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Instructions to Candidates
1. This external integrated summative supplementary assessment paper consists
of two parts, Part A and Part B.
Time:

8 hours

2. Enter your examination number on each document and save all documents
with your examination number.

3. Your name must not appear anywhere in the answer books or saved
documents.

4. Answer the questions using effective presentation skills and pay attention
to the use of concise language, clarity of explanation and logical argument.
Marks will be awarded for these aspects of your response.

5. It is your responsibility to ensure that all assessment stationary is handed
in to the invigilator before leaving the examination room and saved
documents are forwarded as per assessment requirements.
6. Total marks for Paper 1: 100
7. Pass mark: 50 % pass is required per paper and competence achieved on
all exit level outcomes per paper.
8. Open book policy applies. All published bounded books are allowed.
9. Candidates have full access to the internet.
10. The assessment is only available in English and is typed.
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CASE STUDY

PART A

50 MARKS

You are a tax consultant at a medium sized audit firm. You have two emails in your
inbox, both of which require you to draft an opinion in response to the clients’ queries.
The first email is from a new client, Aria Govender, who runs a successful business
as a sole proprietor (trading as Dynamic Designs). Please refer to EMAIL 1 below.
The second email is from a long standing client, Siv Maswana, the financial manager
of PremierBooks (Pty.) Ltd (‘PBopco’), a South African resident company that operates
a number of bookstores in South Africa within the PremierBooks group. Please refer
to EMAIL 2 below.
***
EMAIL 1
Date: 27 July 2017
From: Aria Govender (agovender@dynamicdesigns.co.za)

Dear Consultant

I run a business as a sole proprietor. My business involves assisting commercial
clients with the design of their office space interiors. I have a number of employees
and my business assets are as follows: immovable property, furniture, special ised
computer equipment and vehicles. I am a registered VAT vendor.

For various commercial reasons, I would like to incorporate my business into a
company and I would like to be the sole shareholder of this company. I have
calculated that if I sell my assets to a new company (which we can call ‘Newco’) for
market value (and subscribe for shares in that same company), there will be
recoupments and capital gains on the disposal of my assets (as calculated below).
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Information from my asset register
Current
Original Cost
market value
Immovable property
Furniture
Computer equipment
Motor vehicles

Total
allowances
claimed to
date

My calculations
Recoupment Capital gain
on disposal to on disposal to
Newco
Newco

2 300 000
248 990

1 000 000
354 800

354 800

248 990

1 300 000
-

530 680

401 580

401 580

401 580

129 100

120 000

250 460

250 460

120 000
770 570

1 429 100

I am worried about all these recoupments and capital gains. However, I spoke to
someone recently who said it may be possible to transfer my business assets to
Newco on a tax neutral basis if I get shares in Newco. Please provide me with an
opinion on how this would be possible?

Kind regards
Aria Govender
10 Thorne Avenue | Harfield Village
Cape Town

***
EMAIL 2
Date: 27 July 2017
From: Siv Maswana (ssmaswana@pb.co.za)

Dear Consultant

Hope all is well. We are having a board meeting in a few days and I need to present
the board with answers on the below tax questions. Please prepare an opinion with
the answers to each of my below queries, under separate headings within one
opinion.
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Query 1:
A bit of background to this query: Towards the end of our 31 December 2016 year
of assessment, we (PBopco) entered into agreements with our holding company
(‘PBholdco’, tax resident in South Africa) and our minority shareholder (‘GBUK’, tax
resident in the UK), to waive some of the loans we owed to them. The historical
information regarding these loans is as follows:


Loan 1: In 2014, PBholdco extended an interest free loan of R2million to PBopco
in order to acquire a vacant piece of land (purchase price was R2 million) on
which we intended to build a new bookshop. PBopco purchased the land but we
have not yet developed it as we have run into some problems with zoning, cash
flow etc. No portion of this loan has been repaid.



Loan 2: In 2015, we ran into further cash flow problems and found we needed
funding to buy trading stock. PBholdco extended a further interest free loan of
R500,000 to PBopco and we bought the necessary stock. We managed to get
the stock just in time for our busy season and fortunately all those books were
sold, which improved our cash flow position temporarily. No portion of this loan
has been repaid.



Loan 3: Also in 2015, we approached our minority shareholder, GBUK, for the
funding of general operating expenses to the amount of R100,000. By the time
we received the funds, our cash flow situation improved somewhat (per the
above point), and we actually ended up using the loan to fund a R100,000
dividend to our shareholders. Interest was charged on this loan at an arm’s
length rate and PBopco has claimed the interest as a deduction for income tax
purposes in the relevant tax returns. No portion of the interest or loan capital
has been repaid. The current balance of the loan (including capitalised interest)
is R160,000.

I have inserted a diagram below (depicting the facts prior to the waivers) to
hopefully make this all clear.

4

The loan waiver agreements signed at the end of 2016, stated that PBholdco would
write off Loan 1 and Loan 2 in full. GBUK would write off 50% of Loan 3.

