into Botswana and Mozambique. Jill earns a fixed monthly salary of $1,200. Jill
currently works on a month-on/month-off basis – for one month she is out of Zimbabwe leading
a tour, and for one month she is at home in Gweru with her husband and children, and works at
her office at African Overlander planning her next tour.
Jill’s son Henry is studying Income Tax as part of his BCom degree, and recently told Jill about the
“residency” test. Jill is now considering discussing with her employer whether she can spend more
time outside Zimbabwe each year, in the hope that this will exclude her from the definition of
Resident and reduce her taxable income.
You are required to advise Jill, with reasons, as to whether her plan will exclude her from the
definition of Resident, and how else she might reduce the Zimbabwean income tax on her
salary.
7 marks

Scenario B
The Seldom Active range of gyms and Crouching Tiger shoes intend brokering a deal, whereby
Seldom Active will offer free gym access to all Crouching Tiger employees, in return for which
Crouching Tiger will supply free training shoes to Seldom Active. The company will in turn provide
the shoes to its employees. The two companies believe that this will result in no gross income for
either company, since no money has changed hands, and what has been received is for the
benefit of their respective employees.
A regular gym membership at Seldom Active costs $60, while the retail price of a pair of Crouching
Tiger shoes is $50.
You are required to advise Seldom Active, with reasons, whether its understanding of gross
income is correct, and if not, how ZIMRA will view this transaction.
(9 marks)

Scenario C
Mike Turner runs a used car business. Mike pays a small firm of accountants to keep his accounting
records and file his tax returns. Mike’s daughter Mini (a recently-qualified chartered accountant)
recently sold her car, and Mike was surprised to hear that Mini does not believe that she will pay
any tax on the sale, even though she made a profit on the sale. “I pay a fortune in tax on my car
sales,” moaned Mike. “Perhaps I should get better accountants!”
You are required to explain to Mike why his car sales are included in gross income, while his
daughter’s sale is not, and whether either Mike or Mini are entitled to any deduction of costs
in respect of their sales.
(20 marks)
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Scenario D
Extreme Sushi is a local sushi restaurant. Sushi lovers who enjoy taking a risk flock to Extreme
Sushi for its potentially lethal sushi made from poisonous blowfish. The blowfish is considered
a delicacy, and an expert sushi chef removes the poisonous part of the fish during preparation.
A customer at Extreme Sushi recently died after having eaten some blowfish sushi that had been
incorrectly prepared. Following a claim for damages, the restaurant was compelled to pay the
customer’s family $20,000 in compensation.
You are required to advise Extreme Sushi, with reasons, whether the compensation payment
for damages will be allowed as a deduction for income tax purposes.
(7 marks)

Scenario E
Agricola Ltd is a farming supply company, with divisions operating in a number of farming-related
markets. One of its divisions sells farming equipment, which is sold to commercial farmers subject
to a two-year warranty. If the machinery breaks for any reason within two years of the date of
purchase, Agricola is obliged to repair or replace the item. Agricola recognises a provision for
repairs and returns in its accounting records based on the historical rate of return and cost of
repairs over the last five years.
During the current year of assessment Agricola sold its farm equipment division to a rival
company, Dear John Ltd. In terms of the agreement, Dear John agreed to take over responsibility
for the repair or replacement of any items still under warranty at the date of the transaction, in
return for which Agricola agreed to reduce the selling price of the division by the amount of the
provision for repairs and returns in its accounting records.
You are required to explain if, and when, Agricola may claim a deduction for the provision for
repairs and returns.
(8 marks)
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Tut 01 Solution
Scenario A
•

Jill’s proposal will not reduce her taxable income. (1)

•

The first test of whether a Jill is resident in Zimbabwe is whether she is ordinarily resident in ZIM. This is true when Zimbabwe is the place to which she would “return from
(her) wanderings” (Cohen) [alternatively, Zimbabwe is where she is “habitually and normally resident” (Kuttel)]. (2)

•

Jill is ordinarily resident in Zimbabwe - her family lives here, and she has no fixed place
of residence anywhere else. (2)

•

Jill could however reduce her taxable income if she were to qualify as a non-resident
during any given tax year. (1)

•

In order to do so she would have to structure her work travel such that she would be
out of the country for more than 183 days in total, and more than 60 continuous days,
during any 12-month period. (1)

•

The remuneration she earned while outside Zimbabwe in the qualifying 12-month period will not be taxable in Zimbabwe. (1)

Scenario B
•

Seldom Active’s understanding of gross income is not correct. It is based on an incorrect
understanding of “amount, in cash or otherwise”. (1)

•

An amount exists for “every form of property … which has a money value” (Lategan). (2)

•

Seldom Active has clearly received something that can be expressed in money (Butcher
Bros) [Alternatively, there has been a quid pro quo the value of which can be expressed
in money (Brummeria Renaissance]. (2)

•

Seldom Active’s gross income is therefore the value of what is received, i.e. $50 per pair
of shoes. (1)

•

Seldom Active cannot argue that what is received is not for its own benefit. (1)

•

The company benefits from the receipt, and the giving of the shoes to its employees is
a second transaction, similar to that in Witwatersrand Association of Racing Clubs. (2)

•

Seldom Active would be entitled to a deduction for each pair of shoes given to an employee as this is part of the cost of their employment. (1)
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•

Mike’s sales are included in gross income because they are not capital in nature, whereas Mini’s sale is the realisation of a capital asset. (2)

•

Whether an asset is capital or revenue in nature is determined by the taxpayer’s intention in acquiring the asset (unless there has been a subsequent change in intention)
(Stott). (1)

•

Items acquired for disposal in a scheme of profit-making (Pick n’ Pay Employee Share
Purchase Trust). (1)

•

Mike’s cars are acquired for disposal in the ordinary course of his business. (2)

•

Mike’s cars are therefore his trading stock. (1)

•

Mini’s car is a capital asset because she acquired it to obtain benefits through use. (1)

•

Mini’s car is akin to a tree, the fruits of which are the benefits she obtains in driving it
(Visser). (2)

•

Mini is entitled to realise her asset to best advantage (i.e. make a profit). This does not
change the fact that the proceeds are capital in nature (Stott). (2)

•

Expenditure is deductible if it meets the requirements of section 15(a), specifically if it is
incurred as part of a trade, is in the production of income and is not capital in nature. It
must only be deductible to the extent it is incurred for the purpose of trade. (1)

•

The essential element of trade is that it has a profit-making purpose (Burgess) (2)

•

Expenditure is incurred in the production of income if its purpose is to earn income
(Sub-Nigel) (2)

•

Fixed capital is capital in nature, whereas floating capital is not (George Forest Timbers)
(2)

•

Alternatively, expenditure is capital in nature if it is intended to provide an enduring
benefit (British Insulated & Helmsby Cables) (2)

•

Mike is entitled to a s15 2 (a) deduction when he purchases a car, because the purchase
is in the production of income and is not capital in nature, since it is purchased for resale
at a profit. (1)

•

In contrast, Mini’s purchase is capital in nature, because she obtains an enduring benefit from driving the car, and the purpose in incurring the expenditure is not to produce
income. (1)
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Scenario D
•

The question to be determined is whether the payment meets the criteria of “in the
production of income” for the purposes of s15 2 (a). (1)

•

Expenses per se do not produce income; it is actions that produce income. It is therefore
necessary to identify the action that led to the expenditure, and to assess the closeness
to which the action is associated with the production of the taxpayer’s income (PE Electric Tramways). (2)

•

The action that gave rise to the payment was the serving of potentially poisonous sushi.
This is a significant component of Extreme Sushi’s business. (1)

•

The risk of someone being poisoned by this sushi is an “inevitable concomitant” (Joffe)
of the taxpayer’s business, which centres on the sale of potentially poisonous sushi (3)

•

The expenditure should therefore be allowed as a s15 2 (a) deduction. (1)

Scenario E
•

In terms of s15 2 (a), a deduction is only allowable when it has been “actually incurred”.
(1)

•

This happens at the point that the taxpayer has an unconditional liability (Golden Dumps/
Nasionale Pers). (1)

•

The taxpayer has no unconditional liability until a customer returns goods. The provision
is therefore not deductible. (2)

•

The reduction in the selling price due to the inclusion of the provision in the net assets
sold does not represent an actual accrual of this amount (Ackermans). (2)

•

The taxpayer cannot claim a deduction at the point that the division is sold. (1)
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Tut 02
ECM is a company incorporated in Zimbabwe and is listed on the Zimbabwe Stock Exchange
and is a subsidiary company of Evergreen Ltd which is a Mauritius based company. ECM primary
business is the leasing out of construction equipment (this includes bulldozers, tipper trucks,
jackhammers amongst others). In recent years ECM’s business has been on the rise and management have made a decision to seek out opportunities in neighboring countries such as Zambia
and Mozambique.
Mrs. Makova who is a finance manager at ECM recently attended a tax seminar organised by one
of the leading Chartered Accountant’s firms in Zimbabwe (TCM Chartered Accountants) and the
main topic of discussing was in reference to the definition and interpretation of Gross Income.
As a follow up to the seminar Mrs. Makova send the following request for advice in relation to
transactions they entered into during the 2014 tax year.

RE: APPLICATION OF GROSS INCOME
In light of the discussions we had at your recently held tax seminar I am requesting advice in
respect of the following transactions we entered into during the 2014 tax year of assessment:
1. It is ECM’s practice to charge 10% non-refundable deposit in respect of all its leasing agreements that it enters into with its clients. The deposit is payable by the customer before ECM
delivers the equipment to the client. During the year ECM received deposits amounting to
$30,000 in respect of its leasing agreements with clients and the normal practice for ECM
has been to invest the amounts so received in money market instruments. The money invested is normally held to pay for any future repair costs on the leased equipment.
2. Due to a construction boom in Mauritius ECM sold equipment worth $36,000 to Evergreen
Ltd in August 2014. The $36,000 included a mark of 20% and the amount was only receivable
from Evergreen in July 2015. The finance manager was not sure of the tax implications of the
$36,000 receipts receivable from Evergreen. When ECM originally acquired the equipment
they had wanted to use it in their normal leasing business.
3. In April 2014 ECM was awarded a tender by the Mozambican government for the supply of
construction equipment for a road construction project in Mozambique. The terms of the
lease agreement were as follows:
a. The lease period was for five months
b. Commencement date of the lease agreement 1 March 2014.
c. ECM had right to return of the lease equipment on expiry of the lease period.
d. The monthly lease rental was agreed and set at $10,000
e.

CAA

For the duration of the lease period ECM was to second two of its employees to operate the leased equipment in Mozambique. The employees would still be receiving
their monthly salary from ECM and in addition to their normal salary the Mozambican
government would pay the employees a monthly allowance of $1,000 each. Before the
commencement of the contract the two employees were determined to be ordinarily
resident in Zimbabwe.
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4. In October 2014 ECM instituted legal proceedings against one of their clients in respect of
damages to their leased equipment. In the court proceedings that followed the client was
found to be negligent in operating ECM’s equipment. A court ruling was obtained in November in which the judge made the following judgement:
a. ECM to be paid $12,000 as compensation for loss of business during the period the
equipment was not being used due to damages caused by the client.
b. ECM to be paid $8,000 in respect of the costs of repairs to be incurred on the equipment.
c. ECM to be paid $1,000 as compensation for legal costs incurred in pursuing the case.
The client paid all the amounts in respect of the court ruling on 15 December 2014.
5. Over the years it has been ECM’s practice to award its employees long service awards. In
2014 ECM paid $3,000 equivalent to an employee’s 3 months’ salary to an employee Mr
Shumba who has been in ECM’s employment for the past 10 years.
Required
I.

With reference to information contained in note 1, 2 and 4 discuss the income tax implications of the amounts receivable by ECM. Bonus marks will be awarded for identification of
relevant case laws in your discussion.
23 marks

II. Based on the information in Note 3, assuming that ECM goes ahead with the contract with
the Mozambican government discuss the following in terms of the Income Tax Act and
relevant case law:
a. Whether the monthly lease income of $10,000 is taxable in Zimbabwe.
b.

5 marks

In respect of the two employees whether their salary and allowance they are receiving
from the Mozambican government qualifies as gross income and therefore taxable in
Zimbabwe.
8 marks

III. With reference to Note 5 discuss the Income tax implications in Mr Shumba’s hands of the
long service award he received in 2014.
4 marks
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Tut 02: Solution
Required 1:
With reference to information contained in note 1, 2 and 4 discuss the income tax implications
of the amounts receivable by ECM. Bonus marks will be awarded for identification of relevant
case laws in your discussion.
Note 1
•
•
•

•
•

The pertinent question to answer here is whether the deposit receivable from the customers
constitutes gross income.
1
In terms of the definition of gross income an amount is received by a taxpayer if the taxpayer
is able to use the received amount for their own benefit. (Geldenhuys v C.I.R).
2
In this case the deposits received by ECM are non-refundable, hence we can conclude
that ECM has the right to use the amounts for whatever purpose the company deems
necessary.
1
This is as held in the case between Pyott Ltd v CIR 1945, where the judge concluded that the
amount of the deposit was income because it was beneficially received by the taxpayer. 1
Therefore, ECM should include the full amount of $30,000 in their taxable income for the
2014 tax year.
1

Note 2
• The pertinent question to be answered is whether the receipt of $36,000 from the sale of
the equipment is of a capital or revenue nature.
1
• Should the receipt be of a capital nature it is excluded from the gross income definition but
may have capital gains tax (CGT) consequences?
1
• In this case we need to determine ECM’s intention when the equipment was acquired. (COT
Southern Rhodesia v Levy 1952)
2
• The finance manager explained that the equipment was bought with the intention of
including it as part of the equipment they used in their leasing business.
1
• Therefore, on date of acquisition the equipment would have been held as capital assets. 1
• Therefore, based on the intention on the date of acquisition the receipt of $36,000 is capital
in nature.
1
•
Even though ECM made a profit on the sale the proceeds are still capital in nature as
concluded in the case between the COT Southern Rhodesia and Levy, where the judge
concluded that the taxpayer is not required to completely exclude the contemplation of
profitable resale.
2
Note 4
Compensation for loss of business and repair costs
• The pertinent question to be answered is whether the compensation receipt of $12,000 and
$8,000 (or part thereof) is of a capital or revenue nature.
1
• Should the receipt be of a capital nature it is excluded from the gross income definition but
may have capital gains tax (CGT) consequences?
1
• The courts have held that damages and compensation receipt will be of a capital nature
if the payment is for the loss or sterilisation of the taxpayer’s capital asset (i.e. his income
producing machine).
2
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However, if the payment is made for the compensation for loss of profits it will be of a
revenue nature in the hands of the recipient. As was said in the Burmah Steam Ship Co case
(bonus mark for mentioning the case) “is the receipt to fill a hole in profits or in fixed capital
assets”.
2
The receipt of $12,000 is compensation for loss of profits (i.e. future business generated by
the equipment whilst it is idle) and of a revenue nature and included in gross income.
1
The part of the receipt relating to repairs ($8,000) is a recoupment of section 15 2 (b)
expenses claimed and is included in gross income.
1
Therefore, the receipts of $12,00 and $8,000 should be included in ECM’s gross income for
the 2014 tax year.
1

Compensation for legal costs
•
•
•

•

We need to determine whether the compensation for the legal costs is revenue or capital in
nature.
1
In order to make the determination we need to consider for what purpose the legal costs
were incurred, i.e. to generate revenue or capital receipts.
1
In this case the compensation received from the legal proceedings has been determined to
be revenue in nature, hence the legal costs incurred will allowed as deduction in terms of
Section 15 (2) (b).
2
Therefore, in light of the above the receipts of $1,000 are revenue in nature and are therefore
to be included as part of ECM’s taxable income.
1

Required 2
Based on the information in Note 3, assuming that ECM goes ahead with the contract with the
Mozambican government discuss the following in terms of the Income Tax Act and relevant
case law:
a. Whether the monthly lease income of $10,000 is taxable in Zimbabwe.
b. In respect of the two employees whether their salary and allowance they are receiving
from the Mozambican government qualifies as gross income and therefore taxable in
Zimbabwe.
Note 3:
• The pertinent question to address here is whether the lease income is from a source within
Zimbabwe.
1
• Since the equipment to be leased to the Mozambican government is movable, the general
rule is that the source of any income generated from the leasing transaction would be where
ECM’s operations are located.
2
• The period of the lease arrangement is also key in determining the source and in our case the
period is only for 5 months.
1
• Therefore, based on the above (the leased equipment is movable and is being leased for
a period of less than 5 years, the source of the monthly rentals receivable by ECM will be
Zimbabwe.
1
• Therefore, the $10,000 will be included in ECM’s gross income and taxable in Zimbabwe. 1
Note 3: b
• The issue at stake is here is determine whether the salary and the allowance is from a source
within the Zimbabwe.
1
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The general rule with regards the source of income from employment services, is where the
services are rendered by the employee.
1
In this case therefore the true source of the salary and allowance is Mozambique since that’s
where they would be rendering the services.
1
However, using the deemed source provisions, if a Zimbabwean resident earns employment
income whilst temporarily not resident in Zimbabwe the income will be deemed to be from
a source within Zimbabwe.
2
In our scenario the employees will be working outside Zimbabwe for a period of five months
and this constitutes temporary absence since the period of absence is less than 183 days. 2
Therefore, both the salary paid to the employees by ECM and the allowance paid to
the employees by the Mozambican government are deemed to be from a source within
Zimbabwe and should be included in the employees’ gross income.
1
The allowance and the salary are therefore taxable in Zimbabwe.
1
However, there is a risk that the employees’ income may be subject to taxation twice and
the employees can apply the provisions in section 92 and 93(double taxation reliefs) of the
Income tax act to minimise their tax burdens.
(bonus 2)

Required 3
With reference to Note 5 discuss the Income tax implications in Mr. Shumba’s hands of the long
service award he received in 2014.
• The issue to address here is to determine whether the long service award received by Mr
Shumba is revenue or capital in nature.
1
• In this case since the long service award has been given to Mr Shumba as a return for 10
years of service to ECM, the amount qualifies as employment income.
2
• Therefore, since the long service award is employment income it is include in Mr Shumba’s
gross income and taxed during the 2014 year of assessment.
1

CAA
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Tut 03
Brian Mayo is a qualified chef and had been working for the Blue Tourism Group (Blue) for the
past 20 years in various capacities. Brian had started working for Blue when he was only 25 years
of age fresh from Blue’s world renowned catering school. In 2013 due to the on-going strained
liquidity and financial difficulties that the Blue Tourism Group was facing, management of Blue
decided to undertake a restructuring exercise to realign the group’s operations. As part of the restructuring exercise Brian Mayo was retrenched along with 20% of the entire workforce of Blue.
Blue applied for the relevant approvals in respect of the retrenchment exercise and these were
duly granted in August, 2013 assigning an effective date of 1 October 2013 for the retrenchments
to take effect.
Upon being retrenched in October 2013 Brian was in receipt of the following amounts:
• Brian was offered to acquire the motor vehicle he had been using during his time of employment for an amount of $8,000. The motor vehicle has an engine capacity of 2,300 ccs and
Brian has always been using this vehicle for the past 3 years. Blue had acquired the motor
vehicle in 2010 for an amount of $22,000 and as at 1 October 2013 the vehicle had a market
value of $14,000.
• Cash in lieu of leave days $3,000
• Kitchen equipment with a market value of $4,000. Brian did not pay any consideration for
the said equipment.
• Gratuity of $10,000
Before his retrenchment Brian had been in the process of making plans of opening his own food
restaurant in the CBD of Harare. Following his retrenchment, he fast tracked his business idea
and started his restaurant Candy Fast Foods (Pvt) Ltd (CFF). During the year ended 31 December
2013 CFF entered into two contracts as follows:
A service contract with Blue for a period of 2 years with effect from 1 October 2013. In terms
of the contract agreement CFF would invoice Blue for any actual work done by CFF on behalf of
Blue. CFF invoiced Blue $1,200 for each of the months of October and November and an amount
of $3,000 for the month of December.
1. A catering service contract for $8,000 per month, with effect from 1 November 2013, with
New Life Hospital which has its operations in Harare. On 1 October 2013 CFF recruited a staff
complement of 6 permanent employees and 3 casual workers. The permanent employees
are paid a monthly salary whilst the casual workers are paid a daily wage rate which is line
with the industry norms. The permanent employees are paid a basic salary of $600 each per
month and a monthly transport allowance of $50 each.
Brian Mayo’s related earnings for the 2013 tax year were as follows:
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From Blue Tourism Group (Jan to Sept)
Gross basic salary
School fees allowance
Bonus
Refund of benefit fund contributions
Annuity
Pension receipts
Employee contributions to benefit fund
NSSA contributions
Employee pension contributions
Retirement Annuity Fund (RAF) contributions
Loan repayment
Employee contributions to Medical Aid Fund
Funeral Insurance policy contributions
PAYE

1
2
3
4
2

5
6

$
9,000
4,000
2,000
28,000
6,000
120,000
(600)
(216)
(1,200)
(3,500)
(2,400)
(900)
(300)
(1,300)

From Candy Fast Foods (Pvt) Ltd
Gross basic salary
Fuel allowance
PAYE

7

4,200
1,000
(800)

Notes
1. Blue’s financial year end is 30 June. During the 2013 financial year in order to appease the
employees of the impending retrenchment scheme, Blue paid a bonus of double each employee’s basic monthly salary.
2. This amount is a refund in respect of contributions which Brian had been making to a
non-registered benefit fund administered by Blue. The amount refunded to Brian is made
up as follows:

Total employee contributions over the years
Interest component

$
22,000
6,000
28,000

3.

Brian is entitled to receive this amount annually from the retirement annuity fund (RAF)
which matured during the course of the year. In terms of the RAF rules, Brian will receive the
same amount over the next 11 years (i.e. amount received over 12 years in total). A total of
$12,000 was disallowed as a deduction in Blue’s tax computation from the onset of his RAF
contributions to maturity.
4. This amount was refunded to Brian when he was retrenched from Blue and he opted to
withdraw from Blue’s employer registered pension fund. His contributions to the pension
fund have been allowed as a deduction in full in Blue’s tax computation over the years. Brian
transferred $40, 000 of his pension receipts to the Catering Industry Pension Fund which he
became a member of effective 1 November 2013.
5. This amount is a repayment towards a $12,000 loan advanced to Brian in June 2013 and
was to be repaid after the expiry of 2 years. Brian paid interest of 1% p.a on the principal
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amount outstanding on the loan. Libor for the 2013 tax year was a constant 0.5%. In October
2013 when Brian was retrenched Blue decided to waive the payment of the remaining loan
balance. The $2,400 is the only payment that Brian had made towards the principal balance
of the loan.
6. During the 2013 tax year Brian incurred medical expenses amounting to $3,000 of which
60% were reimbursed by the Medical Aid Fund.
7. Brian receives a fuel allowance for using his personal vehicle for the restaurant business.
40% of the fuel allowance was applied towards fuel expenses in conducting the restaurant
business.
Additional Information
In order to finance his new business venture Brian decided to make the following disposals in
November 2013:
•

He disposed of his Masasa house which was his Principal Private Residence as defined. The
house was sold for an amount of $120,000 through a real estate agency, which charged him
a commission of 1% of the sale proceeds. Brian had originally acquired the house in 2009
for an amount of $60,000. In December 2013 Brian acquired a smaller house in the western
suburb of Tynwald for an amount $70,000.

