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SUPPLEMENTARY INSTRUCTIONS

1. Calculations and workings need only be made to the nearest R.
2. All apportionments should be made to the nearest month.
3. All workings should be shown.

TAX RATES AND ALLOWANCES

The following tax rates and allowances are to be used in answering the questions.

Year ended 29 February 2008

Rebates
Primary rebate R7,740
Secondary rebate (over 65) R4,680

Interest exemption
Under 65 R18,000
Over 65 R26,000

Companies
Normal tax rate 29%
STC rate 10%

Schedule 1
Rates of normal tax payable by persons (other than companies)
in respect of the year of assessment ended 29 February 2008

Where the taxable income 
does not exceed R112,500 18% of each R1 of the taxable income
exceeds R112,500 but does not exceed R180,000 R20,250 plus 25% of the amount over R112,500
exceeds R180,000 but does not exceed R250,000 R37,125 plus 30% of the amount over R180,000
exceeds R250,000 but does not exceed R350,000 R58,125 plus 35% of the amount over R250,000
exceeds R350,000 but does not exceed R450,000 R93,125 plus 38% of the amount over R350,000
exceeds R450,000 R131,125 plus 40% of the amount over R450,000

Tax rates for small business corporations for the 
year of assessment ended 29 February 2008

R0 – R43,000 Nil
R43,001 – R300,000 10% of the amount over R43,000
R300,001 and above R25,700 + 29% of the amount over R300,000

Official interest rates

1 March 2007 10%
1 September 2007 11%
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Travel allowance table
For years of assessment commencing on or after 1 March 2006

Value of the vehicle (including VAT
but excluding finance charges or Fixed cost Fuel cost Maintenance

interest) cost

R R p.a. c/km c/km
0 – 40,000 15,364 47·3 22·5

40,001 – 60,000 20,910 49·4 26·2
60,001 – 80,000 25,979 49·4 26·2
80,001 – 100,000 31,513 54·8 30·5

100,001 – 120,000 36,978 54·8 30·5
120,001 – 140,000 41,771 54·8 30·5
140,001 – 160,000 47,512 57·2 39·8
160,001 – 180,000 52,629 57·2 39·8
180,001 – 200,000 58,334 65·9 43·8
200,001 – 220,000 64,591 65·9 43·8
220,001 – 240,000 69,072 65·9 43·8
240,001 – 260,000 74,777 65·9 43·8
260,001 – 280,000 79,918 69·3 52·5
280,001 – 300,000 85,440 69·3 52·5
300,001 – 320,000 88,793 69·3 52·5
320,001 – 340,000 95,218 69·3 52·5
340,001 – 100,011 77·1 68·0

Note:
Where reimbursement is based on actual business kilometres travelled, no other compensation is paid to such
employees and the kilometres travelled for business does not exceed 8,000, the prescribed rate is R2·46 per
kilometre.

3 [P.T.O.



ALL FIVE questions are compulsory and MUST be attempted

1 Oman (Pty) Limited (Oman) is a resident of South Africa. It is a small business corporation, manufacturing various
household articles and corporate gifts made with decorative beads. Oman sells its products through catalogues and
mail order, and through a recently purchased retail shop. Oman is a registered value added tax (VAT) vendor and has
a year of assessment ended 28 February. Oman’s turnover is under R14 million per year and no shareholders have
shares in any other corporations. The income statement of Oman, for its year of assessment ended 29 February 2008,
shows a net profit before tax of R1,032,150. Unless specifically stated to the contrary, all amounts are exclusive of
VAT. 

The following information is relevant for the year ending 29 February 2008:

1. Included in net profit before tax are the following dividends that accrued during the year 2008:

R
30 June 2007 5,000
30 September 2007 3,000

These dividends are from shares listed on the Johannesburg Stock Exchange (JSE).

2. In the 2004 year of assessment Oman had purchased a large stock of wire for R25,000 from a producer who
was closing down. Oman paid 50% of the purchase price on delivery. For the following three years Oman tried
unsuccessfully to pay the balance owing by cheque. All cheques were returned endorsed with ‘address no longer
valid’. Oman wrote the balance owing of R12,500 back to the income statement in the 2008 year of assessment.

3. Bad debts of R15,000 were written off in the income statement. The R15,000 consists of R5,000 for trade debts
gone bad and a R10,000 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 2007 Oman purchased a new machine for immediate use in its manufacturing process. The machine
had cost R95,000. 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 December 2007 Oman realised 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 R171,000 (inclusive of VAT) and Oman signed a lease
agreement to lease the machine for 36 months. At the end of the lease, which is a finance lease, Oman will be
able to purchase the machine for R10,000. The lease payments were R4,583 (VAT inclusive) per month starting
on 1 January 2008. The only amount charged in Oman’s income statement for this machine was a depreciation
allowance of R5,000.