Myself and my colleagues cannot seem to agree what the income tax and/or capital
gains tax (‘CGT’) consequences were in respect of each of the loan waivers. Please
could you advise us in the opinion?

Query 2:
In addition to our wide selection of books available in our bookstores, our
customers are also able to purchase gift cards (i.e. gift vouchers). PBopco started
offering gift cards for the first time during 2016. Our gift cards can be exchanged
for books sold at any of our bookstores, but they cannot be refunded or exchanged
for cash. We received a cumulative amount of R189,540 for gift cards issued to
customers which had not yet been redeemed at the end of the 2016 financial year.

Our accounting and tax treatment of the gift cards is the same. Upon purchase of
a gift card, our general-purpose transactional bank account is debited and a
balance sheet creditor “gift cards” is credited. Once redemption takes place, the
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sale is accounted for together with the VAT thereon. Therefore, only on redemption
would the amount redeemed form part of taxable income. In other words, the
R189,540 referred to above, would not be included in taxable income for the 2016
year of assessment. Do you agree with our tax treatment? Please include your
views in the opinion.

Query 3:
This query also requires a bit of background. As per the group structure diagram
I’ve inserted above, PBdormant is wholly owned by PBopco. It is a South African
resident company for tax purposes. It has a 31 December year end. The history of
PBdormant is as follows:

From 2010 until the middle of 2014 we used this company as the educational print
arm of our business. The business activities included developing certain
educational books which we sold in our books stores under our brand
‘PremierBooks’. However, management decided to discontinue this part of our
business. The business assets and stock were sold and business operations
ceased towards the end of the 2014 year of assessment. There was an assessed
loss at the end of the 2014 year of assessment to the amount of R146,700.

From 1 January 2015, there were no employees and very little activity, besides the
board meeting in which we signed off the accounts, and the statutory audit. The
only real asset in 2015 was cash held in the company’s bank account. I’ve listed all
the income and expenses for the 2015 financial year below. We calculated taxable
income for 2015 (before considering any balance of assessed loss) as being Rnil.
Income
Interest (on positive bank balance)

2,150

Expenses
Audit fees (for annual review)

2,000

CIPC-fees

440

Printing (of documents for board meeting)

100

Stationery (for board meeting)

50
6

We calculated taxable income for 2015 (before considering any balance of
assessed loss) as being Rnil. The 2015 tax return has been submitted, but we have
not yet been assessed by SARS.
In 2016 however, management decided to use PBdormant for a new venture – the
selling of electronic books (‘e-books’). External funding was secured, specialists
from legal, marketing, digital and commercial backgrounds were employed and
various agreements were entered into with authors in the first half of 2016. In June
2016, PBdormant began selling e-books. The performance of the business in the
latter half of 2016 was positive and the company is already profitable.

We would like to know if PBdormant would be able to carry forward the assessed
loss of R146,700 to the 2016 year of assessment, to utilise against the taxable
income in 2016. My view is that since we earned interest in 2015, we should be
able to carry the assessed loss through to 2016. Please provide your views in the
opinion.

Kind regards
Siv Maswana
Premier Books Head Office
5 Lakeside Silo
Green Street, Tokai

***
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CASE STUDY

PART B

50 MARKS

You have recently joined RJ Generators (Pty.) Ltd (‘RJG’) as their new tax accountant.
RJG is a South African tax resident company, specialising in the manufacture and sale
of petrol and diesel generators for domestic and commercial use. The generators are
unique in that its decibel level (when in operation) is the lowest in the market, and the
units are stylish and odour free. The regular electricity outages in recent years have
resulted in a large demand for RJG generators and as a result, the company has
grown rapidly. RGJ has a 30 June financial year end.

Your predecessor at RJG, Shana Davids, has left the below note on your desk,
informing you of a dispute with SARS that you will need to attend to.

***
Hi there

Welcome to RJG. One of the first things you will need to attend to is an objection to
SARS in respect of the 2016 year of assessment. Here is the background:


The 2016 ITR14 was submitted in January 2017 and then we were subsequently
audited by SARS before receiving an assessment. SARS issued a letter of audit
findings, but for some reason I missed the eFiling notification and therefore I did
not see the letter until recently. Please read the SARS letter. (Refer to
ANNEXURE 1 – SARS LETTER).



With regard to 1.1 of the letter, I disagree with the first sentence. I honestly don’t
think SARS looked at our tax schedules and our tax return properly, as if they had,
they would have seen that our tax treatment of the warranty provision was correct.
The rest of 1.1 is factually correct and will be good for you to know in order to
understand the warranty provision.



Have a look at the tax schedules (I have just included the tax computation and the
supporting schedule for the provisions) so that you can see how we treated the
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warranty provision. (Refer to ANNEXURE 2 – TAX SCHEDULES). Just out of
interest, the major increase in the provision was just as a result of the significant
increase in sales from 2015 to 2016.