•

He sold off 2000 shares that he held in Dairyboard Zimbabwe Ltd for an amount of $1.20
per share. Brian had bought the shares on the ZSE in 2010 for an amount of $0.80 per share.

Required
(a) With reference to the retrenchment from Blue calculate Brian Mayo’s minimum taxable
income arising from the retrenchment package.
8 marks
(b) Calculate Brian Mayo’s income tax payable/refundable from employment for the 2013 tax
year. For any amounts which are not taxable or deductible indicate by the use of a zero and
provide a brief explanation.
20 marks

158

FOR 2018 CTA 2 EXAMS

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

TAX
402

Tut 03 - Solution
With reference to the retrenchment from Blue calculate Brian Mayo’s minimum taxable income
arising from the retrenchment package.
8 marks
Motor Vehicle ($14,000 - $8.000)
Cash in lieu of leave*
Kitchen equipment
Gratuity
Loan waiver ($12,000 - $2,400)
Less 3rd schedule par 4 exemption^
Taxable Income from retrenchment

US$
6,000
4,000
10,000
9,600
29,600
(10,000)
19,600

Marks
1
1/2
1/2
1
2
2

* Cash in lieu of leave is not part of the retrenchment package since Brian Mayo is receiving the
amount as return for providing employment services.
$
Total Salary (9,000 + 4,200) – Sect 8(1) (b)
Cash in lieu of leave – Sect 8 (1) (b)
School fees allowance – Sect 8 (1) (f)

$
Marks
13,200
1
½
3,000
½
4,000
½

Bonus – Sect 8 (1) (b)

Less exempt – 3rd schedule par 4
Refund of benefit fund contributions – Interest component
only (w1)
Annuity – Sec 8 (1) (a) – (6,000 – (12,000/12))*
Loan Benefit ((0.5%+5% -1%) *12,000 * 4/12)) – Sect 8 (1) (f)
Fuel Allowance (1,000 * 60%) – Sect 8 (1) (f)
Motor vehicle deemed benefit ( 300 * 9) – Sect 8 (1) (f)
Employee benefit fund – non registered scheme hence not deductible
NSSA contributions – Sect 15 (h)
Employee Pension contributions
RAF contributions
Loan Repayment – Capital in nature
Taxable income from retrenchment
Funeral Insurance policy contributions – Disallowed capital in
nature
Total Taxable Income

CAA
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2,000
1,000

½

6,000

1

5,000
180
600
2,700

2
2
1
1

0

½

(216)
(1,200)
(3,500)
0
19 600

½
½
½
½
½

0

½

(1,000)

50 589
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Tax on sliding scale
Up to $36,000
(50,589 – 36,000)*30%
Gross Tax
Less: Credits
Contributions to medical aid ($900 *50%)
Medical expenses ($3,000* 50%* 40%)

7 380
4 377
11,757

(450)
1
(600)
1
10 707
321 ½
11,028
(2,100) ½
8 928

Add 3% AIDS Levy (10,827* 3%)
Less PAYE (1,300 + 800)
Tax Payable
Refund of Pension contributions( taxed at the highest marginal tax rate)
Amount withdrawn
Less transferred to CIPF
Taxable amount
Tax payable (80,000 * 30%)
Add 3% AIDS levy (24,000 *3%)
Tax payable
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120,000 ½
(40,000) 1
80,000
24,000 1
720 ½
24,720
20

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

TAX
402

Tut 04
Mr. Executive CA (Z), a Zimbabwean resident at all times, aged 56, was the financial director
of Top Notch Ltd (“Top Notch”). He held the position for 13 years. Based on his excellent work
performance, he was offered the position of financial director of Superior Ltd (“Superior”) a
company quoted on the Zimbabwe Stock Exchange and the holding company of Top Notch. He
took up his new position on 1 January 2015. The financial year end of Superior is 31 December.
He is considered to be a related party in terms of International Financial Reporting Standards.
Superior offered Mr. Executive the following remuneration package.
• A cash salary of $15,000 per month.
• Continued membership of the group’s pension fund which is a defined contribution scheme.
Mr. Executive is obliged to make monthly contributions being 6% of his cash salary. Superior
will contribute 9% of his cash salary.
• An interest free loan equivalent to his annual cash salary. Mr. Executive received the loan
commencement of employment and the loan is repayable on 31 December 2019. Due to Mr.
Executive excellent work performance in the 2015 tax year the repayment of 50% of the loan
advanced was waived on 15 December 2015.
• The exclusive right to use a company car. Superior will provide a new Mercedes (3,000ccs)
and will pay for all the fuel, licence, maintenance, and insurance costs. Ownership of this
vehicle will never be transferred to Mr. Executive.
• Overseas travel in the form of a business class air ticket once a year. Mr. Executive is
encouraged to use this travel as an opportunity to pursue the group’s business interests.
In November Mr. Executive utilized the travel allowance by visiting China where
he spent 10 days, 3 of which he spent meeting various business clients of Superior
Ltd. The total costs incurred by superior limited in respect of the trip are as follows:
$
Air ticket
2,000
Accommodation
4,000
Spending allowance
1,000
Attendance fee business seminar
500
Total
7,500
•

A fully furnished company houses comprising four bedrooms, two bathrooms, a tennis court
and swimming pool. Mr. Executive and his wife will be the only occupants. They moved
from his own house of only three bedrooms and two bathrooms on taking up the new
appointment. The house is outside the municipal area of Harare and Superior incurred a cost
of $5,000 in furnishing the house.
• An entertainment allowance of $2,000 per month of which Mr. Executive proved to the
company that he always expended 40% of the allowance entertaining the company clients.
• Superior will cover the cost of 100% of medical aid fund contributions which amounted to
$3,400 during the 2015 year.
On leaving the Employment of Top Notch in order to take up the employment with Superior Mr.
Executive received the following exit package from Top Notch in February 2015.
•

CAA

He received an Isuzu Twin Cab which he was using when he was the finance director of Top
Notch. Mr. Executive paid $2,000 for the motor vehicle; however, the vehicle had a market
value of $5,000 as at that date.
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He was also paid the following amounts
Cash in lieu of leave
Gratuity
Total

$
3,000
5,000
8,000

During the 2015 tax year Mr. Executive incurred the following expenditures which he paid for
himself.
•
•

His son was admitted to the Avenues Clinic in September 2015 and the total bill was $4,300
and the medical aid fund paid 70% of the bill and Mr. Executive had to pay for the shortfall.
Mr. Executive was admitted to the institute of Chartered Accountants of Zimbabwe in
February 2015 and he paid the following amounts in respect of his membership
$
Membership joining fee
600
Annual subscription fee (effective from 1 Jan 2015)
350
Total
950

NB: Mr. Executive’s son was involved in an accident in March 2015 and was permanently
disabled.
Superior deducted PAYE amounting to $45,000 during the 2015 tax year which the company
remitted to the Zimbabwe Revenue Authority (ZIMRA).
Required
a. Calculate Mr. Executive’s taxable income from employment and the tax payable as at 31
December 2015. For amounts which are not taxable and not deductible provide a brief
explanation. (Assume Libor of 1%)
25 marks
b. Explain the responsibilities of Superior Ltd with respect to the taxable income arising from
employment for its employees.
5 marks
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Tut 04 – Solution
PART A
Mr Executive : Employment Income Tax Computation
$
Superior Pvt Ltd
Cash Salary ($15,000 * 12)
Pension contributions paid by Superior Ltd – exempt – 3rd
Schedule
Interest Free Loan ($15,000 * 12 * (1%+5%)) – Sec 8
Loan portion no longer repayable – ($15000*12*50%) of the
loan amount-Sec 8
Motoring Benefit : ($600 * 12)- Sec 8 (1) (f)
Passage benefit ($7,000 * 7/10) – to the extend amount expended for private use- Sec 8 (1) (f)
Business Seminar – not taxable (not gross Income)
Housing benefit : Since outside municipal area based on employees gross salary ( $180,000 * 12.5% )- Sec 8 (1) (f)
Furniture benefit: ($5,000 * 8%) – Sec 8 (1) (f)
Entertainment: Used to entertain business clients ($2,000 *
40%) not taxable (Not gross Income as defined)
Used for private purposes ($2,000 * 60% *12)-Sec 8
Medical aid contributions: company contributions – exempt
3rd Schedule
Top Notch
Isuzu Twin Cab ($5,000 – $2,000) – Exempt Mr Executive is an
elderly person – 3rd Schedule
Cash in lieu of leave – Sec 8
Gratuity Sec 8
Deductions
ICAZ Joining fee – capital in nature therefore not deductible
(Not gross Income)
Annual subscription- Sec 15
Own Pension contributions (6% * 180,000) = $10,800. However allowable deduction is limited to $5,400 - Sec 15

$
180,000
10,800
90,000
7,200
4,900
22,500
400
14,400
-

3,000
5,000

(350)
(5,400)

Taxable Income

CAA

1
1
2
1
1
2
1
2
1
1
1
1

1
1
1

1
1
2

328,850

Tax on the first $240,000

86 580

Tax on ($328 850 – 240,000) * 50%
Less Credits
Elderly Person’s credit- Sec 11
Medical expenses ($4,300 * 30%) * 50% - Sec 11

44 425
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(900)
(645)

131 005

1
1
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Disabled person’s credit in respect of son - Sec 11

(900)

(2,445)
128 560
3 857
132 417
(45,000)
87 417

Add 3 % AIDS levy ($122,753 * 3%) – Sec11
Less PAYE remitted during the year – Sec11
Tax Payable

1
1
1

Total Available
Maximum

28
25

PART B
The responsibilities of Superior Pvt Limited in respect of employment income are as follows:
• Superior is required to register with ZIMRA if it has
employees earning more than $250 per month
• Required to withhold PAYE from employees remuneration
• Remit the PAYE withheld to ZIMRA by the 10th of the
month following the deduction
• Superior is responsible for any under deductions as
well as late payment of PAYE.

$

Marks

Total Available
Maximum
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Tut 05
Joseph Marange is currently employed with Musasa Limited. He has reached his maximum
earning capacity at Musasa Limited. He currently earns a salary of $4 500 per month with a
guaranteed bonus the equivalent of $4 500 (i.e. annual income of $58 500). He has decided to
test the market place to see if he can find employment with another company that is prepared
to pay him a higher salary. He has received an offer from Newdawn (Pvt) Limited. Newdawn
(Pvt) Limited are prepared to pay him a salary of $5,200 per month plus a travel allowance of
$500 per month (i.e. $68 400 per annum). Joseph is excited about the prospect of earning an
additional $9 900 per annum ($825 per month). However, he has been warned to take advice
before accepting the new offer as Musasa Limited offers a number of non-cash benefits that
Newdawn (Pvt) Limited does not.
Joseph Marange has approached you for assistance in establishing his after-tax income for both
his current package and that of the new offers from Newdawn (Pvt) Limited. Details of each
package follow below:
Musasa Limited
• Cash salary $4 500 per month

$
54 000

• Annual bonus (payable in December each year)

4 500

• Membership of a non-contributory medical aid scheme –
Employer contributes the equivalent of $400 per month.

4 800

• Pension fund membership own-contributions (10% of salary including bonus)

5 850

• Pension fund membership – employer contributions (10% of salary including bonus) 5 850
Newdawn (Pvt) Limited
• Cash salary $5 200 per month

62 400

• Travel allowance $500 per month

6 000

• Employer contribution to retirement annuity fund $300 per month

3 600

You have further established:
• Joseph is 42 years of age and married with two minor children. Membership of a medical aid
is important to him. To join a medical aid in his private capacity will cost him $420 per month
(or $5 040 per annum) to cover himself and his family.
• At Musasa Limited Joseph has the free use of a motor vehicle which has an engine capacity of
2200ccs. He uses the motor vehicle for both private and business purposes. If he decides to
take up Newdawn (Pvt) Ltd.’s offer he will be given an interest free loan of $25,000 to acquire
a vehicle of his choice. The condition for the interest free loan is that the motor vehicle will
also be used for the business of Newdawn (Pvt) Limited
•

CAA

Newdawn (Pvt) Limited does not have an approved pension fund but encourages its employees
to join a retirement annuity fund (RAF) and contributes 50% of any amount payable to the
fund by the employee. Should Joseph decide to join a RAF his monthly contribution will be
$600, his 50% share being $300.
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Required
To advise Joseph whether he should accept the offer of employment from Newdawn (Pvt)
Limited. Base your answer on the following assumptions:
• his choice will be influenced only by his after-tax income;
• he will take up employment on 1 January 2015;
• the full $6 000 travel allowance will be utilized for business purposes;
• he joins both the medical aid and RAF as described above.
CAA CTA OCTOBER 2013 ADAPTED
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Tut 05 - Solution
$
After tax income for package from Musasa Limited:
Salary
Bonus
Less Exempt portion

$

Marks

54 000

½

4 500
(1 000)

Medical contributions paid by employer – Exempt fringe
benefit
Pen si o n co ntri b u ti o n p ai d b y emp l o yer Pen si o n
contributions paid by employer – not a defined benefit,
no receipt or accrual under gross income definition
Free use of motor vehicle – ($600*12)

½
3 500

1

-

1

-

1

7 200

1

Allowable deductions
Pension contributions (own) $5 850 limited to lower of:

1

Amount paid and $5 400
Taxable income

(5 400) 1
55 700

Tax thereon
Tax on the first $36 000
Tax on ($55 700- $36 000) * 30%
ADD 3% Aids Levy ($13 290*0.03)
Normal tax liability

7 380
5 910

After tax income
Annual salary + bonus ($54 000 + $4 500)

58 500
(13
699)

Less normal tax liability
Pension fund contributions (own share)

CAA

Property of CAA Learning Media

1
1

(5 850) ½

After tax income from Musasa Limited
After tax income for package from New Dawn (Pvt) Limited:
Cash salary (5 200 x 12)
Employer contribution to RAF – Exempt

Add travel allowance ($500 x 12)
Less cost of business travel given)
Fringe benefit – (Interest free loan) –(25 000* 6%)

13 290
399
13 699

½
½
½

38 951
62 400
6 000
(6 000)

½
1
1

-

1

1 500

1
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$

Allowable deductions
Contributions to RAF ($300 * 12) = 3 600 but allowable up to
$2 700

$
63 900

Marks

(2 700)

1

61 200
Tax thereon
Tax on first $60 000
Tax on ($61 200- $60 000) * 35%
Less Credits
Contributions to medical aid ($5 040 * 50%)

14 580
420

Add 3% Aids Levy ($12 480*0.03)
Normal tax liability
After Tax Income
Annual salary + travel allowance ($62 400 + $6 000)
Less
normal tax liability
RAF contributions ($300 x 12)
Medical aid contributions ($420 x 12)
The cash offer from New Dawn (Pvt) Limited is more favourable
to the extent of $9 900 per annum, the after tax income is also
favourable at $8 268 ($46 179 – $37 911) less than his present
situation.
However, the estimates assume the travel allowance will be fully
utilized for business purposes and not taxable. Should the full
travel allowance not be expended for business purposes the
taxable income and normal tax liability will increase, thereby
reducing his after-tax income from employment with Newdawn
(Pvt) Limited.
It is suggested that the offer be accepted as there are tax benefits
in doing so.

15 000

½
½

(2 520)
12 480
374
12 854

1

68 400
(12 854)
(3 600)
(5 040)
46 906

1
½
½
½

½

1

1

1
24

168

FOR 2018 CTA 2 EXAMS

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1
Tut 06

TAX
402
20 marks

Paida Mukute is a Zimbabwean resident. She was born on 6 June 1958. She lives with her
husband, Ronald Mukute, age 59, in Masasa Park in Harare. Paida and Ronald are married in
community of property and have two children. Cleopatra, age 28, the eldest of their daughters,
is married and lives in Dubai. The second daughter, Nyasha, age 22, is studying medicine at the
University of Zimbabwe.
Paida worked for Winthrop Pharmaceuticals Ltd (WP) for 18 years and resigned on 15 June 2015.
In her last three years at WP she headed the research division for weight loss drugs. During
May 2015 after extensive research and pharmaceutical trials, Paida and her team developed a
wonder weight loss pill. WP however wanted more clinical trials to be conducted and did not
allow Paida and the research team to allow the wonder pill to go out into the market. Paida
was furious and at the same time disappointed. She felt that the politics and red tape within
the company were too much for her to handle and her research would be better appreciated at
another pharmaceutical company. This prompted her decision to resign on 15 June 2015. Her
last working day at WP was 30 June 2015.
She was given a restraint of trade agreement to sign on 24 June 2015. Paida signed the restraint
of trade agreement after consulting her attorney. Her attorney advised her that she should sign
the agreement as the restraint of trade amount of $30 000 was more than fair. He also advised
her that the period of restraint which was 24 months from 1 July 2015 was also more than fair.
Paida was not allowed to be involved directly or indirectly in any development of weight loss
drugs during this period. She received an amount of $30,000 on 1 July 2015.
Paida paid $1 500 (including VAT) in legal fees to her attorneys for the legal advice she received.
This amount was settled in full on 10 July 2015.
Paida’s payslip for June 2015 looked like this:
Receipts (Notes 1-4 below)
Basic Salary
Leave pay
Cellphone allowance
Computer allowance
Fringe benefits
Total receipts

$
8 000
15 000
100
500
nil
23 600

Deductions (Note 5 on next page)
PAYE
Group life benefit
NSSA
Medical aid contribution
Pension Fund contributions
Total deductions
Net Pay

$
?
25
24.5
300
400
?
?

Notes:
1.
Paida had leave due to her which accumulated over the last five years and was paid out to
her in June 2015.

CAA

2.

Paida is required to use her cellphone for business purposes. Her cellphone bill amounted
to $110. Her personal use amounted to $30 and business use was $80 for June 2015.

3.

Paida also requires an iPad for business purposes. She acquired an Apple iPad on 1 June
2015 for $500. It has been confirmed that the iPad is used 100% for business purposes.

4.

During October 2015 the computer software of WP that generates the payslips picked up
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a virus due to the implementation of the new 2015 tax legislation changes arising from the
midterm fiscal policy. It resulted in none of the fringe benefit values being included in the
payslips. Paida received the following fringe benefits from WP:
• Paida was provided with exclusive use of a BMW 3 series (a passenger motor vehicle
as defined for VAT purposes – 3 000ccs) with a cost price and market value of $46
000 (including VAT) from 1 June 2015. Paida also received a monthly fuel allowance
of $450 in the month of June. She had unlimited use of the BMW 3 series in the
evenings and over the weekends. Paida travelled a total of 1 685 kilometers in this
motor vehicle from 1 June 2015 up to 30 June 2015, of which 800 kilometres were
travelled for business purposes as shown by her log book. Paida bears no costs in
respect of this vehicle.
• Nyasha was granted a bursary of $1 000 from WP in June 2015 for her university
fees, residence fees and text books. Nyasha received the bursary based on Paida’s
employment with WP.
5. WP’s employment conditions entail, inter alia, the following:
•
All employees must take out a group life benefit policy. In case of death, the policy
will pay out three times the employee’s annual salary to the employee’s partner.
•
Paida’s monthly contribution to her medical aid amounts to $300 per month.
Ronald and Nyasha are also registered dependents on her medical aid. In addition
to the employee’s contribution, WP also contributes $150 per month towards all its
employee’s medical aid contributions. WP only contributed towards Paida’s medical
aid until her resignation.
6. Paida’s mum, Nyarai, age 79, lives with Ronald and her. Nyarai has been diagnosed with
chronic arthritis and has been living with Paida for the last 5 years and is dependent on Paida
for her care and support. Paida pays all her mum’s medical expenses also. Ronald and Paida
decided not to put Nyarai on their medical aid. This was due to the high premium and her
medical bills per month were less than the medical aid premium per month. In addition to
paying for her medical expenses, Paida also contributes $100 per month towards a separate
medical aid that is only a hospital plan. A hospital plan only covers medical expenses in the
event of the member being admitted into hospital. The day to day medical expenses are
not covered by this medical aid. Nyarai’s medical expenses not covered by the medical aid
amounted to $800 for the month of June 2015.
7. Paida also paid medical expenses not covered by the medical aid in the amount of $200 for
Ronald, Nyasha and herself for the month of June 2015.
Required
a) In respect of the month of June, calculate the amount of PAYE to be deducted by WP in
respect of Paida’s employment income. Note: for items which are neither taxable nor
deductible indicate by the use of a zero in your tax computation.
15 marks
b) Discuss in terms of the Income Tax Act and applicable case law the treatment of the
restraint of trade receipts from WP and the legal fees paid by Paida to the attorney’s.
5 marks
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Tut 06 Solutions:
a. Paida Mukute: Tax Computation for the month of June 2015
$

$

Basic Salary – Sec 8 (1) (b)
Leave pay – Sec 8 (1) (b)
Cellphone Allowance – the benefit is calculated with reference to the cost to WP,s ($100 - $80) – Sec 8 (1) (f)
Computer allowance – not taxable as the full amount was
used to acquire iPad used 100% for business purposes
Motoring benefit – sec 8 (1) (f) Fuel allowance – sec 8 (1) (f) - $450 *((1,685-800)/1,685)
Bursary - received by Nyasha by reason of her mother’s
employment with WP
Medical Aid contribution by WP - exempt
Group life policy – not deductible capital in nature
NSSA – Sec 15
Pension contributions – Sec 15
Taxable Income
Apply tax tables
Tax on the first $20,000
($24,432 - $20,000) * 50%
Less Credits
Elderly person’s credit ($900/12)
Medical aid contributions ($300 * 50%)
Medical expenses ($200 * 50%)
Medical expenses – Paida’s mother – no credit since she
is not a minor
Add 3% AIDS levy (3% * $9,344.18)
Total PAYE

7 215
2 216

8,000
15,000

½
1

20

1

0

1

600
236

1
1

1,000

1

0
0
(24,5)
(400)
24,432

½
½
1
1

9 431

½
½

(75)
(150)
(100)

1
1
1

0

1

9 106
273
9 739

½
15

b. Discuss in terms of the Income Tax Act and relevant case law the tax treatment of the
restraint of trade receipt from WP and the legal fees paid by Paida to her attorney’s.
Restraint of trade: $30,000
•
•
•

CAA

The issue to discuss is whether the restraint of trade receipts are capital or revenue
in nature as the gross income definition excludes capital receipts.
1 mark
In the case ITC 1338 (1981) 43 SATC 171 it was held that if the receipts are in lieu of
future restraint of trade, the receipt will be capital in nature.
1 mark
In our question it is clear that the receipt of $30,000 is in respect of restraint of trade
as Paida will not be able to engage in competing research to WP.
1 mark
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Therefore, since the amount of $30,000 is capital in nature it will not be included in
Paida’s taxable income.
1 mark