6. Oman purchased trading premises on 1 December 2007, 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 R950,000 (VAT inclusive). Oman does not write off land and buildings in its income statement.

7. Oman paid insurance premiums of R32,000, for its 2009 year of assessment, in advance, on 15 February
2008. No part of this was expensed to the income statement as the premiums related to the 2009 year only. 

8. Oman has always leased the warehouse in which its manufacturing operations are carried out. The lease
payments are R7,000 (VAT exclusive) per month. In terms of the lease agreement, which commenced on 
1 March 2005, Oman was obliged to effect certain improvements to the building to the value of R140,000. The
improvements were completed on 31 August 2005 at a cost of R155,000. The lease is for 20 years. Although
Oman 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 R6,200 has been expensed in the 2008 year in respect
of the improvement costs and in addition to the lease rentals of R7,000 per month. 

9. Oman has three delivery vehicles consisting of a motorcycle and two small delivery vans.

On 1 August 2007 the motorcycle was involved in a serious collision and Oman wrote off the book value of
R41,300 at the date of the accident, in addition to a depreciation charge of R6,700 in its income statement.
The motorcycle had been purchased on 1 March 2005 for R80,000. R40,000 was recovered from Oman’s
insurers.
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Oman immediately purchased a new motorcycle for R102,000 using the insurance proceeds of R40,000 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. Oman declared a dividend of half of its net profit after tax on 29 February 2008. The previous dividend
declaration had been on 28 February 2007.

Required:

(a) Calculate Oman (Pty) Limited’s taxable income and tax payable for the year of assessment ended 
29 February 2008, where you consider that any of the items referred to in items 1 to 10 does not require
any adjustment, state clearly why this is the case. (22 marks)

(b) Calculate any secondary tax on companies (STC) payable in respect of the dividend declared on 29 February
2008. (4 marks)

(c) Assuming STC is payable, state by when it must be paid. (2 marks)

(d) Explain how the lessor must treat the improvements made to the building for tax purposes. (2 marks)

(30 marks)
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2 Mary Brown, who is 52 years old, is employed by Twosun Limited (Twosun). She has been in their employ for 16
years enjoying certain fringe benefits as part of her employment package. Twosun is a registered VAT vendor. Details
of her employment package for the year of assessment ended 29 February 2008 are as follows:

Cash salary for the year R350,000

Mary belongs to the provident fund of Twosun to which she contributes 8% of her cash salary. Twosun contributes
an additional 8% to the fund.

Mary has the use of a motor car owned by Twosun. The motor car was purchased by Twosun for R260,000 (VAT
inclusive) in June 2006. Mary pays for all the fuel in respect of the motor car while Twosun pays for all the
maintenance of the car. Mary spent R10,400 on fuel for the year.

On 1 April 2007 Twosun purchased a painting for R6,840 (VAT inclusive) and gave this plus a cheque for R10,000
to Mary as a reward for 15 years long service.

Twosun had granted Mary a loan of R100,000 at 6% interest in 2006 to assist her with the purchase of a house.
She repaid  R20,000 of this loan at the end of the 2007 year of assessment and a further R30,000 on 1 December
2008 when she received a bonus of R40,000 from Twosun.

On 1 January 2008 Twosun sold certain items of obsolete trading stock to Mary for R500 (VAT inclusive). The stock
was included in Twosun’s balance sheet at a value of R1,000 on 1 March 2007 but was valued at R2,000 on 
1 January 2008. The original cost of this stock was R3,000 (VAT inclusive).

Mary belonged to the compulsory medical fund scheme of Twosun. She and her son were the only two dependants
of the scheme. The total contribution to the fund each month is R2,500 of which Twosun pays R1,250 and Mary
also pays R1,250. At the end of the year Mary had to pay for an additional R30,000 of qualifying medical expenses
which were not covered by the medical fund scheme.

Mary also contributes R12,000 per year to a retirement annuity fund. Twosun does not take these contributions into
account when calculating Mary’s employee’s tax.

Mary received South African interest of R21,000 and South African dividends of R4,000 during the year ended 
29 February 2008.

Required:

(a) Calculate Mary Brown’s taxable income for the year of assessment ended 29 February 2008. (18 marks)

(b) Calculate Mary Brown’s employee’s tax for the year of assessment ended 29 February 2008. (3 marks)

(c) Compute Mary Brown’s overpayment of tax for the year of assessment ended 29 February 2008. (2 marks)

(d) Briefly explain how Mary Brown could have reduced her employee’s tax payments. (2 marks)

(25 marks)
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3 Len Reed, who has been a South African resident all his life, decided to emigrate to Australia on 30 November 2007.
He owned various assets and disposed of certain of these before emigration while retaining others. Len has an
aggregate capital loss, brought forward from the 2007 year of assessment, of R92,000.