The 2016 ITR14 was submitted (in January 2017) based on the tax computation I
referred to above.



Since the warranty provision was so high, I actually got an opinion from a registered
tax practitioner just to confirm that our treatment was correct (I was hoping that
perhaps we did not need to add it back, but the opinion confirmed that we were
doing the right thing). The opinion set out all the background facts and stated that
the position taken would more likely than not be upheld if the decision proceeds to
court. I uploaded the opinion as a supporting document when I filed the return, just
because I had it available.



By the time I saw SARS’ letter of audit findings, the 21 business days had passed
and we had already received the original ITA34 (dated 3 July 2017) in which SARS
have made their proposed adjustment and have raised penalties. (Refer to
ANNEXURE 3 – ASSESSMENT). This is the first time in the last 4 years that we
have incurred SARS penalties of any kind so I would really like this issue to be
rectified with SARS as soon as possible. We have always been in good standing
with SARS and our compliance history is excellent, so it would be good for RJG to
maintain this clean record.

The best way to get this resolved would be to file an objection. One of our secretaries
has started populating the Notice of Objection form (refer to ANNEXURE 4 – NOTICE
OF OBJECTION) and you will need to review what she has done so far. Then you will
need to draft an objection letter setting out the following: grounds for objection; request
for remission of underestimation penalty; request for remission of understatement
penalty; request for remission of interest; and request for suspension of payment
pending the outcome of the dispute.

Sorry to leave you with all of this. Good luck and good wishes for the future,

Shana
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REQUIRED

Question:

Marks

Part A
1. Draft an opinion to Aria Govender in response to EMAIL 1, in
which you cover the following, in the relevant order set out
below:


Identify the relevant section of the Income Tax Act which
allows the client to achieve her desired structure on a tax
neutral basis;



List the requirements of the section identified above, and the
application of each requirement to the facts;



Provide a brief explanation of why there would be no
recoupments or capital gains tax arising if the section
identified above is applicable. [NOTE: Please provide full
section references in support of this part of your answer]; and
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Advise the client as to how she could ensure that there would
also be relief from a VAT perspective.

2. Draft an opinion to Siv Maswana in response to EMAIL 2, in
which you cover the following (using separate headings for each
query):


Query 1:



What are the income tax and/or CGT consequences for
PBopco of the waiver of Loan 1;



What are the income tax and/or CGT consequences for
PBopco of the waiver of Loan 2;



What are the income tax and/or CGT consequences for
PBopco of the waiver of 50% of Loan 3.
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[NOTE: Please provide full section references in support of
your answers. You may assume that the waiver of the loans
was not a donation or a deemed donation for purposes of
s55 and s58 of the Income Tax Act respectively. You may
ignore s31 of the Income Tax Act.]


Query 2: Is the income tax treatment of the gift cards in the
2016 year of assessment correct?
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[NOTE: Please provide full section references in support of
your answer. Please support your answer with reference to
relevant case law.]


Query 3: Would PBdormant be able to carry the balance of
assessed loss through to the 2016 year of assessment?

6

[NOTE: Please provide full section references in support of
your answer. Please support your answer with reference to
relevant case law.]

Communication skills – presentation and layout
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Part B
1. In respect of the items numbered as 1 - 4 in the notice of
objection form, provide a brief comment as to whether you agree
with the disclosure in respect of each items (i.e. please write
‘agree’ or ‘disagree’ in respect of each item). If you disagree,
explain what corrections should be made.
(NOTE: as the secretary is still in the process of completing the
notice of objection form, please only comment on the numbered
items at this stage)
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2. Draft an objection letter to SARS in respect of the 2016 original
income tax assessment. Please include the following in your
objection letter, under separate headings:


Grounds for objection.



Request for remission of underestimation penalty.
(NOTE: please apply the remedies in both the Fourth
Schedule to the Income Tax Act and the Tax Administration
Act to the facts provided, and include full section references
to the applicable legislation);



Request for remission of understatement penalty.
(NOTE: please apply the most appropriate remedies in the
Tax Administration Act to the facts provided, and include full
section references to the applicable legislation);



Request for suspension of payment pending the outcome of
the dispute.
(NOTE: please identify the relevant section of the Tax
Administration Act which provides for the suspension of
payments and apply the requirements therein to the facts
provided); and



Request for remission of s89quat interest.
(NOTE: please identify the relevant section of the Income
Tax Act which provides for the remission of such interest and
apply the requirements therein to the facts provided).
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[NOTE: You may rely on the information provided by Shana Davids.
Should you wish to refer SARS to their letter of audit findings, the

36

supporting tax schedules or the assessment in your objection letter,
you may assume that these documents would be uploaded as
supporting documents to the objection and you may refer to them as
ANNEXURE 1, ANNEXURE 2 and ANNEXURE 3 respectively. Also
note that the changes to the eFiling dispute management process as
announced by SARS on 5 May 2017 are not taken into account for
purposes of this question.]

Communication skills – presentation and layout
Total marks for the paper

6
100
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