Legal Fees: $1,500
•

172

Since the fees were incurred in the generation of capital receipts, there will also be
deemed to expenditures which are capital in nature hence not deductible. 1 mark
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Dr. Joe Munjoma (aged 57) is a Zimbabwean resident taxpayer. He was employed as a dentist at
Dentists (Pvt) Limited (Dentists) in Harare, but resigned from this employment on 31 May 2014.
He started his own practice (Joe Dentistry) from his home on 1 September 2014.
Information relating to Dr. Joe for the year of assessment ending 31 December 2014 is given
below.
Employment package
(i)
A cash salary of $1,000 per month and 50% of the amounts billed to patients seen by Dr
Joe. Dr Joe had billings of $65,000 for the period 1 January 2014 to 31 May 2014.
(ii) Dentists contributed 10% of his salary and share of billings to its company pension fund
(which is registered in terms of the Pension and Provident Fund Act of Zimbabwe) for Dr
Joe.
(iii) Dr Joe uses a company allocated laptop computer to review patient X-rays and to plan
complicated dental surgery procedures. The laptop cost $1,600 and was purchased on 1
January 2014. When Joe resigned he took the laptop with him and continued to use it in
his own practice.
(iv) Dentists paid the sum of $500 per annum to license the specialist software used on Dr Joe’s
laptop computer. Dr Joe was permitted to continue to use the software in his own practice.
(v) While working for Dentists, Dr Joe was allowed any dental work at no cost. Dr Joe needed
some dental work and a cleaning by an oral hygienist during the year. The cost to Dentists
of providing these services amounted to $560.
(vi) Dentists contributes the entire scheme rate to the medical scheme for its employees. For
Dr Joe, this amounted to $350/month in total for his wife (as the only dependent) and
himself.
(vii) Dr Joe had the flatlet on his property converted for use as a dental practice. The building
work, which was completed on 1 August 2014, cost $50,000.
(viii) The dental equipment required to furnish the practice was purchased new at a cost of
$100,000.
(ix) Dr Joe borrowed money from his personal bond to fund the expenditure on items (vii)
and (viii). Interest on the bond amounted to $5,000 (of which 20% pertains to the dental
equipment and 10% to the building work).
(x) Dr Joe’s fee income from when he began trading in his own name, on 1 September 2014
until 31 December 2014, amounted to $42,000.
(xi) The portion of rates, water and electricity on the property which relates to the dentistry
practice amounted to $3,600 for the period 1 September 2014 (when the conversion was
completed) to 31 December 2014.
Other information:
(xii) Dr Joe contributed $200 per month to a retirement annuity fund (RAF) up to 31 May 2014
and these contributions were taken into account by Dentists when calculating the employee’s tax withheld. When Dr Joe resigned from Dentist he withdrew from the retirement annuity fund and with effect from 1 June 2014 started receiving a monthly payment of $700.
(xiii) Dr Joe took over payment of the medical contributions for himself and his wife (as in item
(vi)) with effect from 1 June 2014. In addition, he incurred medical costs amounting to
$200 in the year, which were not recoverable from the medical scheme.
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(xiv) On 1 June 2014 Dr Joe also received a lump sum of $80,000 from the Dentists pension fund.
(xv) Dr Joe used part of the pension proceeds to acquire an office building in the Avondale suburb of Harare. He purchased the building for a total cost of $70,000 from a non- registered
VAT operator. From 1 July he started receiving a monthly rental of $1,000.
Required
a)
In respect of the above information calculate Dr Joe Munjoma’s taxable income and tax
payable for the 2014 tax year of assessment. Your answer should be structured as follows:
Employment Income
12 marks
Trade and Investments Income
8 marks
For items which are neither taxable nor deductible indicate by the use of a zero and provide a
brief explanation.
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Tut 7 Solution
a) In respect of the above information calculate Dr Joe Munjoma’s taxable income and tax
payable for the 2014 tax year of assessment. Your answer should be structured as follows:
Employment Income
Trade and Investments Income
For items which are neither taxable nor deductible indicate by the use of a zero and
provide a brief explanation.

Employment Income
$

$

Cash Salary ($1,000 * 5)
Based on Billings - $65,000 * 50%
Employer pension fund contributions- exempt
Laptop Benefit
Software benefit – ($500 * 7/12)

Marks
5,000

½

32,500

1

0

1

1,600

1

292

1

Dental work for Dr Joe - exempt

0

½

Employer medical Aid contributions - exempt

0

½

Contributions to RAF - $200 * 5

(1,000)

1

Receipt from RAF – Exempt – Joe is over 55 years

0

1

Receipts from Pension fund – exempt – Joe is over 55
years

0

1

Taxable Income

38,392

Apply Tax Table
On the 1st $36 000
($38,392 - $36,000)*30%
Less Credits:

7 380
778

1
8 158

1

Elderly person’s credit

(900)

1

Medical Expenses - $200 * 50%

(100)

1

7 158
Add 3% AIDS levy - $7 158 * 3%
Tax payable

CAA
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Trade and Investments Income
$

$

Improvements Flatlet – ($50,000 + ($5,000 *10%))*2,5%
(W&T on commercial building)
Capital allowances – dental equipment ($100,000 + ($5,000
* 20%))*25%
Fee Income
Rates, water and electricity
Laptop computer : $1,600 * 25%

Marks
(1,263)

2

(25,250)

2

42,000

½
½

(3,600)
(400)

1

Rental Income:
Total received - $1,000* 6
Less Exempt – over 55 years of age
Capital allowances on office building - $70,000 *2.5%

6,000
(3,000)

Taxable Income
Tax @ 25%
Less Credit – Medical aid contributions ($350 * 7 * 50%)
Add 3% AIDS levy - $2,397 * 3%
Tax Payable
Total

176

½
3,000
(1,750)

1
1

12,737
3,184

½

(1,225)
1,959
59

1
½

2,018
24
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Tut 08
Newwave Ltd (Newwave) manufactures electronic cigarettes. This is a new concept of cigarettes
that was invented by the major shareholder and CEO of Newwave. The company was listed on
the Zimbabwe Stock Exchange in 2009 as it hoped to raise more equity after its entire share capital was wiped out when Zimbabwe changed from Zimbabwe dollars to adopt multi-currency. The
electronic cigarettes are odorless, ash free and do not need a lighter. Newwave manufactures
in its own factory situated in Southerton Industrial Area. The manufacture of the cigarettes is
regarded as a manufacturing process by the Zimbabwe Revenue Authority (ZIMRA).
Newwave’s financial year ends on 31 March each year. Its 2012 annual financial statements,
which include the effects of the journal entries below, reflect profit before tax of $5 340 500.
The amounts exclude VAT where applicable.
In preparation of its annual financial statements a number of unrelated journal entries were
made, some of which were as follows:
1

Investment in rent-producing property

Dr

Cr

250 000

Investment property

250 000

Income statement (fair value adjustment)

Investment in a property valued at its fair value in terms of IAS
40,
Explanation: Newwave participated in the government project to encourage companies to
invest in building residential accommodation to ease accommodation woes under the operation titled ‘Operation Garikai’. In 2010 it purchased land and built cluster houses in Greendale. The houses where finished and brought into use on 1 April 2011 at a total cost of $750
000. The cluster houses are subject to an annual fair value adjustment. On 31 March 2012
the fair value was $1 000 000.

Dr
Bank

Cr

48 000

Income statement (rental)

16 000

Income received in advance (accounts payable)

32 000

Rental received for six months, of which four months are in
advance
Explanation: Newwave lets the property at a market-related rental. The tenants paid $48
000 to Newwave on 3 February 2012, being rental for the six-month period 1 February 2012
to 31 July 2012. The rental for the four months that fall in its 2013 financial year has been
included in Newwave’s accounts payable.
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Investment in ‘local’ listed shares
Dr
180 000

Investment in a ‘local’ listed company
Bank
Investment in a ‘local’ listed company
Fair Value adjustment – Income Statement

Cr
180 000

11 000

Investment in a ‘local’ listed company

11 000

Investment in a ‘local’ listed company restated at its fair value
Explanation: On 1 September 2011 Newwave purchased shares in Econet, a ‘local’ listed
company as an investment for $180 000. Newwave does not deal in shares.
On 31 March 2012 the fair value of this investment was $169 000. In accordance with IFRS
9, Financial Instruments, Newwave classified this investment as ‘at fair value through Profit
and Loss’.

Bank
Income statement (sundry income: ‘local’ dividend)

Dr
16 000

Cr
16 000

‘Local’ dividend received from its investment in the ‘local’ listed
company

3

Explanation: On 31 January 2012 Newwave received a ‘local’ dividend of $16 000 from its
investment in Econet. This was the only dividend that accrued to it in its 2012 financial year
in the profit and loss.
Capitalised finance lease
Dr
300 000
42 000

Computer
VAT input account
Lease liability
Computer purchased under a finance lease

342 000

Lease liability
Bank
Settlement of the first annual lease rental under the finance
lease in advance
Income statement (finance charges)
Lease liability
Interest for one month (to 31 March 2012) calculated as follows:
($342 000 - $130 000) x 14,756% x 1/12
Income statement (depreciation)
Accumulated depreciation
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130 000
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2 607
2 607

5 000
5 000
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Depreciation on the computer for the 2012 financial year
calculated as follows:
$300 000 x 20% x 1/12
Explanation: On 1 March 2012 Newwave leased a computer for a three-year period at a
lease rental of $130 000 per annum payable annually in advance. Newwave capitalised this
finance lease in its accounting records. The lease agreement reflects a cash cost for the
computer of $300 000, VAT of $42 000 and finance charges of $48 000. On 1 February 2012
Newwave Ltd paid its first annual rental of $130 000. ZIMRA allows a special initial allowance
of 25% p.a
4

Impaired plant
Income statement (depreciation)
Accumulated depreciation
Depreciation on the plastic bottle plant at 20% per annum on the
straight-line basis

Dr
30 000

Cr
30 000

25 000

Income statement (impairment loss)
Accumulated impairment
The plastic bottle plant reflected at its recoverable amount

25 000

Explanation: Newwave used to sell its cigarettes in plastic cases, but stopped doing so in order to
comply with environmental requirements. The plant that was used to package plastic cases
with cigarettes is now only used occasionally, and solely for special export orders.
Because of the decline in popularity of plastic cases the value of this plant has also declined.
After provision for depreciation of $30 000 for its 2012 financial year, the carrying amount
of the plant was $60 000. It originally cost $150 000 (excluding VAT) and depreciation has
been provided at a rate of 20% per annum on the straight-line basis. The asset was acquired,
brand new, on 1 March 2009 and it qualified for the special initial allowance from that date
at 50%, and 25% wear and tear thereafter. Its market value is now $35 000, which is both
its scrap value and the recoverable amount. To reduce the value in the financial statements
to the recoverable amount, an impairment loss of $25 000 was charged to the income statement.
5

New plant
Dr
750 000

Plant
Bank

Cr
750 000

Purchase on 1 September 2011 of a tablet-making plant
75 000

Income statement (depreciation)

75 000

Accumulated depreciation

Depreciation on the tablet-making plant at 20% for the 2012
financial year calculated as follows: $750 000 x 20% x 6/12
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Explanation: Newwave now also sells its cigarettes in biodegradable paper cases, which
necessitated the purchase of plant to package the cigarettes in those cases. Newwave
purchased a new and unused packaging plant on 1 October 2011 which was immediately
brought into use.
6

Defined benefit pension fund

Defined benefit pension net liability
Bank
The contribution of Newwave (as the employer) to the pension fund

Dr
432 000

432 000

253 000
Income statement (defined benefit pension expense)
Defined benefit pension liability
The charge for the net pension expense to the income statement for the
2012 financial year. This amount was determined as follows:

Current service costs
Plus: Interest cost on pension obligation
Less:

Interest on pension plan assets

Less: Decrease in past services costs
Charge to income statement

Cr

253 000

$
225 000
610 000
835 000
(570 000)
265 000
(12 000)
253 000

Explanation: Newwave employees contribute 6% of their salaries to the company’s pension
fund, while the company contributes on the basis of $2 for each $1 contributed by an employee, which in effect means that the company contributes 12% of the value of employees’
salaries to the pension fund which is all deductible for tax purposes.
Newwave has a defined benefit fund. At the end of the company’s financial year an actuary
determines the pension fund assets and liabilities. Newwave provides for a defined benefit
pension liability in terms of IAS 19, Employee benefits. On 1 March 2011 the balance of its
defined benefit pension liability was $1 000 000, and benefits of $400 000 were paid out by
the fund during the year.
7. Prepaid expenses

Prepaid expenses (balance sheet) Income
statement (insurance) Income
statement (property rates)
Income statement (Medical Council levy)
The portion of the above expenses that relates to its 2013 financial year
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Explanation: Newwave pays the insurance premium on its business assets, the property rates for
its trade premises and a levy to the Medical Council annually in advance.
Amount paid
Date
(excluding VAT) Paid
$60 000
29 Nov 2011
Insurance premium
Property rates
$18 000
24 Jan 2012
Levy to the Medical Council $12 000
27 Aug 2012
There were no prepaid expenses at 31 March 2011.
8

Period covered
1 Dec 2011 to 30 Nov 2012
1 Feb 2012 to 31 Jan 2013
1 Sept 2011 to 30 Aug 2012

Doubtful debts

Income statement (increase in the provision for doubtful debts and
bad debts written off)
Provision for doubtful debts
Accounts receivables
The adjustment to increase the provision for doubtful debts from
$34 000 to $42 000 and $1 000 for bad debts written off during the
year

Dr
9 000

Cr

8 000
1 000

Explanation: Relates to provision for doubtful debts and bad debts written off. The accountant is unsure whether ZIMRA will give him a deduction in respect of the amounts.
9

Bad debt

Dr
27 200

Income statement (bad debt expense)
Loan to employee

Cr
27 200

The amount owing by an employee, Mr. Ghana, written off as
a bad debt
Explanation: Newwave is not a moneylender, but on 1 March 2009 lent $20 000 to an employee, Mr. Ghana, to partly finance his study expenses. The loan was at an interest rate of
12% per year. However, Mr. Ghana has for the past three years neither repaid any portion
of this loan nor any of the interest due. It is clear that he will not be able to repay any of the
amount owing and the company has therefore decided to write off the amount of the loan
as well as the interest as a bad debt.
10 Cottages for employees

Buildings (ten cottages)
Bank
The erection of ten cottages at $150 000 each
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Bank

1 500 000
1 500
000

Debentures
Funds borrowed to pay for cottages
67 500

Buildings (borrowing costs on the ten cottages capitalised)
Bank
The debenture interest for the first six months
Buildings (borrowing costs on the ten cottages capitalised)
Income statement (interest incurred)
Bank
The debenture interest for the second six months
Income statement (depreciation of buildings)
Accumulated depreciation on buildings
Depreciation on these buildings provided for in terms of IAS 16,
Property, plant and equipment, and calculated as follows: ($1 500
000 + $67 500 + $22 500) x 5% x 4/12

67 500
22 500
45 000
67 500
26 500
26 500

Explanation: On 1 April 2011 Newwave commenced with the erection of ten cottages (ten
dwellings) on its own premises. These cottages were completed at a cost of $150 000 each
on 30 November 2011. They were occupied rent-free by ten of its employees as from 1 December 2011. To finance the entire cost of the cottages, Newwave issued 9% debentures on
1 April 2011. Interest on the debentures is payable six monthly.
11 Share options
Dr

182

Cr

Income statement (staff costs - share options)
Equity (share options)
The cost of the equity settled options of the third and final year of
the vesting period recognised as follows:
(50 x 1 000 x $3) – 112 500 = $37 500
Previously recognised as follows: up to 28 February 2011
(50 x 1 000 x $3 x 27/36) = $112 500

37 500

Loan to employees
Equity (share options)
Share capital
Share premium
500 000 shares with a nominal value of $1 each issued to
employees in terms of the share option scheme

500 000
150 000
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Loan to employees
Income statement (interest accrued)
Interest accrued on the loan to employees at a rate equal to the
dividend declared

Dr
20 000

Cr
20 000

Explanation: On 1 January 2007 Newwave granted share options to 50 of its employees,
enabling each of them to purchase 1 000 Newwave shares at $10 a share.
The par value of a Newwave share is $1. Each option had a fair value of $3 on the grant date.
Each grant is conditional on the employee remaining in the employ of the company until
31 December 2011. During its 2009, 2010 and 2011 financial years it was estimated that
no employee would leave Newwave’s employ before the vesting date (31 December 2011).
Indeed, all 50 employees were still employed on 31 December 2011 and exercised their options on this date. The value of a Newwave share was then $16. In terms of the articles of
association of the company, the employees are not entitled to continue to hold the shares
after they cease to be employed by the company.
Newwave granted loans of $10 000 each to the employees for the purchase of the shares.
The loans bear interest at a rate equal to the dividend that accrued to the employee. On 29
February 2012 a dividend of $400 accrued to each of the 50 employees which was offset as
interest on the loan.
12 Provisions

Dr
180 000

Factory Building
Provision for Environmental Rehabilitation

Cr
180 000

Provision for environmental rehabilitation at the area of the
main cigarette processing plant
Depreciation

6 750

Accumulated Depreciation

6750

($180 000/20 x 9/12)

Provision (Income Statement)
Provision for Environmental Rehabilitation

Dr
20 000

Cr
20 000

($180000x11%*9/12)
Explanation: During the year new legislation requiring companies that dispose of toxic waste
in the environment to ensure that the environment has been restored to its original conditions. The new legislation came into effect on 1 July 2011. Newwave, in its main location,
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produces a filtered toxic substance from the manufacture of cigarettes. When they started
operating the plant, the company had not invested in the combustion machinery that breaks
up the toxic substance into a detoxed form; some of the substance was dumped behind the
main factory. Environmental experts engaged during the year have provided the estimate of
the amount needed to rehabilitate the environment and the amount has been discounted
correctly at 11% to $180 000. The useful life of the plant has been estimated to be 20 years.
All capital allowances on the factory building had been fully claimed in prior years.
13 Other Journals

Dr
500 000

Commission Expense

Cr
500 000

Bank

Commission paid to a government official who helped
the company avoid censure by government over its noncompliance with the Indigenisation and Empowerment Act
Fines
24 000
Bank

24 000

Fines paid to Environmental Management Agency (EMA),
due to unlawful dumping of expired products

Legal Fees
Bank

Dr
20 000

Cr
20 000

Explanation: Mr. Kitsu, the CEO and major shareholder, is Ghanaian. The company was listed in
the initial list that came out in the government gazette for companies that needed to comply
with the Indigenisation and Empowerment Regulations. After a series of meetings with some
influential government officials, the company was taken off the list. However, a commission was
paid to some officials for their effort to ensure the company was removed from the list.
The amount for fines relates to amounts charged by EMA when the company’s truck driver was
caught at night dumping expired products in an undesignated place.
Legal fees were paid for a case that is still on-going against ZIMRA as a result of an allegation by
ZIMRA of understating its tax payable from 2009 to 2011 by $1 000 000. The amount of $2 500
000, which is the potential liability if the company loses the case, (being $1 000 000 for the understated tax, $1 000 000 for penalty and $500 000 for interest) has been disclosed in the notes.
Required
Calculate the taxable income of Newwave for its financial year ended 31 March 2012. Start
with profit before tax of $5 340 500. Support your answer with workings and reasons.
CAA CTA JUNE 2013
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Tut 08 Solution
Q 1 Calculation of taxable income

$

Net income per income statement

5 340 500

1

(250 000)

2

Investment in rent-producing property
Less fair value adjustment (gain) in investment property (no receipt
or accrual, so not gross income)
Less W&T – (2.5% x 750 000) – 4th Schedule Para 2(commercial
building)

Add rentals received in advance (a receipt, so included in gross
income)

2
(18 750)
32 000

2

Investment in local listed shares
Add back fair value adjustment through profit and loss (no loss or
expense actually incurred)
Less ‘local’ dividend - 3rd Schedule Para 9

11 000

1

(16 000)

2

2 607

1

5 000

1
2

Capitalised finance lease
Add back finance charges (accounting provision)

(reversal of accounting treatment as only lease payments are
allowed for tax purposes)
Add back depreciation (accounting provision)

Less lease rentals incurred adjusted for input tax (100/115 X
130 000) – Sect 15(2)(d)

(113 043)

Impaired plant

(37 500)

1
1
1

75 000

1

Add back depreciation (accounting provision)

30 000

Add back impairment loss (accounting provision)
Accelerated Wear and tear (25% x 150 000)

25 000

New plant
Add back depreciation (accounting provision)
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Less SIA allowance: $750 000 x 25%

(187 500)

1

253 000

2

(432 000)

2

(40 000)

1

Defined benefits pension fund
Add back pension charge to income statement (no expense or loss
actually incurred)
Deduction for the employer’s pension fund contribution
Prepaid expenses
Insurance

$
Rates

(15000)

1

Medical Council levy

(5 000)

1

8 000
-

1
1

20 000

2

26 500

1

-

2

Doubtful debts – Section 15(2) (g)
Add back provision for doubtful debts (accounting entry)
Bad debts (Allowed – no adjustment)
Bad debt – Section 15(2)(g)
Add back ‘capital’ portion of the debt owing by Mr Ghana. New
Wave Ltd is not a moneylender and the $20 000 never formed part
of its income. However, as the interest of $7 200 was included in
New Wave Ltd’s income, it is tax deductible
Cottages for employees
Add back depreciation on buildings (accounting entry)
Residential units disqualified for capital allowances since
construction of each unit exceeds $25 000

Issue of debentures (receipt of a capital nature) - no
adjustment required
The debenture interest including the pre-production portion is
tax deductible. So a further $90 000 is deductible
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Interest on debentures (no adjustment necessary)

-

1

Interest accrued on loans to employees forms part of New Wave
Ltd.’s gross income and therefore no adjustment is required

-

2

Add back provision for equity (no expense or loss actually incurred)

37 500

2

Increase in share capital and share premium (receipt of a
capital nature) - no adjustments required

-

2

6 750
20 000

1
1

500 000
24 000
20 000

1
1
1

Taxable income

5 232 064

1c

Tax and Aids levy at 25.75%
Income after tax

1 347 256

2

Share options

Provisions
Add back depreciation
Add back provision – no incurred
Other Journals
Commission - not incurred for the purpose of trade
Fines
Legal Fees

Presentation
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Tut 09
Marble Arch Hardware (Pvt) Ltd (MAH), a company registered in Zimbabwe, deals in tools, hardware and building supplies. It also owns a residential property, which is let, as well as shares in
listed companies, which are held as investments.
Throughout the 2012 financial year its share capital consisted of 100 shares of $10 each, which
was held as follows:

Cabriole Ltd (an unlisted company registered in the United Kingdom)
Mr. Dayle Chippen (ordinarily resident in Zimbabwe)
Camelback Trust (a Zimbabwean Trust)
Ms. Sofia Bridgewater (a resident in Canada)

%

$

60

600

20

200

15

150

5

50

100

Issued share capital
Retained profit at 31 December 2012
Equity at 31 December 2012

