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Instructions to Candidates
1. This competency assessment paper consists of three questions.
2. Answer each question in a separate answer book.

Question
1
2
3

Topic
Analysis of financial statements
Corporate Tax
Value-Added Tax

Marks
40
40
20

Answer Book

Total marks: 100
Time:

4 hours plus ½ hour reading time

The marks specified are an indication of the expected length and detail of your
response.
3. Enter your examination number on the cover of each answer book as well as on
all answer sheets.
4. Your name must not appear anywhere in the answer books.
5. Answers may not be written in pencil and correction pens (Tipp-ex) may not be
used.
6. Answer the questions using effective presentation and pay particular attention
to the use of concise language, clarity of explanation and logical argument.
Marks will be awarded for these aspects of your response.
7. It is your responsibility to ensure that all answer books are handed in to the
invigilator before leaving the examination room, as answer books handed in
thereafter will not be marked.
8. Round all amounts to the nearest RAND.
9. Please take note of the tax rates and tables provided in Annexure A to this
paper.
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QUESTION 1
ANALYSIS OF FINANCIAL STATEMENTS

40 MARKS

You are a registered tax practitioner and was recently (during June 2016) appointed by
LAC (Pty) Ltd (“LAC”) to assist with their tax and financial reporting affairs. The company
distributes cell phone accessories such as carry cases and chargers to various retailers in
South Africa. You need to submit the company’s normal income tax return for the year
ended 31 December 2014.
The financial manager of the company has prepared the financial statements for the year
ended 31 December 2014. He has indicated that he did not use any particular financial
reporting framework such as IFRS or IFRS for SMEs as the financial statements were only
used by a small number of people. For the same reason, he did not bother preparing a
statement of cash flows or any notes to the financial statements. The financial statements
are also not subject to any audit or independent review.
When you requested the VAT returns submitted during the 2014 financial year in order to
reconcile the amounts to the turnover in the company’s financial statements, the financial
manager informed you that LAC is not registered for VAT.
The shareholders of LAC are as follows:
Mike Burnett (also a director)
Marcus Lowry (also a director)
Carl O’Halloran (not a director)
You ascertained the following information in respect of the year ended 31 December 2014
after discussions with the financial manager:
•
•
•

Total sales were R39.5 million for the year ended 31 December 2014.
The company had 58 employees throughout the year excluding the two directors.
As at 31 December 2014, the company had trade creditors of R20.1 million.
REQUIRED

40

Discuss your concerns (risks evident) with regard to the financial
statements and tax affairs of LAC (Pty) Ltd.
Your discussion should deal with the following:
1. Whether the company needs to be registered for VAT?
2. Does the company have to prepare financial statements in
accordance with an accepted reporting framework?
3. And if so what this set of financial statements should include?
4. And if these financials statements need an external approval?
5. Any other concerns?

40
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QUESTION 2
CORPORATE TAX

40 MARKS

QUESTION 2 - PART A

32 MARKS

You are employed by Maredi Tax Consulting (Pty) Ltd (“MTC”). MTC is a South African
resident company and a registered VAT vendor located in Sandton. MTC has a 30 June
year end. You have been requested to assist to calculate the company’s tax liability for the
year ended 30 June 2016.
The senior accountant is on leave and complete financial information could not be obtained
from her office. You have been provided with an extract of the little information that could
be found.
Assume all amounts are VAT exclusive unless otherwise stated.

Entity:
Document:
Revenue
Operating Costs
Operating profit

Maredi Tax Consulting (Pty) Ltd
Extract of the trial balance for the year ended 30 June 2016
R
5 300 200
3 988 000
1 312 200

The following financial information has not been taken into account yet.
#
Transaction
Details
1.
Revenue
It is MTC policy that an agreement is binding upon
completion of services and/or delivery of a report. MTC was
appointed to conduct a tax health check for PK (Pty) Ltd.’s
group of companies.

2.

Bad debts

3.

Doubtful debts

This was a year project which ended on 30 May 2016. On
15 July 2016, MTC delivered a final report PK (Pty) Ltd with
an invoice of R150 000. The payment of R150 000 was
received on 31 July 2016.
On 30 June 2016 there was an outstanding balance of
R175 000 from MPE SMC (Pty) Ltd a trade debtor. The
balance has been outstanding for 120 days.
It is MTC’s policy to write off debts within 90 days.
A list of doubtful debtors drawn by management reflect a
balance of R75 000 for 2016 and R50 500 for the 2015
years of assessment The provision for doubtful debt
account in the general ledger reflects a final balance of
R85 000 for the 2016 financial year end.
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4.

5.

Legal fees

MTC utilises the services of an attorney in order to collect
outstanding debts. On 1 June 2016, R14 000 was paid to
the attorneys in respect debt collection services provided.
Provision
for Due to the economic downturn, MTC anticipates that it will
anticipated losses
not be profitable in the next financial year. Thus the
accountant has raised a provision of R30 000 for the year
ended 30 June 2016. This provision was not raised in the
previous financial year.