Assets disposed of

1. He sold his primary residence on 1 November 2007 for R3·5 million. Len had purchased the residence in June
1979 for R850,000. In June 1992 he spent R100,000 adding a room and another bathroom. He obtained a
valuation of the residence on 1 October 2001 for R2,100,000.

2. He sold his yacht, of 11 metres, on 30 June 2007 for R300,000. He had purchased the yacht for R350,000
in April 2005.

3. He sold all the furniture in his primary residence for R200,000. The furniture was all purchased for R160,000
after 1 October 2001.

4. On 1 February 2008 Len donated his collection of solid gold coins, with a market value of R120,000, to his son
who is to remain in South Africa. Len had purchased these coins for R80,000 in 2002.

Assets retained

5. A holding of shares listed on the Johannesburg Stock Exchange (JSE). The cost of these shares was R900,000
and they were all purchased after 1 October 2007. The market value of these shares was R1,200,000 on 30
November 2007.

6. A holiday house situated at the coast in South Africa. Len’s intention is to make use of this house on his visits
to South Africa. He had inherited this house from his deceased father on 2 May 2004. The market value of the
house was R950,000 on 2 May 2004 and R1,350,000 on 30 November 2007.

Required:

(a) Compute Len Reed’s capital gains, before annual exclusions, for the year of assessment ended 29 February
2008.

Note: you should assume that Len will take advantage of any favourable options available to him.
(17 marks)

(b) Compute Len Reed’s taxable capital gains for the year of assessment ended 29 February 2008. (3 marks)

(20 marks)
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4 Entebe CC (Entebe) manufactures clay bricks from clay it extracts from a clay mine which it owns. The only member
of the enterprise is Mr Poole. Mr Poole has requested your advice on the tax treatment of certain expenses incurred
by Entebe during the year ended 29 February 2008.

The expenses are as follows:

(1) Fines of R6,900 were incurred when the trucks delivering raw materials from the clay mine to the factory, were
found to be overloaded.

(2) A fire occurred in a section of the factory and repairs had to be undertaken as follows:
– Costs of replacing water pipes and electrical wiring damaged by the fire R40,000
– Cost of a new non-removable fire protection screen installed to prevent the spreading of 

fire in the future R12,000
(3) A machine with a tax value of R1,500 damaged in the fire, was written off in the financial statements.
(4) A patent was purchased for R120,000 and registered in the name of Entebe. Registration costs were R6,000.

The patent was registered for three years.
(5) Legal expenses of R12,000 were paid in settling a claim by an employee who was injured by falling rocks in the

clay mine. A compensation payment of R50,000 was made to the employee to assist with his medical expenses.
(6) An employee of Entebe resigned during the year. Entebe paid him a lumpsum of R100,000 to restrain him from

using the knowledge he had acquired in the mixing of certain clay products. The restraint was for two years.
Entebe also paid the employee a termination award of R50,000 as it was their custom to do this for departing
employees.

Required:

In relation to each of the items (1) to (6), explain whether Entebe CC will be able to deduct any of the expenditure
incurred for the purposes of income tax.

Note: you should ignore value added tax (VAT).

(15 marks)
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5 Ebony Limited (Ebony) pays value added tax (VAT) on a monthly basis. In December 2007, the last month of Ebony’s
financial year, the following transactions occurred:

1. Ebony purchased a plot of land from a non-VAT vendor for R500,000. Ebony paid transfer duty of R40,000 on
the acquisition.

2. Ebony purchased a building adjacent to the plot of land from a VAT vendor for R1,100,000. Ebony paid half of
the purchase price in December 2007 and the remaining half in February 2008.

3. Ebony purchased a secondhand delivery truck for R82,000 from a non-VAT vendor. The market value of the truck
was R80,000.

4. Ebony sold a machine to one of its major shareholders for R10,000. The market value of the machine at the
time was R9,000. The shareholder is not a registered VAT vendor.

5. In October 2007, Ebony transferred goods costing R140,000 (VAT exclusive) to its branch (which was not
independent) situated in an export country. The goods were transferred at cost. The branch sold the goods in
December 2007 as follows:

R200,000 to customers in the export country.

R40,000 to customers in South Africa.

6. The use of a company truck was given to an employee on 1 December 2007. The truck had been purchased by
Ebony on 1 December for R268,000 (VAT inclusive). Ebony will pay for all the expenses of the truck.

Required:

(a) Calculate the VAT inputs and outputs in respect of each of the above transactions of Ebony Limited for the
month of December 2007. (8 marks)

(b) State how the VAT treatment of the transactions in item 5 would change if the branch in the export country
was an independent branch. (2 marks)

(10 marks)

End of Question Paper

9