1 000
11 200

12 200

MAH had borrowed $40 000 from Cabriole Ltd (‘Cabriole’) at a rate of 10%. The interest had been
credited to Cabriole’s account in MAH’s books at 31 December 2012. The agreement had been
authorized by Exchange Control.
MAH accrued management fees payable to Cabriole amounting to $36 010, being 2% of gross
profit. This had been credited to Cabriole’s account at 31 December 2012. The agreement to pay
a fee had been authorized by Exchange Control.
In November 2012 MAH declared a dividend of $60 000 after obtaining the relevant Exchange
Control authorization.
MAH has prepared the following Profit and Loss Account for the 2012 year:
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MARBLE ARCH HARDWARE (PVT) LTD
PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2012
$
Gross profit from trading account
Rental income
Dividends from quoted Zimbabwe shares
Profit on sale of residential house

$

$
1 800 500
7 000
2 510
36 000
1 846 010

Expenses
Agent’s commission on sale of property
Entertainment
Staff Christmas party
Allowance to Managing Director
Lunch for customers

8 750
1 760
630
360
2 750

Interest
Cabriole
Zimbabwe Revenue Authority late payment of tax

4 000
.680
4 680

Legal expenses on sale of property
PAYE penalties
Payment to ACME Ltd to become sole agents for their
Tools
Partitions erected in office
Provisions
Specific provision for doubtful debts
Specific provision for leave pay
Provision for anticipated repairs

420
3 500
5 600
2 920
2 400
5 100
3 100
10 600

Other expenses - all allowable
Administration fee

1 769 580
1 808 800
36 010
1 844 810

Net profit

1 200

MAH sold the residential property on 5 August 2012 for $87 500. The property had been acquired in February 2006 for the equivalent of U$51 500.
During the 2012 year MAH purchased a second-hand twin cab for $19 000 and a Fiscalised register for $2 000.
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Withholding taxes in terms of Double Tax Agreements

NRST
Country

(Unlisted shares)

NRT Fees

NRT

Excluding
directors’

royalty

Normal

Reduced

fees

%

%

%

%

Canada

15

10*

10

10

United Kingdom

15

5*

10

10

* Reduced where the recipient is a company beneficially owning at least 25% of the company
distributing the dividend.
Required
Prepare an income tax computation for MAH for the year ended 31 December 2012, commencing with net profit of$1 200. Where necessary motivate your answer. You are not required to
calculate any income tax payable.
ICAZ ITC JUNE 2013
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Tut 09 Solution
MAH – Income Tax Computation
Net profit

$

$

Dividend from Zimbabwe quoted shares – exempt 3rd schedule
Profit from sale of residential house – capital in nature
Recoupment: No capital allowances had been granted in US$ therefore no recoupment
Agent’s commission – Capital in nature since it was incurred towards
the disposal of property

Marks
½
1,200
(2,510)

1

(36,000)

1

0
8,750

Staff Christmas party – treated as a staff cost - deductible
Allowance to Managing director – disallowed sect 16

0
630

Lunch for customers - Prohibited deduction (sect 16)
Interest : Thin capitalisation 16 (1) (q)

360

Paid
Allowable Portion * (3/3.29 * $4,000)
Disallowed Portion

1
1
1
½
½

4,000
(3,647)
353

353

2

Current debt to equity ratio:
$40,000: $12,200
3,29: 1
Allowable portion is restricted to a debt to equity ratio of 3:1
Interest: ZIMRA Late payment of tax – prohibited sect 16
Legal expenses on sale of property – capital in nature
PAYE Penalties – Prohibited sect 16
Payment to ACME Ltd – Capital in nature – prohibited sect 16
Partitions erected in office – Capital in nature
Provisions : Doubtful debts provision – not deductible, on actual bad
debts are deductible
Leave pay provision – not cash outflow
Provision for anticipated repairs – no deduction allowable in respect
of future expenses
Capital Allowance
Second Hand Twin Cab – Passenger motor vehicle ($10,000 * 25%)
Fiscalised register - SIA ($2,000 * 50% * 25%)
Partitions erected in office (commercial building) – ($2,920 * 2.5%)
Tax loss

CAA
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680
420

½

3,500

1
½

5,600
2,920

1
1

2,400
5,100
3,100

1
1
1

(2,500)

1

(250)

1

(73)

1

(6 320)
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Tut 10
Zuva Cards (Pvt) Ltd (Zuva) is a company resident in Zimbabwe. It designs and manufactures cards
that are collected by children and sells these cards to producers of breakfast cereals and snack
foods. Its financial year ends on the last day of December each year.
The issued ordinary share capital of Zuva was held as follows throughout the 2013 financial year:
• 40% by Yugi Yuglyo, a resident of Armenia, a country with which South Africa does not
have a double tax agreement;
• 30% by Tinotenda Moyo, a resident of Zimbabwe;
• 20% by Tyson James, a resident of Zimbabwe;
• and 10% by Max Mapako, a resident of Zimbabwe.
These four shareholders were also the sole directors of Zuva during the 2013 financial year.
Tinotenda Moyo is its managing director. Tinotenda Moyo, Tyson James and Max Mapako are all
full-time employees and executive directors of Zuva and as such they receive salaries from the
company. Yugi Yuglyo is a non-executive director. All four directors also earn fees for attending directors ‘meetings. The meetings are held in Zimbabwe. Directors ‘salaries and fees are included
in the amount stated under the heading ―Salaries, wages and benefits‖ in the detailed income
statement.
Yugi Yuglyo lent Zuva the equivalent of $65 000 on 30 June 2011. The funds were made available
to Zuva in Armenia. Zuva transferred the funds to Zimbabwe in July 2011 for use in its business.
This loan is denominated in United States Dollars and has no fixed terms of repayment. It bore
interest at a rate of 18% throughout the 2013 financial year of Zuva, but no portion was repaid
during this period.
(It should be noted that all amounts reflected in the detailed statement of comprehensive income below and in the notes that follow on it, exclude value-added tax (VAT) where appropriate
unless specifically stated to the contrary. Zuva is registered as an operator for VAT purposes.)
The detailed draft statement of comprehensive income of Zuva for the year ended 31 December
2013 is set out on the next page:

Notes
$
1 625 000
(1 250 000)

$
Sales
Less: Cost of sales
Opening stock
Purchases
Less: Closing stock
Gross Profit
Add Sundry Income
Dividend income
Capital profit on sale of local shares
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(152 500)
(1 157 500)
(1 310 000)
60 000
375 000
20 986
2
3

2 900
8 000
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Insurance settlement received
Prescribed debt
Profit on sale of machine A

Less: Expenditure
Bad debts
Increase in provision for doubtful debts
Depreciation on motor vehicle
Depreciation on computer
Finance charges
Depreciation on machine A
Depreciation on machine B
Depreciation on other machinery and
depreciable assets
Rentals
Insurance premiums
Salaries, wages and benefits
Restraint of trade
Provision for leave pay
Interest
Cost of trade mark written off
Other tax-deductible administrative and
Marketing expenses
Comprehensive income (Net profit) before tax

TAX
402
4
5
11

2 736
600
6 750
395 986
(380 986)

6
7
8
9
10
11
11

4 500
600
3 705
570
220
1 250
1 875

12
13
14
15
16
17
18
19

8 625
6 750
8 100
290 000
33 600
950
11 700
4 000
4 541
15 000

Additional notes
1. On 1 December 2013, Zuva concluded a contract to import raw materials from an American
supplier at a cost of $24 000. The raw materials were shipped free on board on 22 December
2013 but had not arrived in Zimbabwe by 31 December 2013. The creditor is to be settled on
31 January 2014. Zuva did not, in its 2013 financial year, process any accounting entries
relating to any of these transactions.
Additional notes - continued
2. The following dividends accrued to Zuva during the 2013 year of assessment:
$
Dividends from resident companies operating in Zimbabwe that
accrued to Zuva during the period January 2013 to October 2013.
The shareholding of Zuva in these companies is in all cases less than 50%
A distribution from a collective investment scheme in property.
This distribution comprises interest of $880

2 020

880
Total

CAA
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3. During the 2013 year of assessment Zuva disposed of only the following capital assets:
• Disposal of some of its share investments at a capital profit of $5 500 (as determined
in accordance with the Capital Gains Tax Act). The related accounting profit is $8
000.
• Sale (trade-in) on 31 August 2013 of machine A (see note 11).
4. A road freight contractor had collected an order of cards (trading stock) Zuva’s premises for
delivery to a customer. On its way to its destination the road freight contractor‘s delivery
van, along with Zuva’ trading stock, was stolen. On 15 December 2013 Zuva was awarded
an insurance settlement from its insurer of $2 736 for the stolen trading stock. This amount
does not take any possible VAT adjustment that may have to be taken into account. You can
assume that no accounting entry was made to record the sale of the trading stock or the
write of thereof as a result of the theft.
5. During the 2011 year of assessment Zuva had purchased raw materials for $1 500, excluding
VAT, from a manufacturer that was closing down. Zuva paid $900 (being 60% of the purchase
consideration) on the date of delivery. For the following three years it tried unsuccessfully
to pay the 40% balance of the purchase consideration ($600). Every cheque posted was
returned with ―address no longer valid‖ endorsed on it. Because the debt has now prescribed, the amount owing has been written back in its detailed draft statement of comprehensive income.
6. Bad debts written off of $4 500 consist of $1 800 for trade debtors and a loan of $2 700 to
a supplier who has been liquidated. This loan came about during the 2012 financial year of
Zuva, when it lent $2 700 to a raw material supplier who was experiencing liquidity problems. The sup-plier was liquidated on 1 December 2013 and Kiddies has been unable to
recover any portion of the loan.
7. The accounting provision for doubtful debts as at 31 December 2013 was $5 000, an increase
of $600 from the balance as at 31 December 2012. These debts would have been allowed
as a deduction under any other provisions of Sect 15 of the Income Tax Act, had it become
irrecoverable.
8. On 1 June 2013 a motor car used by Zuva’s sales staff for visits to customers, was purchased
and immediately brought into use. (This motor car meets the definition of a passenger motor vehicle as provided in the Income Tax Act.) It cost $29 900 ($26 000 plus VAT of $3 900).
Depreciation of $3 705 has been provided for on this motor car.
9. On 1 December 2011 Zuva leased a computer from a financial institution under a two-year finance lease. Zuva capitalised the financial lease for accounting purposes. It is an installment
credit agreement for VAT purposes. The computer cost the financial institution $1 967 ($1
710 plus VAT of $257). Total finance charges in terms of the lease amounted to $451 and the
monthly rental to $100. The final lease rental of $100 was paid on 30 November 2013. On 1
December 2013 the financial institution simply abandoned this computer to Zuva without
requiring any further consideration by Zuva. Ownership was therefore attained on 1 December 2013. On this date its fair market value was $1 150 ($1 000 plus VAT of 150). Despite
being two years old, the computer was still in good working order and Zuva indeed used it
during the entire 2013 year of assessment. Depreciation of $570 has been provided for on
the computer.
10. The finance charges of $220 accounted for in the 2013 statement of comprehensive income
concern the finance lease for the computer in note 9.
11. On 1 March 2012 Kiddies purchased a new machine (Machine A) on a cash basis in an arm‘s
length transaction for $10 000. Machine A was immediately brought into use in its process of
manufacture. On 31 August 2013 it traded in this machine for a more advanced manufactur-
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13.
14.

15.

16.

17.

18.
19.

20.
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ing machine (Machine B). Machine B was purchased as a new machine on a cash basis in an
arm‘s length transaction for $15 000. A trade-in price of $13 000 was obtained for machine
A. On that date machine A had a book value of $6 250. Machine B was immediately brought
into use in its process of manufacture. Zuva will elect any option that is available to it to defer
any of its tax liability.
All other machinery and depreciable assets had a $nil tax value on 1 January 2013.
The rentals are paid monthly for the use of a warehouse leased by Zuva for trade purposes.
Insurance premiums of $8 100 were incurred during the 2013 year of assessment. In addition, Zuva paid insurance premiums of $8 875 covering the period 1 January 2014 to 31 December 2014 on 15 December 2013, on the advice of its insurance broker who claimed that
this early payment would secure cheaper insurance. No portion of the advance insurance
premium amount was expensed to its statement of comprehensive income for the 2013
financial year.
Salaries, wages and benefits of $290 000 include directors ‘salaries and fees. On 1 June 2013
Zuva employed a learner (a learner‖ who is not disabled) on a full-time basis at a wage of $75
per week. (This learner was not previously employed by Zuva.) Zuva entered into a 27 week,
registered learner ship agreement with the learner in the course of its trade. The agreement
commenced on 1 June 2013 and was completed on 6 December 2013. The learner ship
agreement is registered with the Zimbabwe Manpower Development Fund (ZIMDEF). The
wages paid to the learner and the levies paid to ZIMDEF are included in the salaries, wages
and benefits.
The restraint of trade payment of $33 600 was paid to a designer who had been employed by
Zuva. She left its employ on 30 September 2013. The restraint of trade agreement is effective
for two years commencing on 1 October 2013.
The leave pay provision was increased by $950 for the 2013 financial year. As at 31 December 2013 the balance on the leave pay provision amounted to $5 450. Actual leave payments
made during the year have been expensed directly to salaries, wages and benefits.
Interest incurred during the 2013 financial year on the company‘s business bank account
amounted to $11 700.
On 1 December 2013 Zuva purchased outright the Beyblade‖ trade mark from another card
manufacturer for $4 000. The acquisition gives Zuva the exclusive right to market cards under the Beyblade trade mark in Zimbabwe.
In November 2012 Zuva bought stock for $2 415 ($2 100 plus VAT of $315) from a local
supplier. Zuva claimed an input tax credit of $315 for its tax period 1 October 2012 to 30
November 2012. However, because of quality problems, Zuva paid the supplier only $1 932
($1 680 plus VAT of $252) on 30 November 2012, refusing to settle the account until the
quality problems had been resolved. On 31 December 2013 an amount of $483 ($420 plus
VAT of $63) was still outstanding despite numerous letters of demand from the supplier. The
amount was reflected under creditors in the statement of financial position of Zuva as at 31
December 2013. No VAT adjustment that may be required has been reflected in the detailed
draft statement of comprehensive income of Zuva for the 2013 financial year. None of this
stock was on hand as at 31 December 2013.

Other information
Zuva has neither an assessed loss nor an assessed capital loss to carry forward from its 2012 year
of assessment.
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Required
Calculate the normal tax liability of Zuva Cards (Pvt) Ltd for its 2013 year of assessment. Show
all workings and address all items. Your answer should start with the comprehensive income
(net profit) before tax of $15 000.
CAA CTA JUNE 2014
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Tut 10 Solution
Details
$
Net Profit for the year
Sales – Gross Income
Purchases – imported raw materials – obligation to pay
arose on the 22nd of December hence deductible in 2013
year of assessment
Closing stock – Include raw materials in transit- sect 8(1)
(h)
Dividend Income: From resident companies – Exempt 3rd
schedule
Dividend Income : Interest not from financial institution
hence taxable
Sale of shares – Capital in nature
Insurance settlement: Deemed received
Trading stock stolen
Prescribed debt taxable since the original purchase would
have been allowed as a deduction
Profit on sale of Machine A : accounting entry
Recoupment on disposal of machine A : ($10,000 * 25%
* 2 years) – no capital allowances claimed in the year of
sale
Bad debts : Trade debtors - deductible
Bad debts : loan to supplier ( capital in nature since Zuva
is not in the business of giving out loans)
Provision for bad debts : not allowable since not actually
incurred
Depreciation on motor vehicle
SIA ($10 000 * 25%)
Depreciation on computer
SIA on computer: ($1 000 * 25%)
Finance Charges
Lease instalments paid : ($100 * 11)
Depreciation Machine A
Depreciation Machine B
SIA Machine B ($15 000 * 25%)
Depreciation on other machinery and depreciable assets
Rentals - deductible
Insurance premium : 2013 tax year
Insurance premium : 2014 deductible when payment is
made
Salaries and wages

CAA
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$
15 000
-

Marks

(24 000)

1

24 000

1

(2 020)

1

-

1

(8 000)
2 736
(2 000)

1
1
1

(6 750)
5 000

1
2

2 700

1

600

1

3 705
(2 500)
570
(250)
220
(1 100)
1 250
1 875
(3 750)
8 625
-

½
1
½
1
1
1
½
½
1
½

(8 875)

1

-
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Restraint of trade : Capital in nature
Provision for leave pay – no expense actually incurred
Interest ;
Trade mark : Capital in nature: Please note that no capital
allowances are available on intangible assets as the 4th
schedule only allows allowances on tangible assets used
for the purpose of trade
Admin and marketing expenses
Taxable Income

33 600
950
-

1
1

4 000

2

45 586
25

Presentation
Total
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Tut 11
Plastic Ltd (a Zimbabwean resident company) is a registered operator for Value Added Tax (VAT)
purposes and all amounts in the question exclude VAT, except where indicated otherwise.
Plastic Ltd (Plastic) manufactures plastic household products. This process is classified as a “process of manufacture” for purposes of the Income Tax Act. Plastic has a 31 December year-end.
The financial accountant of Plastic, Andrew, calculated the profit before tax of Plastic as $4 282
040 for the year of assessment ended 31 December 2013.
As Andrew was uncertain as to the correct tax treatment of the following items, these items have
not yet been included in the calculation of the above profit before tax of Plastic.
Plastic would like to minimise its normal tax liability whenever possible.
1. Importation of manufacturing machine
On 1 November 2012, Plastic purchased a new manufacturing machine for €200 000 from an
independent supplier in Germany and on this date paid a deposit of €150 000. The remaining €50 000 was paid when the machine was shipped to Zimbabwe (FOB) on 1 March
2013(transaction date). On 1 July 2013 the machine was cleared by Customs for home consumption after Plastic paid the duty (levied in terms of the Customs and Excise Act) of 20%
on the customs duty value ($228 000) as well as the VAT in respect of the importation. On
1 July 2013 the machine was brought into use in the current manufacturing process.
The exchange rates were as follows:
1 November 2012
31 December 2012
1 March 2013
1 July 2013
31 July 2013

€1 = $1.37
€1 = $1.40
€1 = $1.38
€1 = $1.42
€1 = $1.34

Average exchange rate for Plastic‘s 2012 year of assessment was €1 = $1.36.
Average exchange rate for Plastic‘s 2013 year of assessment was €1 = $1.39.
2. Second-hand plant
On 1 January 2013 Plastic purchased plant from Tupper Ltd for $25 000. Plastic brought the
plant into use in its process of manufacture on the same day. This plant was independently
valued at a market value of $27 000 on 1 January 2013. Tupper Ltd holds 60% of the shares
in Plastic.
Tupper Ltd purchased this manufacturing plant new on 1 January 2011 for a cash cost of $20
000. It was brought into use immediately. Tupper Ltd.’s year of assessment ends on the last
day of December.
3. Residential property
3.1 Plastic rents a house for $500 per month from an independent letting agent. This house
was made available to the managing director as a fringe benefit for the full 12 months of
the 2013 year of assessment. The Managing Director has got free use of the house.
3.2 On 1 November 2011 Plastic bought five (5) flats in a newly erected building from the
developer at a total cost of $24 500 each. Four (4) of these flats were rented out to employees for $200 each per month, effective from 1 December 2011. The other flat was
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immediately sold to Andrew (the financial accountant) for $23 000, financed by an interest-free loan. Andrew repaid $6 000 of the loan in the 2013 year of assessment. Plastic
does not own any other residential units within Zimbabwe.
4. Factory buildings and improvements to leasehold property
On 1 December 2010 Plastic purchased a plot of land for $50 000. Erection of a factory on
this land commenced on 1 January 2011. It was completed on 31 August 2011 at a cost of
$200 000. The factory was brought into use in a process of manufacture on 1 September
2011.
As a result of continued unrest in the vicinity of this factory, the board of directors of Plastic
decided on 1 July 2013 to dispose of the land and buildings as soon as possible. The land and
buildings were sold to a non-connected party on 30 September 2013 for $220 000, of which
$30 000 was for the land and $190 000 for the buildings. Plastic continued to use the land
and buildings in its process of manufacture for the period 1 July 2013 to 30 September 2013.
In anticipation of the proposed sale Plastic, on 1 September 2013, entered into a 30-year
operating lease agreement with Blue Mountain Ltd for the lease of an industrial site. This
lease agreement stipulated that Plastic would:
• pay a premium of $7 500 on 1 September 2013;
• erect a factory on the site at a cost of $320 000;
• and from 1 September 2013, pay a monthly rental of $1 400 in advance (subject to an
escalation of 5% for each 18-month period).
Erection of the factory commenced on 1 October 2013. It was completed on 30 November
2013. The factory was brought into use on 1 December 2013. The cost of the factory was
$350 000.
5. Lump sum paid to retired employee
Plastic covers as part of the company‘s retirement benefit plan for employees, post-retirement medical aid contributions. This is done by paying a lump sum directly to the retired
employee out of which the employee then funds his post-retirement medical aid contributions. On 31 January 2013 Plastic paid a lump sum (to fund post-retirement medical aid
contributions) of $18 000 to Joshua Randals who retired at the age of 65. Plastic retains no
further obligation relating to the mortality risk of Joshua Randals.
Required
I.
Prepare the journal entries to account for the information contained in Note 1 (Importation of manufacturing machine). Your journals should comply with the requirements of
the applicable IFRS. Structure your solution as follows:
a) 1 November 2012 – 1.5 marks
b) 1 March 2013 – 3 marks
c) 1 July 2013 – 5.5marks
II.
Discuss with supporting calculations where relevant, the income tax implications of the
information contained in Notes 1 – 10. Your discussion should cover implications from
Plastics Ltd perspectives as well as from an employee’s perspective where applicable. The
marks will be allocated as follows;
a) Note 1 – 3 marks
b) Note 2 – 3 marks
c) Note 3 – 8 marks
d) Note 4 – 13 marks
e) Note 5 – 3 marks
CAA CTA JUNE 2014
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Tut 11 Solution
PART A – 10 MARKS
1 November 2012
$
205 500

Prepayment (150 000*1.37)
DR
Bank
CR
Being recording of the payment made on 1 November 2012
1 March 2013
Machinery in Transit (50 000 * 1.40)
DR
70 000
Bank
CR
Being recording of the second payment
Machinery in Transit
DR
205 500
Prepayment
CR
Alternative
Machinery In transit
DR
275 500
Bank
CR
Prepayment
CR

$
205 500

marks
1
1/2

70 000

1
1/2

205 500

1
½

70 000
205 500

2
1/2
½

Since the machine was shipped FOB on 1 March risk and rewards were transferred as at that
date.
1 July 2013
Manufacturing Machine: PPE ($228 000 * 20%) DR
45 600
1
VAT Input: (($228 000 + $45 000)* 15%)
DR
40 950
2
Bank
CR
86 550
1/2
Being recording of duty and VAT paid on importation
Manufacturing Machine: PPE
Cr Machinery in Transit