6.

Loss of employee

Mr P a director took early retirement on 1 February 2016.
MTC knew that Mr P planned to start his own consulting
firm and thus made a payment of R250 000 to restrict him
from approaching its clients. The restriction applies for 5
years.
MTC paid R600 000 as pension fund contributions on
28 February 2016. The approved remuneration is
R2 500 000.
MTC was recently audited by South African Revenue
Services (“SARS”). The audit was completed on
1 March 2016. The audit results were as follows:
Understatement Penalty – R25 700
MTC relocated their office premises to Sandton to be close
to their clients. MTC purchased a new building from a
property developer on 15 December 2015 and brought it
into use on 4 January 2016. The building was purchased at
the cost of R2 200 000.

7.

Salaries

8.

SARS Audit

9.

Building

10.

Computer
Equipment

MTC purchased computer equipment on 1 May 2015 for
R143 640 including VAT and immediately brought it into
use. The computer equipment was disposed on
1 November 2015 for R80 000.

11

Apartments

12

Rental

13

Photocopy
machine

MTC purchased a floor in a new three storey apartment
building on 1 February directly from the developer at
R320 000 each. The floor consisted of six (6) units. The
units had a market value of R320 000 each. The units will
be used as residential accommodation for senior staff.
On 1 January 2016 MTC entered into a 5 year lease
agreement at a monthly rental of R15 000. On the same
day a lease premium of R150 000 and six months rental of
R90 000 were paid. The rental was brought into use on the
same day.
MTC purchased a photo copy machine on 1 May 2015 for
R150 000. On 1 January 2015 the photocopy machine had
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14

Assessed loss

15

Provisional tax

to be moved to the new premises in Sandton. Moving costs
of R12 000 were also incurred.
Balance of assessed loss of R230 000 carried forward from
the previous year.
MTC made the provisional tax payments of R70 000 in total
during the current year of assessment.

REQUIRED
Calculate the Income Tax payable by or refundable to Maredi Tax
Consulting (Pty) Ltd for its year of assessment ended 30 June 2016.

Start your calculation with the operating profit of R1 312 200

Show all calculations.

Show and provide brief reasons for all nil effects.

Structure your answer as follows:
Description
Calculation Reason Amount
Operating profit
1 312 200

32

Interpretation Note: No. 47 and Binding General Ruling: No. 7 allows
for the following write-off periods on the straight line basis:



Computer equipment (3 years)
Photocopy equipment (5 years)

Where applicable SARS practice can be applied.

32
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QUESTION 2 - PART B

8 MARKS

Angel (Pty) Ltd (“Angel”) is a private company which specialises in manufacturing of water
bottles. Angel has 1 000 000, R1 shares in issue held as follows:
Shareholder
Mr O Apperman (Managing director of Angel)

% of shares held
60% (600 000 @ R1 each )

Conradie (Pty) Ltd (a resident company 40% (400 000 @ R1 each)
listed on the JSE)
Angel declared a dividend of R2 per share on 1 April 2016, to shareholders registered on
31 March 2016.
Angel had an agreement with Mr Apperman that his dividend will be paid as follows:

Audi A5 with a market value of R520 000; and

The remainder of his dividend will be paid in cash.
The dividend declared does not represent a reduction in contributed tax capital.
Angel has obtained all the required declarations and written undertaking for dividends tax
purposes from the relevant holders of its equity shares.
Conradie (Pty) Ltd is not a connected party in relation to any other shareholders of Angel.
All shareholders are the beneficial owners of the dividends.
REQUIRED
1 Explain whether the amounts transferred or applied by Angel (Pty) Ltd,
qualify as a dividend as defined.
2 Calculate the dividends tax that will arise due to the dividend, if any,
declared by Angel (Pty) Ltd
3 Indicate the date on which dividends tax is levied on the cash dividend
paid to Apperman.

8
2
4
2
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QUESTION 3
VALUE-ADDED TAX

20 MARKS

You are employed by Racing Wheels (Pty) Ltd (Racing Wheels), a buyer and seller of
second-hand racing cars and a registered category A VAT vendor. After a recent audit by
SARS, SARS issued a notice to Racing Wheels stating that Racing Wheels have an unpaid
VAT liability of R60 000 for the VAT period 1 August 2015 to 30 September 2015 (here
after referred to as the tax period). Racing wheels have already paid R79 194 towards the
tax period. The owner of Racing Wheels provided you with all the necessary information
(listed below) and asked you to calculate whether SARS has correctly determined the
outstanding VAT liability for the tax period. All amounts include VAT where applicable.
1. During the tax period, Racing Wheels bought the following second-hand cars:


Eight motor cars (as defined) from VAT vendors at a total cost of R900 000 with
the purpose of reselling these cars.



Four motor cars (as defined) from non-vendors at a total cost (which is also the
market value) of R550 000 with the purpose of reselling these cars. Racing
Wheels settled the R550 000 on the date of purchase.



Two double cab light delivery vehicles from VAT vendors at a total cost of
R400 000 and these delivery vehicles will only be used by Racing Wheels to
move car parts between different workshops.



One motor car (as defined) from a VAT vendor at a cost of R250 000 that will be
used by the owner of Racing Wheels as his personal vehicle.

2. Racing wheels refuel all the cars they sell before the point of sale. The total amount of
fuel costs for the tax period were R3 500.
3. Racing Wheels also purchased the following car parts from Autocar (Ltd), a registered
VAT vendor:


Two front bumpers at a total cost of R45 000 to be installed on vehicles that will
be sold.



One front light at a cost of R500 to be installed on vehicles that will be sold.



One car tow bar to be attached to one of the double cab light delivery vehicles
that is used to move car parts between different workshops at a cost of R2 500.
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One side mirror (at a cost of R1 200) to replace the current damaged mirror on
the motor car of the owner of Racing Wheels. The owner uses the motor car as
his personal vehicle.

4. Racing Wheels sold the following cars:


Twelve cars to residents of South Africa at a total amount of R2 400 000.



One car to a non-resident at an amount of R150 000. This car was collected by
the non-resident at Racing Wheels sales floor in Johannesburg and then
personally transported to Botswana.

REQUIRED
1 Calculate, with reasons, whether the outstanding VAT liability of R60 000
calculated by SARS for the two month tax period ending 30 September

20
20

2015 is correct or not.
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APPENDIX
Applicable in respect of years of assessment commencing on or after
1 March 2015 (i.e. 2016 year of assessment) – unless specifically sated
otherwise
REBATES (section 6)
Primary rebate R13 257;
Secondary rebate (65 years of age or older) R7 407; and
Tertiary rebate (75 years of age or older) R2 466.

MEDICAL REBATES (section 6A)
Benefits to the taxpayer: R270;
Benefits to the taxpayer and one dependant: R540;
Benefits to each additional dependant: R181

INTEREST EXEMPTION (section 10(1)(i)
Natural persons younger than 65 years : R23 800
Natural persons 65 years and older : R34 500

CAPITAL GAINS TAX
Annual exclusion : R30 000

RESIDENTIAL ACCOMMODATION
Value of B in formula changed from R70 700 to R73 650

SUBSISTENCE ALLOWANCE
Local travel:
 Allowance for incidental costs only – R109 for each day.
 Allowance for meals and incidental costs – R353 for each day.

TRAVELLING ALLOWANCE
Value of the vehicle
(including VAT)
R
0 – 80 000
80 001 – 160 000
160 001 – 240 000
240 001 – 320 000
320 001 – 400 000
400 001 – 480 000
480 001 – 560 000
Exceeding 560 000

Fixed cost

Fuel cost

R per annum
26 105
46 505
66 976
84 945
102 974
121 886
140 797
140 797

c per km
78.7
87.9
95.5
102.7
109.9
126.1
130.4
130.4

Maintenance
cost
c per km
29.3
36.7
40.4
44.1
51.8
60.8
75.6
75.6
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NATURAL PERSONS, ESTATES AND SPECIAL TRUSTS
Tax rates (year of assessment ending 29 February 2016)
Taxable income (R)

Rate of tax (R)

0 – 181 900
181 901 – 284 100
284 101 – 393 200
393 201 – 550 100
550 101– 701 300
701 301 and above

18% of each R1
32 742 + 26% of the amount above 181 900
59 314 + 31% of the amount above 284 100
93 135 + 36% of the amount above 393 200
149 619 + 39% of the amount above 550 100
208 587 + 41% of the amount above 701 300

SMALL BUSINESS CORPORATION
Taxable Income (R)

Rate of Tax (R)

0 – 73 650
73 651 – 365 000
365 001 – 550 000
550 001 and above

0% of taxable income
7% of taxable income above 73 650
20 395 + 21% of taxable income above 365 000
59 245 + 28% of taxable income above 550 000

RETIREMENT FUND LUMP SUM WITHDRAWAL BENEFITS
Taxable Income (R)

Rate of Tax (R)

0 – 25 000
25 001 - 660 000
660 001 - 990 000
990 001 and above

0% of taxable income
18% of taxable income above 25 000
114 300 + 27% of taxable income above 660 000
203 400 + 36% of taxable income above 990 000

RETIREMENT FUND LUMP SUM BENEFITS OR SEVERANCE BENEFITS
Taxable Income (R)

Rate of Tax (R)

0 – 500 000
500 001 - 700 000
700 001 – 1 050 000
1 050 001 and above

0% of taxable income
18% of taxable income above 500 000
36 000 + 27% of taxable income above 700 000
130 500 + 36% of taxable income above 1 050 00
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LIFE EXPECTANCY TABLES
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