DR
CR

275 000
275 000

1
1

Part B – 30 marks
Note 1 – 3 marks
• The cost of acquiring the manufacturing plant is allowed as a deduction in terms of sect
15 (2) (c) – 1mark
• On 1 July 2013 when the machine is brought into use Plastic ltd can claim SIA on the total
cost of acquiring the machine- 1mark
• The SIA will be calculated as follows: : ((150 000 * 1.37 + 50 000 * 1.4 + 45 600) * 25%)
= $80 150- 2 mark
Note 2 – 3 marks
• The second hand plant acquired is going to be used for the purposes of trade hence
Plastics can claim capital allowances – 1 mark
• The capital allowance will be claimed on the actual amount paid of $25 000 since that’s
what Plastics incurred in acquiring the asset. – 1 mark
• Since Plastic would want to minimise its tax liability they can elect to claim SIA as follows:
SIA ($25 000 * 25%) = $ 6 250 – 1 mark
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Note 3 – 8 marks
House occupied by the MD
• The cost of renting the housing i.e. $500 per month is a staff costs therefore will be allowed as a deduction to Plastics Ltd. – 1 mark
• However, the MD will be taxed on the housing benefit arising thereof and in this case the
benefit will be calculated as $500 per month. – 2 marks
Flats acquired
Occupied by employees
• The flats occupied by employees qualify to staff housing as the cost per unit is below the
qualifying cost of $25 000 – 1 mark
• Hence Plastics can claim W&T on the cost of acquiring the units at a rate of 5% per annum -1 mark
• SIA is not claimable since the flats were acquired and not constructed. – 1 mark
• W& T = $24 500 * 5% * 4 = $4 900 – 1 mark
• In determining the PAYE for the employees Plastics has to consider if a housing benefit is
accruing to the employees by comparing the $200 they are paying to the market related
rentals. – 1 mark
Bought by Andrew
• The sale of the other flat does not have income tax implication since the proceeds are
capital in nature. 1 mark
• However, in the hands of Andrew a benefit accrues since he got an interest free loan to
finance the acquisition. 1 mark
•
Note 4 – 13 marks
Factory Building
• The factory building qualifies as an industrial building since it is used in a process of
manufacturing. 1 mark
• Therefore, Plastics would have been able to claim SIA in 2011 since they constructed the
building. 1 mark
• On disposal of the building a recoupment will arise, calculated as follows:
($190 000 – ($200 000 * 25%)) = $140 000. 2marks
• There are no capital allowances claimable on the land portion of the property. 2 marks
Leasehold Property
• The premium will be deductible over the lesser of 10 years or the lease period commencing the date the leased property is used for the purpose of trade. 1 mark
• In this case the lease premium paid of $7 500 will be deductible over 10 years commencing 1 December 2013. 1 mark
• The monthly rental of $1 400 will be deductible when the property is now being used for
the purpose of trade. 1 mark
• Therefore, in the 2013 year of assessment the rental for the period September to November will not be allowed as a deduction. 1 mark
• The improvements were made in terms of the lease agreements hence Plastics has two
option available to claim deductions over the expenditure incurred
o Sect 15(2) (e) – the obligatory improvement of $320 000 will be deductible over
10 years. 2 marks
o The Plastics can use Sect 15 (2) (c) to claim capital allowances on the voluntary
improvements of ($350 000 - $320 000) i.e. claim SIA. 2 marks
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Sect 15 (2)(e) – Plastics Ltd can elect to claim SIA on the improvements made
commencing 1 December 2013.1 mark

o
Note 5 – 3 marks
• The lump sum paid to Joshua is contractual hence it forms part of the staff costs therefore deductible in terms of Sect 15. 2 marks
In the hands of Joshua, the sum received is to pay for medical aid contributions, therefore the
receipt will be exempt from tax in terms of the 3rd schedule. 1 mark
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Tut 12
Your client, Taisek (Pvt) Ltd, is an engineering company registered in Zimbabwe. They have recently been investigated by the Zimbabwe Revenue Authority in respect of normal income tax
for the year ended 31 December 2013. The financial director of the company has requested
that you assist in dealing with queries raised by the investigators from the Zimbabwe Revenue
Authority.
The Zimbabwe Revenue Authority investigators have compiled a schedule of queries, which are
listed below:
1. A new machine was purchased by Taisek (Pvt) Ltd from Germany in November 2013 for $15
000. This was delivered to the factory in Zimbabwe on 20 December, and installed and tested
on 21 December 2013. As a result of factory closure over the Christmas season, the company
only started to use the machine in the production process on 6 January 2014. The company
claimed a capital allowance of $3 750 for the 2013 tax year.
2. The company’s senior engineer incurred travel expenses of $3 500 in August 2013.He went
to Germany to inspect and test a machine and to make the necessary arrangements for its
delivery to Zimbabwe. The travel costs of $3 500 were charged to ‘foreign travel’ in the profit
and loss account and claimed in full for tax purposes in the 2013 tax year.
3. The company demanded upfront payments from its major customers because of tight cashflow restrictions. The company held payments received in advance totalling $17 500 at 31
December 2013. They were disclosed as deferred revenue in the 2013 financial statements.
No adjustments were made regarding these receipts in the 2013 tax year.
4. The company’s cut-off date for the 2013 accounting year was 21 December. Stocks were
counted and all books of account were written up to the close of business on that date. Sales
totalling $71 250 were made during the period 27 to 29 December. These were processed in
January 2014, but not accounted for i in the financial statements for the 2013 financial year.
5. A payment of $23 000 was made to the Zimbabwe Electricity Supply Commission in July
2013 for electricity usage. This was erroneously posted to the ‘repairs and maintenance’
account and reflected as such in the year-end financial statements.
6. University fees totalling $700 were paid to the University of Zimbabwe on behalf of the
managing director’s son (who is 20 years of age). (The managing director is also a shareholder
in the company and holds 51% of the issued share capital.) This payment was erroneously
allocated to the ‘repairs and maintenance’ account and reflected as such in the year-end
financial statements.
The son is studying for a degree in mechanical engineering, which is consistent with the main
business activity of Taisek (Pvt) Ltd. In addition, he has signed a contract to the effect that
he would work for the company for a period of three years after completion of his studies.
7. An office desk, which had been purchased in March 2013 for $2 000, was erroneously
allocated to the ‘purchases’ expenses account and reflected as such in the year-end financial
statements.
8. The company carried out alterations totalling $10 000 to the administration block which
the company owns. This involved changing the position of doors and windows as well as
the installation of 20 new power points. The whole amount was claimed as repairs and
maintenance.
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9. Taisek (Pvt) Ltd borrowed an amount of $300 000 on 2 January 2013 at an interest rate of
15% per annum. It used these funds to purchase shares in a building contracting company,
Build (Pvt) Ltd. The shares cost $50 000 and the company advanced an interest free-loan to
Build (Pvt) Ltd of $150 000. The balance of $100 000 was used to purchase raw materials.
Taisek (Pvt) Ltd claimed the full interest on the original loan amounting to $45 000 in its tax
computation for the year 2013.
10. On 1 February 2013 Taisek (Pvt) Ltd entered into a lease agreement with Mutumwa Properties
(Pvt) Ltd for the leasing of an industrial building. The details of the lease agreement were as
follows:
11.
Lease Period:
12 years
Lease Premium (paid on 1 February)
$10,000
Lease rental (Monthly)
$4,000
In terms of the lease agreement Taisek is obligated to make improvements with a total cost
of a maximum value of $30,000.
Between February and April 2013 Taisek made capital improvements to the building at a cost
of $40,000 and then commenced to use the building in the manufacturing process with effect
from 1 May 2013. In the 2013 Financial statements Taisek (Pvt) Ltd Expensed the lease rentals
and lease premiums to the Statement of profit and loss.
The lease was classified as a finance lease for financial reporting purposes hence the cost of
the improvements were capitalised to the leased building.
In preparing the tax return for the 2013 tax year no adjustments were made in respect of the
above information.
Required
Question 2
(a) Advise Taisek (Pvt) Ltd with regards to the Income Tax Implications of the transactions
detailed in Note 1 to Note 9. Where adjustments are required provide the supporting
calculations of amounts taxable or deductible where applicable.
20 marks
(b) With reference to Note 10:
(i)
Advise Taisek (Pvt) Ltd of the Income tax implications of the Lease agreement and
determine the deductions that would result in Taisek paying the minimum tax
possible from the lease transaction.
6 marks
(ii) Discuss in respect of Mutumwa Properties (Pvt) Ltd the income tax implications of the
lease agreement entered into with Taisek (Pvt) Ltd. Provide supporting calculations
were applicable. Assume that Mutumwa Properties had originally acquired the
building for $130,000 in 2009.
4 marks
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Tut 12 Solution
Advice Taisek (Pvt) Ltd with regards the Income Tax Implications of the transactions detailed
in Note 1 to Note 9. Where adjustments are required provide the supporting calculations of
amounts taxable or deductible where applicable.
30 marks
Note 1- New Machine from Germany
• In terms of section 15 (2) (c) and the 4th schedule capital allowances are claimed on assets
that are used for the purpose of trade commencing the day the asset is first brought into use.
1
• Therefore, Taisek is incorrect to claim the capital allowance in 2013 as the machinery was
only brought into use on the 2nd of January 2014.
1
• Need to add back the $3,750 in the determination of taxable income for the 2013 tax year.
1/2
Note 2 - Travel Expenses – sect 15 (2) (a)
• The expenditure can be deemed to capital expenditure as it was incurred in the acquisition
of machinery.
1
• Therefore, Taisek should have capitalised the costs to the machinery and claimed it as part
of the capital allowances from the date the machinery is 1st brought into use.
1
• Need to add back the $3,500 in calculating the taxable income for the 2013 tax year. 1/2
Note 3 - Advance Payment – Sect 8 (1)
• In terms of section 8 gross income includes amounts received, therefore the advance payments from customers should be included in gross income upon receipt.
1
• The $17 500 should be included in gross income in the 2013 tax year.
1/2
Note 4 – Sales Cut-off – Sect 8(1)
• The tax year ends on 31 December 2013, therefore the accounting records need to be adjusted for transactions that took place between the 21st and the 31st.
1
• Revenue of $71 250 should be included in gross income for the 2013 tax year.
1/2
Note 5 - Payment to ZESA – Sects 15 (2) (a)
• No adjustment required since both repairs and maintenance and electricity expenses are tax
deductible – Sect 15
1
Note 6 – University fees
• In terms of sect 15 (2) (p) A deduction is allowed of grants, bursaries, scholarship paid for a
person undergoing technical education, provided that: the course is related to the taxpayer’s
trade and that the beneficiary should not be a near relative of the individual controlling the
company, his spouse or near relative of the spouse unless the director works full time for the
company and controls not more than 5% of the share votes.
1
• In this case the MD’S son is studying towards an engineering degree which is connected to
Taisek’s trade, however the MD holds more the 5% of the share capital, therefore the fees
are not deductible.
1
• Need to add back the $700 in the calculation of taxable income for the 2013 tax year. 1/2
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Note 7 – Office desk
• The purchase of the office desk is capital expenditure is not deductible as per sect 15 (2) (a),
therefore Taisek should add back the cost.
1
• However, since the desk is being used for the purpose of trade Taisek can claim capital allowances on the cost thereof.
1
• SIA of $500 ($2,000 * 25%)
1/2
Note 8 - Alterations to admin Block
• The question is whether the expenditures qualify as repairs and maintenance or are capital
in nature.
• The repositioning of the doors and windows does not add value to the building hence these
qualify as repairs and maintenance – Sect 15 (2) (b).
1
• The installation of new power points is also repairs since this does not constitute a significant
component of the building
1
• Therefore, no adjustment is required
1/2
Note 9 – Loan
• In terms of section 15, expenditure is deductible to the extend it was incurred for the purpose of trade and is not capital in nature.
1
• The interest was incurred on the loan utilised as follows
• Purchase of share – capital in nature hence interest relating to the $50,000 not deductible1
• Loan to Build (Pvt) Ltd – Taisek is not in the business of giving out loans hence the interest
related to the $150,000 not deductible.
1
• Loan to purchase raw materials – raw materials are used for the purpose of trade hence the
interest element on the $100,000 is tax deductible.
1
With reference to Note 10:
Advise Taisek (Pvt) Ltd of the Income tax implications of the Lease agreement and determine the
deductions that would result in Taisek paying the minimum tax possible from the lease transaction.
Lease Premium
• In terms of section 15 (2) (d) the lease premium paid by Taisek is deductible over the lesser
of the lease period or 10 years beginning from when the leased asset is first put to use. 1
• Therefore, the amount deductible in the 2013 tax year is $667 ($10,000/120 * 8months)
1/2
Lease Rental
• The lease rental payments are allowed as a deduction beginning when the leased asset is
used for the purposes of trade.
1
• In this case the property was used in the production process commencing 1 May hence lease
rentals from May to December 2013 allowable in full.
1
• The rentals paid between February and April can be claimed as preproduction expenditure
in accordance with section 15 (2) (t).
1/2
Lease improvements
• Taisek has two options available in claiming a deduction in respect of the lease improvements.
• Since the improvements are in terms of the lease agreement, Taisek can claim a deduction
over the lesser of the lease term or 10 years.
1
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The second option is to claim SIA since the improvements were constructed and relate to an
industrial building.
1
To minimise the tax liability Taisek should claim SIA in the 2013 tax year as follows:
$40,000 * 25% = $10,000
1/2

Discuss in respect of Mutumwa Properties (Pvt) Ltd the income tax implications of the lease
agreement entered into with Taisek (Pvt) Ltd. Provide supporting calculations were applicable.
Assume that Mutumwa Properties had originally acquired the building for $130,000 in 2009.
Lease Premium
• In terms of section 8 (1) (d) the lease premium is taxable in full in the year of receipts, therefore Mutumwa will be taxed on the $10,000 in the 2013 tax year.
1
Lease Rental
• The lease rentals are gross income in the hands of Mutumwa hence taxable commencing 1
February 2013.
1
Lease improvements
• In terms of section 8 (1) (e) obligatory improvements made in terms of a lease agreement
are gross income in the hands of the lessor.
1
• The lease improvements are taxable over the lower of 10 years or the lease term. 1.
• Therefore, in the 2013 tax year Mutumwa is supposed to include $2 000
($30,000/120*8months).
½
• Mutumwa is only taxed on the $30 000 which was the maximum value of the obligatory
improvements in terms of the lease agreement.
1
Capital Allowances
• Since Mutumwa is earning rental income from the building they can claim capital allowances
on the cost of acquiring the building.
1
• Therefore, Mutumwa will be able to claim W&T at a rate of 2.5% per annum since the
property qualifies as a commercial building as defined.s
1
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Tut 13

30 marks

In 2008 a group of young doctors who had just finished their housemanship decided to open
a hospital in the Northern suburb of Milton Park in Harare. On formation of the company CPT
Private Limited (CPT (Pvt) Ltd) there were three shareholders namely, Cleopatra, Paida and Tawanda who were all qualified doctors. CPT (Pvt) Ltd experienced substantial growth between the
years 2009 and 2011 which was after the introduction of the multicurrency system by the Zimbabwean government and due to this continued growth the company’s operations were expanded
to all the other major towns of Zimbabwe namely, Gweru, Bulawayo and Mutare.
Due to the substantial growth that CPT (Pvt) Ltd has been experiencing over the years they decided to seek tax advice in respect of their tax affairs for the 2014 financial year. Since the bulk
of the CPT’S management team was made up of doctor who had no prior knowledge of tax requirements, they decided to hire you as their consultant to assist them in regularizing their tax
position. They have requested you to assist them with the following for the 2014 tax year:
•
•
•

Preparation and submission of the ITF12B on the quarterly payments dates (QPDs).
Preparation of the annual income tax return for the 2014 tax year
Provided tax planning advice to CPT (Pvt) Ltd in respect of transactions that they are
planning on entering into in the 2015 financial year.

•
CPT (Pvt) Ltd makes use of an annual budgeting process and you were given the following information respect of the budgets for the 2014 financial year which ends on 31 December:
Budgeted Net Profit before Tax for the year: $230,000
Estimated taxable income for the year: $187,000
Over the course of 2014 these budgeted figures were a close approximation of CPT’s actual performance hence the company did not see the need to update their budgets.
CPT’s accountant provided you with the following information in respect of the 2014 financial
year. The net profit before tax figure amounted to $273,430. This figure was calculated after taking the following information into account amongst other entries.
1. CPT (Pvt) Ltd has the following revenue lines namely bed fees (i.e. in respect of patients admitted to the hospital overnight), theatre fees, labour ward fees, maternity ward fees, blood
transfusion fees and pharmacy sales. The company’s accounting policy is to recognize revenue from all of the above when the service and goods have been delivered to the patient.
The following journals was processed in respect of bed fees:
$(DR)
450,000

$(CR)

Bank
Prepayment – Bed fees (SFP)
54,000
Income Statement - Bed fees (I/S)
346,000
The journal is in respect of cash receipts received from customers in the month of December
2014.
2. Patients who have been booked for the theatre are required to pay a non-refundable deposit equivalent to 40% of the expected cost of the surgery. The deposit payable is credited
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against the patients account when the patient is finally invoiced. As at 31 December there
were deposits amounting to $34,000 which were recognized in the statement of financial
position.
3. Also included in the current year’s revenue is an amount of $15,000 invoiced to a hospital
in Zambia where two of CPT’s doctors visited the hospital as part of a team of doctors who
were involved as part of an outreach programme financed by the Zambian government. The
accountant was not sure on whether this amount should be included as part of CPT’s taxable income as he had attended a tax seminar where the presenter pointed out that income
which is not from a source in Zimbabwe is not taxable in Zimbabwe.
4. Details of other income were as follows:
Bad debts recovered (in respect of a piece of land sold in 2012)
Interest received on deposits with CBZ Bank
Dividends received - Paid by a company registered in Zambia (Gross)
Rental Income – Leasing of a warehouse in the Southerton area of Harare

$
12,000
3,000
4,000
7,000
26,000

5. Included in CPT’s income is an amount of $23,000 in respect of share of profit from a hospital
in Highfield which it operates as a joint venture with Parirenyatwa Group of Hospitals. The
joint venture is being operated through a company named PC (Pvt) Ltd in which the shareholding is 50:50 between CPT and Parirenyatwa.
6. CPT mainly operates from leased buildings in the conducting of its hospital business. During
the 2014 tax year CPT entered into the following lease agreement:
a. On 1 April 2014 CPT entered into a lease agreement with the Mining Industry pension
fund (MIPF) for the leasing of a building on the outskirts of the Harare CBD. The pertinent
terms of the agreement were as follows:
• Commencement date: 1 April 2014
• Non-refundable deposit: $20,000
• Monthly lease rental of $3,000
• Lease period: 8 years
• CPT to make improvements to the building not exceeding a total cost of $25,000
From 1 April to 30 June 2014 CPT renovated the leased building and incurred a total cost
of $28,000 broken down as follows: Improvements $24,000 and Repairs $4,000. CPT’s
accountant was not sure of the lease accounting requirements and he therefore expensed
the following amounts in respect of the above lease agreement.
$
Deposit
20,000
Lease rentals
27,000
Lease improvements and repairs
28,000
75,000
CPT started using the building for the purposes of trade commencing 1 July 2014.
7. CPT made the following donations during the 2014 tax year which were expensed in the
determination of the profit before tax:
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$

Wedza rural district clinic for the acquisition of drugs
Marinatha Junior school for the acquisition of books*

4,000
3,000
7,000

*Paida one of the shareholders holds a 20% ownership stake in the school.
8. As at 31 December 2014 CPT’s asset register had the following assets:

Description
5 Ambulances
CT Scanner
Computer equipment
Other hospital equipment

Date Acquired
2009
2012
2014
2010

Cost ($)
100,000
102,000
30,000
150,000

Depreciation
charge for
the year I/S($)
12,500
12,750
6,000
15,000

Carrying
amount as at
31 December
2014 ($)
25,000
63,750
24,000
75,000

During the 2014 tax year a Toyota corolla sedan which had been acquired in 2011 for a cost
price of $16,000 was disposed of by CPT for an amount of $8,000. CPT recognised as amount
of $1,600 in other income as a profit on disposal of the Toyota corolla.
Assume that CPT has always claimed the maximum possible capital allowances where
applicable.
2015 Proposed Transaction:
i.
CPT founding shareholders in line with their vision of providing health care services are
considering opening a hospital in the border town of Beitbridge. Tawanda tabled a proposal to the shareholders whereby CPT would acquire Pachedu (Pvt) Ltd which operates
a hospital in Beitbridge. On further investigation in respect of the above proposal, it
was noted that Pachedu (Pvt) Ltd had tax assessed losses of $90,000 as at 31 December
2015. Cleopatra attended a tax seminar in July 2014 where the presenter highlighted
that assessed losses are an allowable deduction and she was highly behind the proposal
to acquire Pachedu (Pvt) Ltd as CPT would benefit from these assessed losses.
Required
a) Calculate the provisional tax which should have been paid by CPT (Private) Limited for
the year ended 31 December 2014, clearly indicating the due dates and the respective
tax amounts.
4 marks
b) Calculate the taxable income and corporate tax payable by CPT (Private) Limited for the
year ended 31 December 2014.
20 marks
Note 1: Your answer should start with the net profit figure of $273,430 and list all
of the items referred to in notes (1) to (7), indicating by the use of zero (0) any items
which do not require adjustment.
Note 2: Your calculations should assume that the provisional tax paid was as calculated in part (a) of the question.
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c) In respect of the 2015 proposed transaction write an email to the accountant advising him
of the Income tax implication s of the proposed transactions:
4 marks
i.
Note I: Your email should address the circumstances under which the assessed losses
from Pachedu (Pvt) Ltd will allowed as a deduction or disallowed as a deduction to
Pachedu. Bonus marks awarded for the identification of applicable case law.
Clarity of Presentation
2 marks
Total
50 marks
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Tut 13 Solution
Question 2
Calculate the provisional tax which should have been paid by CPT (Private) Limited for the year
ended 31 December 2014, clearly indicating the due dates and the respective tax amounts.

Date

Estimated Total Annual
Taxable In- estimated @ % Due
25.75%
come

Amount due
Marks
and payable

25 March

187,000

48,152.50

10%

4,815.25

1

25 June
25 September
20 December

187,000
187,000
187,000

48,152.50
48,152.50
48,152.50

25%
30%
35%

12,038.13
14,445.75
16,853.38

1
1
1

Total

48,152.5
4
marks

Calculate the taxable income and corporate tax payable by CPT (Private) Limited for the year
ended 31 December 2014.
Note 1: Your answer should start with the net profit figure of $315 000 and list all of the
items referred to in notes (1) to (7), indicating by the use of zero (0) any items which do not
require adjustment.
Note 2: Your calculations should assume that the provisional tax paid was as calculated in
part (a) of the question.
Income Tax Computation for the year ended 31 December 2014: CPT Pvt Ltd
$
Net Profit before tax
Prepayments – Included in gross income at the earlier of
receipt or accrual – sect 8
Deposits from patients - – Included in gross income at the
earlier of receipt or accrual – sect 8
Receipts from Zambia – from a source within Zimbabwe
since CPT does not have independent operations in Zambia
Bad debts recovered : The original amount recovered
was never deducted against gross income since it is capital in nature
Interest : CBZ - Exempt
Dividend received : Foreign taxed at a different tax rate
Rental Income
Share of Profit :
Deposit – Sec 15 (2) (d) -
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$
273,430

½

54,000

1

34,000

1

0

1

(12,000)

1

(3,000)

½

(4,000)

½

0

½

($23,000)

1

20,000
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($20,000 * 9/96)

(1,875)

Lease rentals
Lease improvements :
Repairs
Improvements
Allowable deduction – sec 15 2 (e) – ($24,000* 6/93)
Donations: Wedza rural district clinic – sec 15 (2) (r1)
Marinatha Junior school

24,000
(1,548)

Depreciation 5 ambulances
Capital allowances – 5 ambulances - exhausted
Depreciation CT Scanner
Accelerated Wear & Tear ($102,000 * 25%)
Depreciation Computer equipment
SIA ($30,000 * 25%)
Depreciation other hospital equipment
Capital allowances – other hospital equipment - exhausted
Profit on disposal - Toyota corolla
Recoupment – (($8,000 * $10,000/$16,000) - $2,500)
Taxable Income

Tax @ 20%

2
½

0

½

22,452
0
3,000
12,500

2
½
1
½

0
12,750

½
½

(25,500)

1

6,000
(7,500)

½
1

15,000

½

0

1

(1,600)

½

2,500

2

377,157

Tax @ 25.75%
Foreign dividends

18,125
0

97,117.93
4,000

½
½

800

Total Tax ($97,033.25 + $800)

97,917.93

Less amounts paid on the QPDs
Total tax payable

(48,152.5)
49,765.43

½

½
24

In respect of the 2015 proposed transaction write an email to the accountant advise him of the
Income tax implication of the proposed transaction:
Note I: Your email should address the circumstances under which the assessed losses from
Pachedu (Pvt) Ltd will allowed as a deduction or disallowed as a deduction to Pachedu. Bonus
marks awarded for the identification of applicable case law.
• In terms of section 15 (3) of the Income Tax Act if CPT (Pvt) Ltd acquired Pachedu, CPT would
be able to claim a deduction in respect of the assessed losses which had accrued to Pachedu.
1 mark
• However, CPT will only be able to claim a deduction in respect of assessed losses with an
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ageing of less than 6 years.
1 mark
Also if it is proved that the intention of CPT in acquiring Pachedu would be to utilize the assessed losses, then a deduction in respect of the assessed losses would be denied to CPT.
1 mark
In ITC 1347 (1982) 44 SATC 33, the court ruled that if the predominant reason for the acquisition of the loss making company are possible business advantage rather than of taking
advantage of the tax losses, the tax losses will be allowed as a deduction to the acquiring
company. 1 mark
Therefore, the onus will be on CPT to prove that the predominant reason for acquiring
Pachedu would be the possible business advantages of establishing a hospital in Beitbridge.
1 mark
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Pamusha (Pvt) Ltd (Pamusha) is a company registered and incorporated in Zimbabwe. It is a small
to medium enterprise, manufacturing various household articles and corporate gifts made with
decorative beads. Pamusha sells its products through catalogues and mail order, and through a
recently purchased retail shop in the dormitory town of Chitungwiza. Pamusha is a registered
value added tax (VAT) operator and has a year of assessment ended 31 December. The income
statement of Pamusha, for its year of assessment ended 31 December 2014, shows a net profit
before tax of $103,215. Unless specifically stated to the contrary, all amounts are exclusive of
VAT.
The following information is relevant for the year ending 31 December 2014:
1. Included in net profit before tax are the following dividends that accrued during the year
2014:
$
30 June 2014
500
30 September 2014
300
These dividends are from shares listed on the Zimbabwe Stock Exchange (ZSE).
2. In the 2010 year of assessment Pamusha had purchased a large stock of wire for $2,500
from a producer which was closing down. Pamusha paid 50% of the purchase price on
delivery. For the following three years Pamusha tried unsuccessfully to pay the balance
owing by cheque. All cheques were returned endorsed with ‘address no longer valid’.
Pamusha wrote the balance owing of $1,250 back to the income statement in the 2014
year of assessment.
3. Bad debts of $1,500 were written off in the income statement. The $1,500 consists of
$500 for trade debts gone bad and a $1,000 loan, which had been made to a supplier
and will not be repaid as he has been subsequently placed in liquidation. The loan was
to assist the supplier with a cash flow problem.
4.

On 1 May 2014 Pamusha purchased a new machine for immediate use in its manufacturing process. The machine had cost $9,500. Nothing had been charged to the income
statement in respect of this machine, which has an estimated useful life of four years.

5. On 31 October 2014 Pamusha realized it needed a further machine but did not have sufficient cash at the time to purchase it outright. The machine had a cash cost of $24,725
(inclusive of VAT) and Pamusha signed a hire purchase agreement to pay for the purchase price over 24 equal instalments commencing 1 November 2014. The only amount
charged in Pamusha’s income statement for this machine was a depreciation allowance
of $500.
6. Pamusha purchased trading premises on 1 November 2014, consisting of a retail shop,
to sell its products direct to the public. The shop is located in a new complex and had not
previously been used. The land and shop were purchased for $94,300 (VAT inclu- sive).
The purchase price was distributed as follows: Land $18,860 and Building $75,440.
Pamusha does not write off land and buildings in its income statement. The shop was
officially opened on 1 December 2014.
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7.

Pamusha paid insurance premiums of $3,200, for its 2015 year of assessment, in advance, on 15 December 2014. No part of this was expensed to the income statement as
the premiums related to the 2015 year only.

8.

Pamusha has always leased the warehouse in which its manufacturing operations are
carried out. The lease payments are $805 (VAT exclusive) per month. In terms of the lease
agreement, which commenced on 1 January 2012, Pamusha was obliged to effect certain
improvements to the building to the value of $14,000. The improvements were
completed on 31 August 2014 at a cost of $15,500 and brought into use on 4 September
2014. The lease is for 20 years. Although Pamusha does not normally depreciate land and
buildings it has expensed the cost of the improvements to the leased building as they do
not belong to it. An amount of $15,500 has been expensed in the 2014 year in respect of
the improvement costs and in addition to the lease rentals of $9,660 for the
2014 tax year. The lessor had originally acquired the building in 2009 for a total cost of
$110,000.

9. Pamusha has three delivery vehicles consisting of a motorcycle and two small delivery
vans.
On 1 August 2014 the motorcycle was involved in a serious collision and Pamusha wrote
off the book value of $4,130 at the date of the accident, in addition to a depreciation
charge of $670 in its income statement. The motorcycle had been purchased on 1 March
2011 for $8,000. $4,000 was recovered from Pamusha’s insurers.
Pamusha immediately purchased a new motorcycle for $10,200 using 80% of the insurance proceeds of $4,000 to pay part of the purchase price. The insurance proceeds have
been credited to the income statement.
The two delivery vans are fully written off for both accounting and tax purposes.
10. Pamusha made the following donations during the 2014-year assessment:
Midlands State University to fund lecturers’ bonuses
PAAB Accountants Annual Conference
Parirenyatwa Group of Hospitals for acquisition of drugs

$
24,000
2,300
3,400

11. Included in determining the net profit before tax were the following expenditures
$
Entertainment allowance for the MD – used 70% for Pamusha’s
4,200
Business and 30% for the MD’s private business
Lunches with clients
1,400
12. Pamusha declared a dividend of half of its net profit after tax on 31 December 2014. The
previous dividend declaration had been on 31 December 2013.
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Required
a) Calculate the taxable income and income tax liability for Pamusha (Pvt) Limited for the
2014 year of assessment. For items which do not require an adjustment in your computation indicate by the use of a zero and provide a brief explanation.
25 marks
b) With reference to the information in Note 8, discuss the income tax implications in the
hands of the lessor for the 2014 year of assessment.
5 marks
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Tut 14 Solution
Calculate the taxable income and income tax liability for Pamusha (Pvt) Limited for the 2014 year
of assessment. For items which do not require an adjustment in your computation indicate by
the use of a zero and provide a brief explanation.
Pamusha (Pvt) Ltd income tax computation for the year ended 31 December 2014
$
Net Profit before tax
Dividends from Local companies – exempt ($500 + $300)
Wire purchase written back – Gross Income sect 8
Bad Debts:
For trade debt: previously taxed therefore deductible
Loan to supplier: capital in nature
Capital allowance: Machine ($9,500 * 25%)
Depreciation – not incurred
Capital allowance – Hire purchase – 4th schedule par 10($24,725*100/115*25%)
Trading shop:
Land : no capital allowances on land
Building: ($75,440*100/115 * 2.5%)
Insurance Premiums – Sect 15
Lease Improvements expensed – capital in nature
Lease improvements – capital allowances ($15,500 * 25%)*
Lease rentals – Adjust for VAT component expensed
($9,660 * 15/115)
Motor cycle written off
Depreciation
Proceeds
Recoupment - w1
New motor cycle - $10,200 * 25%
Donations:
Midlands state university – not for equipment, buildings or
books hence not deductible
PAAB Accountants Annual Conference – not in connection
with trade
Parirenyatwa – Deductible Sect 15 (2) (r1)
Entertainment allowance MD – 70% not deductible (the balance of 30% will be taxed in the hands of the MD, therefore
Pamusha will get a deduction since it qualifies as a staff cost
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$

Marks
½
103,215
(800)
0

1
1

0

½

1,000
(2,375)
500

1
1
½

(5,375)

3

0
(1,640)
(3,200)
15,500
(3,875)

½
1
1
½
3

1,260

1

4,130
670
(4,000)

½

400
(2,550)

3
1

24,000

1

2,300

1

0

1

2,940

2

½
½

FOR 2018 CTA 2 EXAMS

219

APPLIED TAXATION – Module 1

TAX
402

Lunches with clients – Prohibited deduction
Dividends declared – capital in nature
Taxable Income
Tax @ 25.75%

1,400

1

0
133,500

1

34,376

Total

28

* Claiming capital allowances will give Pamusha the maximum possible deduction in respect of
the lease improvements.
Workings
W1 – Recoupment Motor Cycle
Proceeds
ITV- $8,000 * 25%
Potential Recoupment

$
4,000
(2,000)
2,000

Actual Recoupment - $2,000 * 20% (Limited to proceeds not used
To acquire replacement motorcycle

400

With Reference to the information in Note 8, discuss the income tax implications in the hands
of the lessor.
• In terms of section sect 8 (1) (e) obligatory improvements effected by the lessee are taxed in
the hands of the lessor from the date the improvements are completed a period which is the
lesser of the remaining lease period and 10 years. 2 marks
• In this case the lessor will only be taxable on $14,000 since the lease agreement stated that
improvements to be made are to the value of $14,000.
1
• Therefore the amount taxable in the 2014 tax year is: $14,000/120 *4 = $467
1
• Also since the building was acquired the lessor will be able to claim wear and tear on the cost
of acquisition: $110,000 * 5% = $5,500.
2
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Tut 15
Question 1
The question comprises of two independent parts, PART A and PART B
Part A
You are a first year trainee in the tax department of Amos & Chamu Chartered Accountants
one of the leading tax consulting firms in Zimbabwe. Microwave (Pvt) Limited (Microwave) has
brought the following queries to your attention which they need assistance with:
Query 1:
Microwave has just recently entered into an arrangement with Lumumba (Pvt) Ltd (Lumumba)a
sister company in Zambia for a staff exchange programme, where the companies would second
employees to each other over an agreed period of time. The details of the agreement are as
follow:
1. Microwave will send two employees to work for Lumumba in Zambia from 1 March 2015
up to 30 June 2015. During the employees stay in Zambia Lumumba will be responsible for
paying all their salaries and related benefits.
2. Lumumba will second two of their employees to Microwave’s office in Harare from 1 March
2015 to 30 June 2015. During this period Microwave will be responsible for paying their
salaries and related benefits.
Mr. Moyo the finance manager has requested for advice in respect of the income tax implications
to the affected employees of the above proposed employee exchange program.
Query 2:
In the month of July 2015 Microwave hosted an employee fun day to celebrate their 20th
anniversary. During the celebration ceremony all employees received grocery hampers as a thank
you for all the wonderful years of service to Microwave. The human resources manager is not
sure whether these hampers constitute gross income in terms of the income tax act in the hands
of the employees since there was no actual transfer of money to the employees. He is therefore
requesting your advice on the above matter.
Part B
Tawanda Gate is the operations director of Makuti (Pvt) Ltd (Makuti), a company which
manufactures plastic products. Tawanda started working for Makuti when he was only 24 years
of age, some 30 years ago and he has risen through the ranks to his current position. You were
provided with the following information in respect of Tawanda’s employment income for the
year of assessment ended 31 December 2015:

Gross Basic Salary
Bonus
Cash in lieu of leave
Long service award
Fuel allowance

CAA
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Notes
1

2
3

$
30 000
1 500
2 500
5 000
2 400
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NSSA contribution
Pension fund contributions
Retirement annuity Fund (RAF) contributions
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4
5
6
7

8 000
(294)
(3 200)
(1 200)

Notes:
1. During the 2015 tax year Tawanda received his full gross salary of $30 000 as cash, with
Makuti remitting the monthly Pay As You Earn (PAYE) to the tax authorities at the company’s
cost. The total PAYE remitted during the year amounted to $4 800.
2. In October 2015 a function was hosted to celebrate Tawanda’s 40 years of service to Makuti.
During the ceremony Tawanda receive a cash amount of $5 000 as well as a fully paid for
holiday package to Cape Town. The holiday package including flights cost Makuti $3 000.
3. Tawanda receives a monthly fuel allowance of $200 and has use of a company allocated
vehicle. From January to May Tawanda had use of a Mazda 323 with an engine capacity of
2,000ccs and on 31 May Makuti sold this vehicle to Tawanda for an amount of $1 500. The
market value of the vehicle on 31 May 2015 was $2 500. From 1 June 2015 onwards Tawanda
was allocated a brand new Isuzu KB twin cab with an engine capacity of 3,000ccs.
4. The educational assistance was in respect of Tawanda’s daughter’s schools fees for the year
at Arundel Girls College.
5. The NSSA contribution was deducted from Tawanda’s salary and remitted to NSSA. Makuti
also contributed an equivalent amount to NSSA for the benefit of Tawanda.
6. The pension fund contributions are to a registered pension fund.
7. Tawanda contributes to a retirement annuity fund with Old Mutual. In September 2015
Tawanda decided to cash out from the fund and he received a lump sum of $45 000 plus a
monthly annuity of $300 commencing 1 October 2015. At the time of exiting the RAF Tawanda’s pension entitlement was $90 000.
8. During the 2015 tax year Tawanda paid for the following medical expenses:
$
Hospital bills for Tawanda’s mother
2 300
Wheel chair for Tawanda’s 30-year-old son who is disabled
600
Medical Aid contributions:
Tawanda
600
Tawanda’s wife
600
Daughter at Arundel girls’ college
300
30-year-old disabled son
300
4 700
With reference to PART A write an email to respond to the two queries from 13
Microwave (Pvt) Limited. In your email make reference where applicable to
CASE law to support your advice.
Communication and presentation
2
With reference to PART B calculate the income tax payable by Tawanda for
the tax year ended 31 December 2015. For items which are neither taxable
nor deductible indicate by the use of a zero and provide a brief explanation.
TOTAL
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Question 1 Solution:
From: ctastudent@ymail.com 1/2
To: microwave@mmail.com
1/2
Subject: Responses to your income tax queries

1

Query 1
▪ The question at hand is to determine the source of the affected employee’s income
during their time of secondmend.
1
▪ In terms of the gross income definition income is taxed in Zimbabwe if it from a
source or deemed source within Zimbabwe.
1
▪ The true source of employment income is the place where the services for which the
salary is paid have been rendered as held in the COT v Shein 1958 14 SATC 12.
2
Employees seconded to Zambia:
▪ In respect of Microwaves employees seconded to Zambia the true source of the
salaries paid to them between March and June is Zambia, where they rendered the
employment services. 1
▪ However, in terms of section 12(1) (c) – income from services rendered outside
Zimbabwe during a period of temporary absence from Zimbabwe shall be deemed to be from
a source within Zimbabwe.
2
▪ The two employees are going to be temporarily absent from Zimbabwe since their
period of stay in Zambia will be 4 months which is less than 183 days in aggregate.
1
▪ Therefore, the salaries earned by the two employees whilst in Zambia will be deemed
to be from a source within Zimbabwe and therefore taxable in Zimbabwe.
1
Employees seconded to Microwave’s Harare office:
▪ Given the rule above the true source of the salaries earned by the two employees from
Zam- bia during their stay in Harare will be Zimbabwe.
1
▪ Therefore, their salaries from March to June will be taxable in Zimbabwe.
1
Query 2
▪ The question at hand is to determine whether the grocery hampers given to
microwaves employees constitute gross income in their hands.
1
▪ In case of CIR V Lategan 1926 it was held that amount includes anything with a
money val- ue. 2
▪ In this case the monetary value of the groceries given to the employees is
determinable since Microwave would have incurred a cost in acquiring the groceries.
1
▪ Also with reference to sect 8 (1) (f) any awards granted by an employer to employees
would constitute gross income in the hands of the employees.
1
▪ Therefore, the monetary value of the groceries would constitute gross income in the
hands of the employees.
1

Question 2
Gross basic salary – sect 8 (1) (b)
PAYE – employment benefit since paid at the employers cost – sect 8(1) (f)
Bonus – ($1 500 - $1 000) – 3rd schedule exemption

Cash in Lieu of leave
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30 000
½
4 800
2
500
1
2 500

½
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Long service award: Cash

5 000

1

3 000

1

2 400
2 000

½
1

Use of motor vehicle benefit : ISUZU KB $7 200 *7/12
Vehicle acquisition benefit - $2 500 - $1 500
Education assistance

4 200

1

1 000

1

8 000

½

NSSA Contributions – self (sect 15 (h))
NSSA Contributions – employer – exempt 3rd schedule

(294)
0

½
1

Pension fund contributions – self (sect15 (h))

(3 200)

½

RAF Contributions – sect 15(h)
Annuity - $300 * 3*
Total taxable income

(1 200)
900
59 606

½
1

Tax on the 1st $36 000
Tax on ($59 606 - $36 000) * 30%

7 380
7 082
14 462

½
½

Long service award: Holiday package (employment
benefit)
Fuel allowance – sect 8(1) (f)
Use of motor vehicle benefit : Mazda 323 $4 800*5/12

Tax on RAF Lump sum
Total Receipt*

45 000

Less commutation (sect 8(1) (n) - $90 000 *1/3

½

(30
000)
15 000

Tax on $15 000 * 30% (taxed at the highest marginal tax rate
Less Credits
Medical Aid Contributions Tawanda: $600 *50%
Medical Aid Contributions Wife: $600 * 50%
Medial Aid Contributions Daughter : $300 * 50%
Medical Aid Contributions Son: not a minor

Hospital bills: neither for spouse nor minor child
Wheelchair: son disabled hence qualifies as a dependent:
$600*50%

2

4 500
18 962

2

(300)
(300)
(150)
0

½
½
½
1

0

1

(300)

1

Less PAYE remitted during the year

17 912
537
18 449
(4 800)

Total tax payable

13 649

Add 3% AIDS levy

1
1

*From the information provided in the scenario some students deduced that the tax payer was
over the age of 55 years, hence exempting proceeds from the RAF. This was also marked
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Tut 16
Steel Merchants (Private) Limited is a company registered in Zimbabwe and is involved in the
manufacture of steel products which include, roofing sheets, pipes and other steel products used
in the construction industry. The company commenced its operations in 2009 after the adoption
of the multi-currency system in Zimbabwe and has over the years seen tremendous growth in
its product range and market share. Steel Merchant’s strategic drive has been the provisioning of
low cost steel solutions to consumers in order to combat cheap imports coming in from China.
In March 2015 at a strategic meeting for Steel Merchant’s board of directors a resolution was
reached to target listing the company on the Zimbabwe Stock Exchange by the end of 2016.
One of the measures agreed upon by the board in order for the successful achievement of this
objective was that the company hire the service of tax consultants to assist the finance manager
in preparing the 2015 tax returns. The directors are of the opinion that once the company is listed
they will be more public scrutiny hence they would want the company’s tax affairs to be in order.
You firm MSN Chartered Accountants won the tender to provide tax related services to Steel
Merchant’s (Private) limited commencing May 2015. The partners within your firm view Steel
Merchant as a client which will propel the firm’s growth in future and have assigned to work
on this client given that you are the most senior and experienced person within MSN’s tax
department.
In February 2016 Steel Merchant’s finance manager sent to your office the audited financial
statements for the year ended 31 December 2015 and have requested that you prepare their
annual income tax return which was due to be submitted by the 30th of April 2016. All amounts
are exclusive of Value Added Tax unless specifically indicated otherwise.
Detailed below is an extract of statement of comprehensive income for the year
December 2015:
Note
Sales
1
Cost of sales
2
Gross Profit
Other Income
3
Administration expenses
4
Selling and distribution expenses
5
Staff costs
6
Profit before interest and tax
Finance Charges
7
Profit before tax

ended 31
US $000
12,000
(7,200)
4,800
400
(800)
(1,100)
(800)
2,100
(700)
1,400

Extract of the statement of financial position as at 31 December 2015:
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Note

US $000

Equity and Liabilities
10
2,200

Share Capital
Retained earnings

2,210
Non-Current Liabilities
Long term interest bearing loan

8,200
300
8,500

Deferred tax
Current liabilities
Trade payables
Deferred Revenue
Current portion of long term interest bearing loan

700
40
640

1

1,380
Total Equity and Liabilities

12,090

Notes
1. During the 2015 financial year Steel Merchants exported 60% of their production output in
quantity to customers within Southern Africa. One of Steel Merchant’s customers in Botswana made a prepayment of $40,000 in December for the supply of steel between January and
May 2016. This amount has been recorded as deferred revenue in Steel Merchant’s financial
statements. After discussions with Steel Merchant’s production manager he gave a breakdown of the costs to service the prepaid order, which were as follows:
$
Purchase of steel raw materials – Acquired in November 2015*
12,500
Processing and shipping of the steel – to be done in 2016
15,500
28,000
*The steel purchased for the order was included in closing stock at 31 December 2015.
You were also informed that included in the sales figures were sales made to a customer in
Bulawayo under a hire purchase agreement. In terms of the agreement the total sale price
was $18,000 payable in 6 equal monthly installments commencing 1 November 2015. Steel
Merchants made a gross profit margin of $45% on this transaction.
2. Included in cost of sales were the following items:
$
Depreciation
56,000
Closing stock recorded at Net Realisable Value (Cost $30,000)
24,000
3. Other income includes the following amounts amongst others:
$
Dividend from FirstMed Medical Society
13,000
Unrealised exchange gain on debtors
6,700
Profit on disposal of Motor Vehicles – see note 9
5,000
Dividend for Probeats Limited (South African Company)
14,000(net)*
*Steel Merchants received the dividend of $14,000 in August 2015 after the deduction of
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South Africa Withholding tax of $1,000. You also incurred bank transfer charges of $300 in
respect of this dividend.
4. In June 2015 Steel Merchants was fined $10,000 by the Environment Agency (EMA) for failing to comply with environmental regulations in their administration process. This amount
plus $1,000 in legal fees incurred in respect of the EMA fine has been expensed in the general administration expenses.
The company also paid insurance premiums of $8,000 in December 2015 in respect of insurance cover for the period 1 January 2016 to 31 December 2016. This amount has been
capitalised as a prepayment in the financial statements.
5. Included in selling and distribution expenses are the following amounts:
$
Cost of steel samples given to a customer from Lesotho
5,600
Advertising costs at the Zimbabwe International Trade Fair
8,300
Depreciation
80,000
Lunches with clients
9,200
6. Included in staff costs is an amount of $1,500 paid to a former employee who was injured at
work. The employee was permanently injured when a steel casing fell on his legs and he was
forced to retire as a result of those injuries. Upon his retirement Steel Merchants decided to
pay the former employee an amount of $300 per month commencing 28 August 2015.
Also recorded under staff costs are the following donations made during the year:
$
Donation to University of Zimbabwe: Construction of library
120,000
Donation to the February 1st celebrations
8,000
128,000
7. The finance charge relate to interest paid in respect of the long term interest bearing loan.
The loan was used to finance Steel Merchant’s working capital requirements.
8. Steel Merchants carry out their manufacturing operations from the Southerton industrial
area in Harare. The company also has a sales office in the Central Business District of Harare. The Southerton Land and buildings were acquired in 2010 for an amount of $160,000
($40,000 being for the land and $120,000 for the building). In 2015 Improvements to the tune
of $50,000 were made to the Southerton building and these were put to use as from 1
October 2015.
The sales office in the Harare CBD was acquired and brought into use in 2012. The purchase
price for this building was $90,000.
9. In May 2015 the company sold two Toyota Corolla sedan vehicles for $8,000 each. These
vehicles had been initially acquired in 2012 for $18,000 each and have always been used in
Steel Merchant’s trading operations.
In your discussions with the finance manager he indicated to you that Steel Merchants has always claimed the maximum possible capital allowances where applicable.
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REQUIRED
38

Calculate the income tax liability for Steel Merchants (Private) Limited for
the year ended 31 December 2015. Your answer should start with the net
profit before tax of $1,400,000.
For any amounts in the notes which require no adjustment indicate by the
use of a zero in your computation and provide a brief explanation.

1

Presentation and clarity of communication
2
TOTAL

40

Income tax liability calculation for Steel Merchants: 31 December 2015
Profit before tax

Amount ($)

Marks
0.5

Add Deferred Revenue- taxed on receipt - Sect 8
Less Processing and shipping of the steel - Sect 15 (2) (cc) allowance
Less Suspensive sale allowance (12 000 X 45%) - sect 17 allowance
Add Depreciation
Less Net realisable value*
Add Cost of inventory
Dividend from First Med Medical society- received from a company exempt from paying income tax
Less Unrealised exchange gains - only taxed when realised Sect 8
(2)
Less Profit on disposal of Motor vehicles - does not meet gross
income definition sect 8
Dividend from Probeats -taxed separately (special rate of 20%)
Add EMA fine - expenses incurred as a result of breaking the law
not allowable
Add legal costs
Pre- paid Insurance premiums - paid in 2015 therefore incurred in
that year
Less Cost of steel samples given to customer from Lesotho- export development expenditure (sect 15 (20(gg))
Advertising costs at Zimbabwe International Trade Fair
Add Depreciation
Add Lunches with clients- prohibited (section 16 (1)(m)
Add Payments to former employee- deduction limited to $500
per year (1500-500) - sect 15(2)(q))
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1,400,000.00
40,000.00

1

(15,500.00)

1.5

(5,400.00)

2

56,000.00
(24,000.00)
30,000.00

0.5
1
1

-

1

(6,700.00)

1

(5,000.00)

0.5

(14,000.00)

0.5

10,000.00

1

1,000.00

1

(8,000.00)

1

(5,600.00)

2

80,000.00
9,200.00

0.5
0.5
1

1,000.00

2
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Add Donation to University of Zimbabwe- deduction limited to
$100 000 (120000-100000) - sect 15 (2) (r3))
Add Donation to February 1st celebrations
Finance cost- allowable but limited to debt to equity ratio of 3:1 sect 16(1) (q)
Southerton Land - no capital allowances on land
Southerton (manufacturing) building Wear & Tear ( 120 000 X
5%)
Improvements on Southerton building- qualify for SIA ( 50 000 X
25%)
Sales offices (commercial buildings) Wear & Tear (90 000 X 2.5%)
Toyota Corrolla- No allowances in year of sale
Recoupment on sale of Corolla: 1,944 x 2
Deemed selling price (10 000 X 8 000)/18000
= 4 444
Less Income tax value (10 000 X 25%)
= -2 500
Potential Recopment
1 944 per car
Allowance granted
7 500
Taxable income
Tax @ 15% since Steel Limited is exporting more than 51 %
Foreign dividend:
Net dividend
Add South Africa withholding tax
Add Transaction costs
Taxable dividend income
Tax @20%
Less South Africa Withholding tax - sect 93 (Double taxation
relief)
Tax liability
Total tax liability

TAX
402
20,000.00

2

8,000.00

1

175,000.00

3

-

0.5

(6,000.00)

1

(12,500.00)

1

(2,250.00)

1

3,888.00

3

1,729,138.00
259,370.70

0.5

14,000.00
1,000.00
300.00
15,300.00
3,060.00

0.5
1
1

(1,000.00)

1

2,060.00
261,430.70

1

0.5
38

Presentation

2

Total Available

40

*Par 4 to the 2nd schedule permit a tax payer to value stock at cost
price, cost of replacement or market value. In our case the stock
has been valued at Net realisable value in terms for IAS 2 which
does not meet the options available in the 2nd schedule.
Workings
w1
Current debt to equity ratio ((8,200+640)/2210)

CAA

4:01

Allowable deduction (3/4 x 700,000)

525,000

Disallowed interest

175,000

Property of CAA Learning Media

FOR 2018 CTA 2 EXAMS

229

APPLIED TAXATION – Module 1

TAX
402

Tut 17
Question 1

50 marks

Part A
Xolani Khumalo is a retired college professor and an accomplished business person. He spent the
past 30 years working in local and South African universities. His area of expertise is biostatistics
and occasionally he works as a researcher and consultant for the World Health Organisation.
Xolani retired on 30 August 2015 after a laboratory experiment which he was supervising went
wrong and rendered him blind. On his retirement, Xolani was the dean of Health sciences faculty
at National University of Science and Technology (NUST). He turned 60 in 2015.
Xolani bought a bachelors’ flat in Sandton, South Africa which he used during his stay in South
Africa in 2012. He also invested in Aloe, a company listed on the Johannesburg Stock Exchange.
His income and expenditure details for the year ended 31 December 2015 are detailed below:
Notes
Basic annual salary
Rental income
Research and consultancy income
Dividend
Leave pay
Gratuity
Compensation for injury at work
Free use of motor vehicle
Medical aid fund contribution by NUST
Contribution to pension fund
Pension receipts
School fees waiver
Unregistered pension fund receipts
Loan
NSSA contribution

1
2
3
4
5
6
7
7
8
9
10
11

$
60 000
12 000
15 000
2 000
1 000
500
3 000
?
1 800
(3 000)
74 000
2 800
1 500
15 000
(192)

Notes:
1. Rental income relates to the Sandton bachelor flat which Xolani is renting out.
2. Xolani received 60% of the money from the World Health Organisation after successfully
facilitated a DNA sequencing project in a quest to prevent Ebola. The other 40% was paid to
him after the publication of his research paper on this project.
3. The dividend is net of 5% South African withholding tax. Transaction costs incurred in processing the dividend were $200.
4. Xolani received this amount on his retirement date.
5. When he was appointed the dean of Health Sciences faculty on 1 January 2015, Xolani was
given exclusive use of a company-provided Mazda BT50 up to the date of his retirement.
There is a qualifying maintenance plan in respect to the Ford Ranger. The University is responsible for paying all expenses in respect of the vehicle including fuel. Fuel allowance
granted was $200 per month. Xolani also used this car during his research and consultation
work. Xolani kept accurate records for all his travelling as follows:
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Kilometres travelled for business purposes during the year
24 000km
Kilometres travelled for private purposes
5 590km
On 30 August 2015, the market value of the vehicle was $19 000. NUST sold the vehicle to
Xolani for $10 000.
The engine capacity of the car is 3000cc.
6. Xolani is a member of the medical aid fund with his wife and 2 kids. In terms of the rules of
the fund, the employee should contribute 50% of the amount contributed by the employer.
In addition to this contribution, NUST also paid qualifying medical expenses of $800 for
Xolani when the laboratory tragedy happened.
7. The pension fund contributions are to a registered pension fund. In September 2015 Tawanda decided to cash out from the fund and he received a lump sum of $70 000 plus a monthly
annuity of $1000 commencing 1 September 2015. At the time of exiting the pension fund,
Tapiwa’s pension entitlement was $120 000.
8. Xolani’s two kids are both studying accounting at NUST. The tuition fee per student is $1 400
per year. On Xolani’s retirement, the total fees for the 2015 academic year were outstanding
and the university resolved to waiver the full amount.
9. During the first half of the year, Xolani was contributing $300 per month to an unregistered
pension fund. From October 2015, he started receiving $500 per month from this fund.
10. When Xolani was appointed the dean of Health Sciences faculty on 1 January 2015, he immediately enrolled for Masters in Business Administration at London Business School in
order to equip himself with necessary expertise on how to run a business. NUST gave him a
loan to the value of $15 000 which was payable in equal quarterly instalments. Xolani used
$10 000 to pay his school fees. During his block visit in London, Xolani took the opportunity
to tour London and used the other $5 000. The interest rate on this loan was charged at 2%
per annum. On Xolani’s retirement, the full amount was waived.
11. The NSSA contribution was deducted from Xolani’s salary and remitted to NSSA. NUST also
contributed an equivalent amount to NSSA for the benefit of Xolani.
Additional information:
• Xolani was given 3 suits with a NUST logo which he normally wears at conferences and
during presentations. NUST acquired each of the suits for an amount of $200.
• Xolani enjoys free lunch from the university’s dining hall. The cost and selling price of this
lunch is $600 and $900 respectively.
• When Xolani was appointed the dean, he was given the right to free use of a fully furnished
house at the University. Since these houses are within the campus, and usually used by the
university’s employees, the market related rental cannot be ascertained. The house was
furnished at a total cost of $15 000.
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Part B
Imoco is an earth moving machine parts dealership company which operates in Msasa Industrial
area of Harare. The company intends to purchase a new crane for use in the loading and offloading of their inventory. They enquired with Masuku a company which assembles cranes and they
received a quotation of $15 000. Due to the liquidity crunch, Imoco negotiated with Masuku to
enter in an exchange transaction where Imoco receives the crane and then transfer earth moving
machine parts to Masuku worth $15 000. Masuku was interested in the deal since there was no
cash movement and both companies believed that this transaction will not have any tax consequences since there was no amount of cash which was going to exchange hands.

Question 2

50 marks

Mushonga (Pvt) Ltd (Mushonga) is a health care products manufacturing company which is
owned by Dr Fidza. Mushonga’s strategy is to create a synergistic group of health product brands
that cover the value chain from imports of raw materials, manufacturing and distribution to
consumers via retail and direct selling channels. The company’s activities span the value chain,
from sourcing of raw materials, new product development and manufacturing, to marketing and
selling products to consumers through retail, wholesale, pharmacies, hospitals, public tenders,
dispensing doctors and direct selling channels locally and internationally. Mushonga has an expanding international presence and customer base, currently exporting 60% of its produce to 6
countries, mainly in Africa and Europe.
Mushonga’s financial year ends on 31 December and its annual financial statements for the year
ended 2015, which includes the effects of the journal entries below, reflect profit before tax of
$385 640.
In preparation of its annual financial statements a number of journal entries were made, some
were as follows:
1. Revenue
Dr
Bank (SOFP)
Sales(SOCI)

Cr
700 000
700 000

Being sales for the year
Explanation: Included in the sale figure is an amount of $50 000 which was received from Easymas one of Mushonga’s major clients in February this year. This amount relates to goods which
were sold and delivered to Easymas in November 2014. Also, included in the sales figure is an
amount of $120,000 related to goods sold to a customer in Malawi under a hire purchase agreement. The company entered into this agreement with the customer in Malawi and the amount
of $120,000 was payable in 6 equal monthly instalments commencing 1 November 2015. Since
this was a credit sale, Payless was able to earn a margin of 45% on this transaction.
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2. Other income
Dr

Cr
18 345

Bank(SOFP)

18 345

Other income (SOCI)
Recognising dividend income received.
Transaction costs (SOCI)
1 250

Bank (SOFP)

1 250

Transaction costs relating to foreign dividends

Explanation: The income relates to $10 000 dividend which was received from Post Office Savings Bank. The other $8 345 was the net dividend received from a foreign company. This dividend
was subject to 5% withholding tax. Transaction costs were incurred in processing the foreign
dividend.
3. Inventory
Dr

Cr
100 000

Cost of sales

25 000

Other expenses(SOCI)
Inventory(SOFP)

125 000

Inventory write down to Net Realisable Value
Explanation: This relates to inventory which was bought for $300 000 however due to depressed
markets, this inventory can only be sold for $210 000 after incurring $10 000 as cost for sale.
Therefore, the inventory was written down to the Net realisable value of $200,000. The other $25 000 worth of inventory was taken by Dr Fidza and was used to supplement his house- hold
supplies. The inventory items taken by Dr. Fidza for own consumption has a resale value of
$30,000.
4. Operating expenditure
Dr
Operating expenses(SOCI)
Bank(SOFP)

Cr
133 405
133 405

Recognising operations related expenses
Explanation: Included in the operating expenses figure are the following amounts;
• $2 345 which was incurred by Mushonga while they were appealing at ZIMRA for reduction of a tax penalty for failure to remit PAYE on time.
• Donations worth $115 000 which was incurred as follows:
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o
o

•
•

•

$55 000 which was donated to Jairos Jiri Association.
$60 000 which was donated to Corporate 24 Hospital Group to buy hospital
equipment for use to fight against Zika Virus.
An amount of $3 000 which was paid by Mushonga to obtain rights to be the only supplier of detergents to government hospitals.
$9 500 was incurred in a bid to recover money from long outstanding debtors. 20% of
the amount relate to following up on former employees who were granted loans by
Mushonga but were retrenched before paying off the loans.
To enhance employee motivation, Dr Fidza introduced an employee of the year program
which honours and rewards the most outstanding employee based on performance. $3
560 was incurred in 2015 during the ceremony. Of this amount, $1 000 relates to the
reward which was paid to Tom for winning the inaugural prize. The other amount relates
to ceremony dinner expenses.

5. Bad debts
Bad debts expense (SOCI)
Provision for bad debts (SOFP)
Recognising bad debts expenses

Dr
62 000

Cr
62 000

Explanation: The provision for bad debts was calculated as 5% of outstanding debtors at year
end. After following up with the debtors, the company’s debtors clerk discovered that one of
the debtors, Mugoni (Pvt) Ltd which owed $19 000 was declared insolvent and they managed to
recover 30% of the amount. The debtors’ clerk also discovered that one of the former employee
debtor, who was granted $4 000 car loan during his employment had passed away. Mushonga
could not recover anything from the employee’s deceased’s estate. These amounts were included in the journal above.
6. Marketing expenses

Dr
Marketing expenses(SOCI)
Bank(SOFP)
Recognising marketing expenses

Cr

12 000
12 000

Explanation: This amount was incurred when Mushonga invited delegates from Kenya for a business meeting in a quest to explore and invade the Kenya market. Mushonga paid $2 000 for air
tickets and accommodation. The delegates returned with $10 000 worth of sample products to
present to their management executive committee.
7. Staff housing:
Dr
Buildings 5 cottages (SOFP)
Bank (SOFP)

Cr
100 000
100 000

The erection of 5 cottages at $20 000 each
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100 000

Bank (SOFP)

100 000

Loan (SOFP)
Funds borrowed to fund the building of staff houses
Interest expense(SOCI)

6 750
6 750

Bank(SOFP)
Being Interest for the year
Depreciation expense(SOCI)

2 500
2 500

Accumulated depreciation (SOFP)
Depreciation on staff houses per IAS16 calculated as follows
(100 000 x 3/12 x 10%)

Explanation: On 1 April 2015, Mushonga commenced with the erection of 5 cottages on its own
premises. These were completed at a cost of $20 000 each on 30 September 2015 They were
occupied rent-free by 5 employees as from 1 October 2015. To finance the entire cost of the cottages, Mushonga borrowed $100 000 loan from ABS bank at an interest rate of 9% per annum.
8. Investment in rent-producing property
Dr

Cr
5 000

Investment property (SOFP)

5 000

Fair Value adjustment (SOCI)
Investment property held at Fair Value Model

Explanation: To boost its revenue, On 1 July 2014, Mushonga acquired a block of offices to let
out in Harare CBD. The offices were bought for $200 000. The offices are subject to an annual fair
value adjustment. On 31 December 2015, the fair value was $205 000.
9. Lease expenses

Dr
Lease deposit

Bank
Recognising payment of non-refundable Lease deposit
Rental expense
Bank
Recognising rental expenses for the year
Repairs & Maintenance
Bank
Recognising costs incurred in effecting the improvements

Cr

$1 000
$1 000
$8 000
$8 000
$35 000
$35 000

Explanation: On 1 May 2015, Mushonga entered in to a written agreement with Vake Properties
to lease a warehouse in order to cater for the increase in production. The terms of the lease were
as follows:
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o Lease commencement date: 1 May 2015
o Non-refundable lease deposit: $1 000
o Lease period: 11 years
o Mushonga to effect improvements to the value of $35 000
o Monthly lease rentals at the beginning of each month: $1 000
On 1 September 2015 Mushonga completed improvements on the Warehouse for a total cost of
$40,000 and were immediately put it use on the same day.
10. Manufacturing plant

Dr
Accumulated depreciation-plant (SOFP)
Impairment loss(SOCI)
Manufacturing plant(SOFP)
Being write-off of a manufacturing plant. The plant had been
acquired in June 2012

60 000
20 000

Bank(SOFP)
Other Income (SOCI)
Being insurance proceeds received from insurer in May 2015 in
respect of the manufacturing plant written off. The plant had initially
been purchased in 2011 for an amount of $120,000.
Manufacturing plant
Bank
New manufacturing plant purchased on 1 July 2015, using the
insurance proceeds.

90 000

Cr

80 000

90 000

85 000
85 000

Assume that Mushonga (Pvt) Ltd has always taken advantage of any available reliefs and claimed
the maximum possible capital allowances in any given year.
Required:
Question 1:
Part A
a. Calculate Xolani Khumalo’s income tax payable/refundable from employment for the 2015
tax year. For any amounts which are not taxable or deductible indicate by the use of a zero
and provide a brief explanation.
35 marks
b. Discuss the income tax treatment of salary which Xolani received during his time with South
African Universities.
6 marks
Part B
c. Advise with reasons and relevant case law whether Masuku and Imoco’s understanding of
gross income is correct, and if not, how ZIMRA will view this transaction.
6 marks
Presentation and communication
3 marks
Question 2:
a. Calculate the taxable income and income tax liability for Mushonga (Pvt) Ltd for the 2015 year
of assessment. For items which do not require adjustment in your computation indicate by the
use of a zero and provide a brief explanation. Mushonga (Pvt) will utilise the maximum
allowances available.
44 marks
b. With reference to journal 9, discuss the income tax treatment of the non-refundable lease
deposit and the lease improvement in the hands of the lessor.
6 marks
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Question 1
Marks

Part A
a.

Xolani Khumalo - Tax Computation for the 2015 Year of Assessment
Employment income
60,000
Basic salary
1,000
500

Leave pay - s8 gross income
Gratuity - gross income s8
Compensation for injury at work – Exempt 3rd schedule
Motoring benefit (8 x 600)
Vehicle at below market value benefit - elderly exemption
Fuel allowance - s8 (200 x 8 x 5,590/29,590)
Own contribution (prohibited)
Medical expenses paid by the employer - exempt
Pension fund contributions - deductible, max 5,400
Pension receipts - elderly exemptions
School fees waiver - employment benefits (1,400 * 2)
Less 3rd schedule exemption (2,800 * 50%)
Unregistered pension fund receipts - exempt
Below market rate loan - Education (exempt)
Personal [(6%-2%) x 5,000 x8/12]
Waiver of loan On personal portion (s8 GI)
On education (exempt)
NSSA contribution:
Employer (exempt)
Xolani
Clothing benefit - fringe benefits - not for personal gain
Free lunch - fringe benefit s8
Housing benefit - 12.5% x 60,000 (s8(1)(f))
Use of furniture - 8% x 15,000
Tax on first 60,000
On 19,243 @ 35%
Credits:

0

1
1

4,800

1

-

2
2

302
0

Medical aid contributions - By employer (exempt)

0
(3,000)
2,800
(1,400)

½
½

1
1

0

1
2

1,400

2

0
0
133
5,000
0
0
(192)
0
600
7,500

1
1
1
1
1
½
½
1
1

1,200
79,243

1

2

14,580
6,735

Elderly

(900)

1

Blind

(900)

1

Medical aid contributions (1,800*0.5*0.5)

(450)

1

19,065
AIDS Levy @ 3%
Tax payable
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Trade and investment income
Rental income - not from a source within Zimbabwe

-

1

Research and consultancy income - WHO

9,000

1

6,000

1

-

1

- Research paper (40% x 15k)
Transaction cost on foreign dividends - prohibited

15,000
3,863

Tax @25.75%
Foreign dividend:

Gross (2,000/95%)
Tax at 20%
Less: Double taxation relief
(2,105 – 2,000)

2,105

1

421

1

(105)
316

Total tax payable

1
316
23,816
39

Total available
b.

1

Discuss the income tax treatment of salary which Xolani received during his time with South
African universities.
− The issue at hand is determining the source of the income earned while working for
South African universities.
1 mark
− In terms of the gross income definition income is taxable in Zimbabwe if it is from a
source or deemed source within Zimbabwe.
1 mark
− In the case CIR v Lever Brother and Unilever Ltd, source was determined as being the location or the originating cause.
1 mark
− In this case, the originating cause of the income is Xolani’s employment at Universities, of
which these are located in South Africa.
1 mark
− Thus the true source of the employment income is South Africa.
1 mark
− However, in terms of sect 12 (1) (c) if during the time he was employed by South Af- rican
Universities he was ordinarily resident in Zimbabwe, the deemed source would be
Zimbabwe and he would be taxed according to Zimbabwean legislation.
1 mark
− If he was temporarily resident outside Zimbabwe, which is considered to be less than
an aggregate of 183 days during the year of assessment by s12(1)(c), then the deemed
source of his income would be Zimbabwe and he would be taxed according to Zimbabwean legislation.
1 mark
− If he was not resident at all in Zimbabwe, whether ordinarily or temporarily, during that
time then his income would not be taxable under Zimbabwe tax legislation.
1
mark
Total Available
8 marks
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Part B
Discuss with reasons and relevant case law whether Masuku and Imoco’s understanding of
gross income is correct, if not, how ZIMRA view this transaction.
- The issue is to determine whether an amount as defined in the gross income definition
exchanged hands between Masuku and Imoco.
1 mark
- An amount exists for “every form of property … which has a money value” as cited in the
case Lategan v CIR.
1 mark
- Masuku and Imoco have clearly received something that can be expressed in monetary
value (CIR v Butcher Bros (Pty) Ltd), that is the crane for $15,000 and the spare parts
worth $15,000.
2 marks
- Masuku and Imoco’s gross income is therefore the value of what is received, i.e. $15,000
for receiving the spares parts (Masuku), and the same amount for receiving the crane
(Imoco).
1 mark
- Therefore Masuku and Imoco’s understanding of gross income is not correct. It is based
on an incorrect understanding of “amount, in cash or otherwise”.
1 mark
Total Available
6 marks
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Question 2
a.

Mushonga (Pvt) Ltd - Tax Computation for the 2015 year of assessment
Marks
$
½
385,640
PBT
2
(50,000)
Easymas receipt - taxed in prior year
½
Malawi credit sale:
Total accrued 120,000
Total not receivable at year-end (120k/6*4)

80,000

1

Profit margin
s17 allowance (80k x 45%)

45%
36,000 (36,000)

2

POSB - Bank exempt from tax, thus dividend taxable (3 sched)
Transaction costs on foreign dividend - prohibited
Foreign dividend - taxed separately
Inventory write-down – the $10,000 cost to sale not deductible –
sect 8(1)(h)
Stock taken for own consumption – deemed sale – sect 8(1)(h)

2
25,000
2,345

Jairos Jiri
(prohibited)

Corporate 24 - s15(2)(r1)

1

10,000

Tax appeal - prohibited s16
Donations-

1
1

1,250
(19,595)

rd

55,000
-

Sole distribution rights – sect 16 prohibited deduction
Ordinary
Debt recovery debtors (
deductible)
Employees (prohibited)(9,500 x 20%)
1,900

2
1
1

1
3,000

2
1

1

Employee of the year 2,560

- Dinner (entertainment) - s16 (3,560-1,000)
- Employee expense (deductible)

-

Bad debts expense:
- Former employee (prohibited deduction)
- Mugoni insolvency (deductible)
Marketing expenses - s15(2)(gg)

Deductible in current year (1,000/10)
Prohibited
Rental expense - deductible s15
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(26,688)

2

(5,000)

1

900

2
½

(12,000)

Capital allowances:
[(100,000 + 6,750) x 25%]
Fair value adjustment - not received or accrued
Lease deposit -

6,750
2,500

1
1
2
1
½

4,000

Interest expense - capital nature
Depreciation expense (not incurred)

Total

1
1

1,000
(100)
900

-

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

TAX
402
(10,000)

1
1

Impairment loss – no expense incurred

20,000

1

Insurance proceeds – capital in nature
Recoupment – ($90,000 * 5k/90k)

(90,000)
5,000

1

Capital allowances (85,000 x 25%)

(21,250)
290,312

35,000

Repairs & maintenance
Capital allowances - s15 (2)(e) (40,000 x 25%)

43,547

Tax @ 15% (exports > 51%)
Foreign dividend:

Gross
(8,345/95%)

Tax @ 20%

(439)
Tax on
dividend

Tax payable

1

8,784
1
2

1,757
less (8,784 – 8,345) double taxation relief

2
1

1,318

1,318
44,865
44

Total Available
b.

Lease premium
- A lease premium is gross income in the hands of the lessor according to s8 (1) (d).
1 mark
- The lease premium is taxed in full in the year of receipt or accrual in the hands of the
lessor.
1 mark
Lease improvements
- The value of obligatory improvements is gross income in the hands of the lessor per s8
(1) (e).
1 mark
- The income is taxable over ten years or the period of the lease, whichever is shorter, starting from the date on which improvements are completed.
1 mark
- Only the initial lease period is considered in case of a lease renewal.
1 mark
Total Available
6 mark
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Tut 18
All amounts in the question exclude Value Added Tax (VAT).
Better Blanket Manufacturers (Pvt) Ltd (‘BBM’) is a company registered in Zimbabwe and is registered for VAT. The company’s financial year end is 31 December.
BBM manufactures all types of blankets which it sells to independent retail outlets throughout
Zimbabwe. It also sells blankets to Botswana to a limited extent.
BBM owns a number of shares which it holds for investment purposes.
With the exception of the factory building, the assets the company had purchased in prior years
had a ‘nil’ income tax value at 31 December 2008.
BBM had a profit before tax of US $5 million for the year of assessment ended 31 December
2014. The company did not have an assessed loss for either income tax or capital gains purposes. The profit before tax of US $5 million at 31 December 2014 comprises the following items of
income and expenditure:

Notes
Sales: Blankets

1

Net gain on sale of shares
Gain on sale of laboratory land and buildings
Interest on loan utilised for the purchase of shares

28 000
5
4
3
4
2

Donation to a political organisation
Lease premium
Pension contributions
Provisions
Research expenditure (does not include capital expenditure)
Rent
Excess of income over expenditure
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323 600
30 000
54 000
56 000
79 900
705 000

4

60 000

2

35 000
8 000

Lease of passenger vehicle from September 2014
Loss on sale of equipment
Loss on sale of factory land and buildings
Donation to the Destitute Homeless Persons Fund

Income
US $
450 000 000

443 344 950

Cost of sales: Blankets
Dividend income
Depreciation of all assets
Impairment loss – second-hand plant
Impairment loss on shares
Insurance payment received

Expenditure
US $

6

442 500
60 000

6

20 000
84 000

7
8

326 885
1 000 000

2

59 965
20 000
5 000 000
450 868 900

450 868 900
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Additional information (notes)
1 Sales

Sale of blankets in Zimbabwe
Export sale of blankets
Sale of fuel
Sale of scrap

US $
385 000 000
50 000 000
10 000 000
5 000 000
450 000 000

2 Research and development
The company had set up its own research and development division in an attempt to discover
better methods of dying the yarn used in the manufacture of its blankets. In March 2014 the
company purchased a building adjacent to its factory which was to be used as a laboratory.
This building cost US $500 000 and land cost a further US $10 000. The experiments were not a
success. As the company was short of funds and due to unrest in the area it sold the land and
buildings on 15 November 2014 for US $1 215 000, of which amount US $215 000 was allocated
to the land. On 1 November 2014 the company sold the laboratory equipment for US $232 000.
This had been purchased in March 2014 at a cost of US $240 000.
3 Insurance payment
In October 2014 a computer which had been purchased in the previous tax year for US $60 000
was destroyed by a power surge. The company received US $56 000 from an insurance company.
4 Sale of shares
The company sold a listed market security in September 2014 for US $100 000. These shares had
been purchased in March 2014 at a cost of US $20 100.
In March 2014 the company borrowed funds to purchase three listed securities. The company sold one of these, which it purchased at a cost of US $20 100, in September 2014 for
US $100 000.
The other two, which are dividend-yielding investments, had cost US $500 000. These two listed securities were included in the company’s balance sheet at their current market value of
US $446 000. The decrease in the value of this investment of US $54 000 was treated as an impairment loss.
5 Impairment loss on second hand plant and machinery
Zimbabwe Blankets (Pvt) Ltd, a company which had purchased plant used in its operations at a
cost of US $200 000 in March 2014, sold this plant to BBM for US $250 000 on 31 August 2014.
The company brought these assets into use on 1 September 2014 and the assets were capitalised at this cost. However, an independent valuation was obtained according to which the assets
were valued at US $220 000 and BBM immediately impaired the plant and machinery to this
market value of US $220 000.
6 Factory buildings and improvements to leasehold propERty
In May 2009 BBM purchased a plot of land for the equivalent of US $500 000. It erected a
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factory on this land at a cost of US $1 942 500. This building was brought into use on 1 October
2009. As a result of continued unrest in the vicinity of this factory, BBM also sold this land and
buildings on 15 November 2014 for US $2 million, being US $300 000 for land and US $1 700
000 for the buildings.
On 1 November 2014 BBM entered into a 20-year lease agreement with Tan Queray Ltd for the
lease of a factory in a trouble-free area. The lease agreement stipulated that BBM would pay a
premium of US $84 000 on 1 November 2014 and a monthly rent of US $10 000 (subject to an
annual escalation clause).
7
Pension contributions
The company joined a new approved pension scheme in February 2014, in terms of which contributions amounted to 6,5% of each employee’s salary. Included in the amount paid were contributions by the following persons:
US $
6 000

Managing director

Finance director
Sales director

8

5 000
4 500
15 500

Provisions
US $

Provision for leave pay calculated on the basis of number of days leave due x
monthly salary
Provision for director’s fees to be voted on at the next annual general meeting
Provision for anticipated repairs to manufacturing plant
Provision for valuation fee of assets to be carried out in January 2015

586 000
14 000
220 000
180 000
1 000 000

REQUIRED
Marks
In respect of the 2014 year of assessment calculate any capital gains tax liability
or loss. Show all workings.
Presentation marks: Arrangement and layout, clarity of explanation, logical argument and language usage.
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Question 1 (b) – Capital Gains Tax
Research and Development
$1,215,000
- (1)

Proceeds
Recoupment – acquired and sold in the same year
Less

(510,000) (1)

Cost
Inflation allowance ($510,000 * 2.5%)

(12,750) (1)

Capital Gain

692,250
138,450 (1)
(182,250) (1)
(43,800) (1)

Tax @ 20%
Capital Gains Withholding Tax @15% of $1,215,000
Capital Gain Refundable
Sale of shares
Listed shares – Capital Gains calculated at 1% of the gross
proceeds for listed shares ($100,000 * 1%)
Sale of Factory Building

1,000
(2)
2,000,000
(1,700,000) (1)

Proceeds
Recoupment – acquired and sold in the same year

300,000
Less
Cost

2,442,500

Less Capital Allowances previously claimed

(1)
(1)

500,000
Inflation allowance ($2,442,500 * 2.5%*6)
Capital Loss

CAA
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Tut 19
You are a tax consultant with Mutumwa & Co consultancy. One of your clients (Tanatswa) has
sent you an email requesting for assistance on some tax matters.

Matter 1
In January 2011 Tanatswa inherited a house from his uncle who had died of cancer and at that
time the house had a market value of $130,000. The house is located in the leafy suburbs of
Borrowdale. When Tanatswa assumed ownership of the house, he moved into the house with his
family. At the time he relocated to the new house in Borrowdale he sold off his house in Norton
which he had been living in for the past 2 years. He sold the house for an amount of $30
000 and Tanatswa had paid an amount of $15 000 when he originally acquired the house in the
year 2009. In September 2012 Tanatswa decided to dispose of the house in Borrowdale as he
discovered that the cost of maintaining the house was well above his current income. At the end
of September, he found a buyer willing to pay an amount of $145 000 for the house. Tanatswa
then used the sale proceeds to acquire a new house in the medium density suburb of Hatfield for
an amount of $80,000 and at that time the new house became his primary place of residence.

Matter 2
Tanatswa also owns a small construction company as a sole trader. The business commenced
operations in the 2009 tax year and in that same year he acquired office premises for an amount
of $23 000. When acquired the building it was automatically eligible for capital allowances under the income tax act since it was used for the purposes of trade. The building qualified as a
commercial building for income tax purposes. Due to the liquidity challenges facing the economy
the construction industry went on a downward trend and in October 2012 Tanatswa decided
to cease the operations of his construction company. In November he was able to find a buyer
for the office premises who paid him an amount of $37 000 for the building. In 2011 Tanatswa
made capital improvements amounting to $5 000 on the property but did not claim any capital
allowances on these improvements. On the date of disposal, the premises had an Income tax
value of $20 700.

Matter 3
In February Tanatswa’s employer (Munhondo (Pvt) Ltd – Listed on the ZSE) decided to award
employees shares in the company as part of a scheme to ensure compliance with the country’s
indigenisation laws. As part of the employee share ownership scheme a Trust was set up and all
the employees of Munhondo (Pvt) Ltd were eligible to be members of the trust sharing equally
the assets and income of the Trust. As at 28 February 2012 the date on which the Trust was set
up there were 150 employees under the employment of Munhondo (Pvt) Ltd who were eligible
to be members of the Trust. A total of 30 000 shares were awarded to the Trust at no purchase
consideration and as at that date the Fair Market value of each share was $2. Munhondo purchased the shares awarded to the trust from the ZSE at the fair market price stated above. In
October of 2012 Tanatswa got a job offer from Newdawn (Pvt) Ltd which he decided to take up.
Since one of the conditions of membership to the Munhondo employees Trust was continued
employment with the company he was therefore no longer eligible to continue as a member of
the Trust. The Trust sold his shares at a value of $2.50 for each share he was entitled to.
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Question 2

a.

Marks

Discuss the tax treatment of Matter 1 in terms of the Capital Gains Tax
Act and calculate the taxable gains where applicable.
10

b.

c.

Discuss the tax treatment of Matter 2 in terms of both the Income Tax Act and
the Capital Gains Tax Act. Clearly indicate which provision of the Tax acts is 10
applicable at each stage of the transaction.
Matter 3 :
In the hands of both Munhondo and Tanatswa discuss the Tax implications of
the share ownership scheme in terms of the Income Tax act and Capital Gains 15
tax act. Assume that the employee share ownership scheme was approved by
the relevant ministry. (15)
Record the journals that will be required to record the share ownership
scheme in the accounting records of Munhondo (Pvt) Ltd in terms of the 5
applicable Financial Reporting standards. Assume the shares immediately vest
on grant date. (5)

Matter 1

$ Marks

Disposal of Norton House
The proceeds from the sale of the Norton house is taxable under
the capital gains tax act since it constitutes the disposal of a
specified assets (immovable property)

1

Therefore the Capital gain taxable is calculated as follows:
Gross Capital Amount (Sect 8(1) a

30 000

1

(15 000)

1

(750)

1

Less Section 11 Deductions
Cost of acquiring the house (Sect 11(2) (d)

Inflation allowance Sect 11 (2) © ($15 000*2.5%*2)
Capital Gain

14 250

Since the proceeds on the disposal were not used to acquire
another residence Sect 21 election is not available to Tanatswa.
Disposal of Borrowdale House
The proceeds from the sale of the Borrowdale house is taxable
under the capital gains tax act since it constitutes the disposal of
a specified assets (immovable property)

1

1

However the proceeds of the disposal have been used to
acquire another PPR hence Sect 21 election is available
where the Capital Gain is not taxable
But in terms of Sect also if the full proceeds are not used
in acquiring another PPR the portion not used as such is
taxable
Therefore the Capital gain taxable is calculated as follows:
Gross Capital Amount (Sect 8(1) (a)

1

1
145 000

1

Less Section 11 Deductions:
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Inheritance Cost – Sect 11 (2) (a)

(130 000)

2

(6 500)
8 500

1

(4 690)

2

Inflation allowance Sect 11(2) © ($130 000*2.5%*2)
Less Gain Related to acquisition of new PPR ($80 000/$145
000*$8 500)

Taxable Capital Gain

3 810
14
10
max

Matter 2
Disposal of Property: Income Tax Act
In terms of Sect 8 (1) (j) A recoupment arises on the disposal
of the property since capital allowances were granted on the
use thereof;

$

$

Marks

1

Recoupment calculated as follows:
Proceeds:

37 000

1

Less Income Tax Value
Potential Recoupment

(20 700)

1

16 300

Actual Recoupment (Limited to allowances previously
granted) $23 000-$20 700)

2 300

2

Disposal of Property: Capital Gains Tax
The disposal of the property also attracts Capital Gains Tax as
it constitutes the disposal of a specified asset

1

The taxable capital gain is calculated as follows:
Proceeds

37 000

1

Less Recoupment(Gross Income) – Sect 8 Income Tax
Act
Gross Capital Amount

(2 300)

1

34 700

Less Deductions
Acquisitions Cost

23 000

1

Less Allowances claimed under Sect 15 Income taxes

(2 300)

2

20 700
Improvements – Sect 11

5 000

Inflation allowance: Cost of property ($23 000*2.5%*4) –
Sect 11(2)
: Improvements ($5 000*2.5%*2) – Sect 11(2)
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Taxable Capital Gain

6 450
14
10max

Matter 3: Required (i)
Tanatswa
On the day that Tanatswa became eligible for the shares in
the Trust on 28 February 2012 a benefit in terms of Sect 8(1)
(f) accrues

$

$

$

Marks

2

The benefit is determined as follows:
Market value at grant date: ($2*30 000/150)
Less Amount paid for shares
Taxable amount
The benefit is taxable at PAYE rates
On the subsequent disposal of the shares by the trust
Then proceeds from the sale are exempt in terms of the 3rd
schedule
Munhondo
In terms of Sect 15 (2) (jj) the cost of acquiring the shares
($2*30 000) is an allowable deduction in the hands of Munhondo.

400

3

400

2
1
1

2

-

3
14

Matter 3: Required (ii)
Journals to record the share ownership scheme
Dr Staff Costs ($2*30 000)
Cr Bank/ SBP liability

60 000
60 000

5

The benefit accrued at grant date, hence vests immediately.
It is cash settled SBP because Mudondo had to go and acquire the shares on the ZSE.
Presentation
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Tut 20
Retirement of Mr Cheda
Mr Cheda, a 61-year-old employee of Pine Jel, held a 4% interest in Pine Jel and managed one
of the company’s divisions. During labour unrest he was attacked by striking workers and the
company paid for an air ambulance to fly him to a Johannesburg hospital, at a cost of $640. Pine
Jel also paid for Mr Cheda’s medical costs in Johannesburg, which amounted to the equivalent of
$4 400.
Mr Cheda was so traumatised by the incident that he was unable to continue to work. His doctor
later advised the company that Mr Cheda would not be able to return to work at all.
Mr Cheda took early retirement on 31 October 2014.
Mr Cheda’s cumulative pay slip for the period January 2014 to 31 October 2014 showed the
following:

Description
Salary
Bonus
Leave pay
Medical aid contributions
Retirement package paid by the company

$
48 000
4 000
2 000
2 800
50 000

The retirement package and accumulated leave were paid to Mr Cheda by means of a single
electronic transfer on 31 October 2014.
Mr Cheda had paid his annual contribution of $6 000 to an approved retirement fund in January 2014
Mr Cheda informed Pine Jel that he would like to dispose of his 4% shares in the company, which
he had purchased in May 2010 for $7 500. Neither the company nor the other share- holders
were aware of any person who might be interested in purchasing the shares from Mr Cheda.
The shareholders all agreed that the 4% interest was worth $40 000. The company offered to
buy back the shares when its cash flow position improved.
Mr Cheda was interested in buying a twin a cab vehicle for his own use. Pine Jel had such a
vehicle, which has a market value of $39 000, and the shareholders agreed that the company
could purchase Mr Cheda’s shares in exchange for the vehicle. This vehicle had originally cost
$49 000. Mr Cheda accepted the offer and the exchange took place on 30 November 2014.
Mr Cheda did not dispose of any other specified assets during 2014 year and did not earn any
other income during his 2014 year of assessment.
Various fees paid during the year ended 31 December 2014
During August 2014 Pine Jel engaged the services of a tax consultant who rendered the following services to the company:
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$
300

Preparation of computation and return
Correspondence with the Zimbabwe Revenue Authority in connection with VAT
150
penalties
Drafting of resolution to enable the company to purchases its shares from Mr Cheda 100
550
The company also incurred the following legal costs in August 2014:
$

Alteration to its Articles of Association
320
Advice on the issue of new shares and proposed purchase by Pine Jel of own 525
shares
845

REQUIRED TUT 3
Prepare computations for Mr Cheda, taking into account all types of income for
purposes of both income tax and capital gains tax
Calculate any income tax and capital gains tax payable for the tax year ended 31 24
December 2014.
Cite relevant sections of the Acts.

SOLUTION 3
Mr Cheda Tax Computations
Employment Income
Salary – sect 8 (1) (b)
Bonus – sect 8 (1) (b)

$

$
48 000

rd

Exempt – 3 schedule par 4 (o)
Leave pay – sect 8 (1) (b)
Medical aid contributions – 3rd schedule par 8 (2)

4 000
(1 000)

3 000
2 000
0

1

0
0

1
1

50 000

2

(2 700)

2

rd

Costs of air ambulance – exempt 3 schedule par 8 (1)
Medical costs in Jo,burg – exempt 3rd schedule par 8(1)
Retirement package – sect 8 (1) (b) – not under an approved retirement scheme therefore 3rd schedule exemption not available
Contribution to RAF – sect 15 (h) - limited to $2 700 per year

Marks
1
1
1
1

100 300
Tax using tax tables:
On the 1st $90 000
On the diff – ($100 300 - $90 000)*40%
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Less Credits
Elderly person’s credit - $900 * 10/12
Add 3% AIDS levy

Capital Gains Tax – Disposal of shares
Sales Proceeds – value of received vehicle – sect 8 (1) (a)
Less sect 10(m)exemption – Mr Cheda is over 55 years

(750)
29 470

2

884
30 354

1

39 000

2

(1 800)

2

(7 500)

1

(938)
28 762

2

5 752

1

Less deductions
Cost of purchase – sect 11(2)
Inflation allowance – 2.5%*7 500*5

Tax @ 20%
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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

Up to 3 600

Amount

Rate within Tax
segment
(%)

Cumulative
Tax

3 600

0%

3 601 – 18 000

14 400

20%

2 880

2 880

18 001 – 36 000

18 000

25%

4 500

7 380

36 001 – 60 000

24 000

30%

7 200

14 580

60 001 – 120 000

60 000

35%

21 000

35 580

120 001 – 180 000

60 000

40%

24 000

59 580

180 001 – 240 000

60 000

45%

27 000

86 580

240 001 and above
•
•

0

50%

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) –
41% of output (by quantity or volume) 51% of output (by quantity or volume) • Mining companies – 25% *
• Special mining lease companies – 15%*
• *Plus 3% AIDS levy

20%
17.5%
15%

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
0 – 1 500 cc
1 501 – 2 000 cc
2 001 – 3 000 cc
3 001 – and above

Benefit ($)
300
400
600
800

8. Capital allowances
Maximum deemed costs to be used in determining capital allowances
Deemed
Asset
cost ($)
Passenger Motor Vehicle
10 000
Staff House (actual cost not to exceed $25 0000
10 000
School, clinic, hospital, nursing home
10 000
9. Capital Allowances: Mining
Maximum deemed costs to be used in determining the capital redemption allowance.
Deemed
Asset
cost ($)
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%
• 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)

254

FOR 2018 CTA 2 EXAMS

Property of CAA Learning Media

CAA

APPLIED TAXATION – Module 1

TAX
402

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.
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