
Fundamentals Level – Skills Module

Time allowed
Reading and planning: 15 minutes
Writing: 3 hours

ALL FIVE questions are compulsory and MUST be attempted.
Tax rates and allowances are on pages 2–3.

Do NOT open this paper until instructed by the supervisor.

During reading and planning time only the question paper may 
be annotated. You must NOT write in your answer booklet until
instructed by the supervisor.

This question paper must not be removed from the examination hall.

Pa
pe

r 
F6

 (
ZA

F)

Taxation
(South Africa)

Tuesday 6 December 2011

The Association of Chartered Certified Accountants



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 ending 28 February 2011/31 March 2011

Rebates
Primary rebate R10,260
Secondary rebate (over 65) R5,675

Interest exemption
Under 65 R22,300
Over 65 R32,000

Medical contribution rates
Single member R670
Member plus one dependant R1,340
Each additional dependant R410

Companies
Normal tax rate 28%
STC rate 10%

Official rate of interest (assumed) 12%

Rates of normal tax
Payable by persons (other than companies)

In respect of the year of assessment ended 28 February 2011

Where the taxable income 
Does not exceed R140,000 18% of each R1 of the taxable income
exceeds R140,000 but does not exceed R221,000 R25,200 plus 25% of the amount over R140,000
exceeds R221,000 but does not exceed R305,000 R45,450 plus 30% of the amount over R221,000
exceeds R305,000 but does not exceed R431,000 R70,650 plus 35% of the amount over R305,000
exceeds R431,000 but does not exceed R552,000 R114,750 plus 38% of the amount over R431,000
exceeds R552,000 R160,730 plus 40% of the amount over R552,000

Tax rates
for small business corporations  

for the year of assessment ended 31 March 2011

R0 – R57,000 Nil
R57,001 – R300,000 10% of the amount over R57,000
R300,001 and above R24,300 plus 28% of the amount over R300,000

Car allowance

Maximum vehicle cost for actual expenses R400,000

Fringe benefit (company car)

Benefit percentage 2·5%0
Reduction for all private fuel paid 0·22%
Reduction for all maintenance paid 0·18%
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Subsistence allowances

Deemed expenditure for meals and incidental costs (per Government regulation) R276 per day
Deemed expenditure for incidental costs only (per Government regulation) R85 per day

Capital gains tax
Annual exclusion R17,500
Primary residence exclusion R1,500,000
(where proceeds are R2 million or less, the full gain is excluded for the portion of the property used for
domestic purposes as a primary residence)
Inclusion rate (natural persons) 25%
Inclusion rate (non-natural persons) 50%

Time apportioned base cost formula:

Travel allowance table
for years of assessment commencing on or after 1 March 2008

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 14,672 58·6 21·7

40,001 – 80,000 29,106 58·6 21·7
80,001 – 120,000 39,928 62·5 24·2

120,001 – 160,000 50,749 68·6 28·0
160,001 – 200,000 63,424 68·8 41·1
200,001 – 240,000 76,041 81·5 46·4
240,001 – 280,000 86,211 81·5 46·4
280,001 – 320,000 96,260 85·7 49·4
320,001 – 360,000 106,367 94·6 56·2
360,001 – 400,000 116,012 110·3 75·2
Exceeds 400,000 116,012 110·3 75·2

Notes:
Where reimbursement is based on actual business kilometres travelled and no other compensation is paid to such
employees and the kilometres travelled for business does not exceed 8,000, the prescribed rate is R2·92 per
kilometre.

Rating formulae
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ALL FIVE questions are compulsory and MUST be attempted

1 Super Golf Ltd is a South African resident company and a value-added tax (VAT) vendor. The company has a 
31 March 2011 year end. The company manufactures golf equipment for pro-shops and golf courses around the
country. Some of the goods produced are exported. All amounts stated below exclude VAT, where appropriate, unless
stated otherwise. All services and goods received were from VAT vendors unless otherwise stated and the company
is in possession of all tax invoices for any input VAT claims.

The following transactions took place in Super Golf Ltd (‘the company’) for the year of assessment ended 31 March
2011:

(i) Sales for the year were R15 million, represented by R11,400,000 to South African customers and R3,600,000
to overseas customers. 

(ii) Of the debtors outstanding at 31 March 2011, the company considered R1 million (incl VAT) to be doubtful.
This is an increase from the previous year of R200,000. In addition, the company wrote off R150,000 (incl
VAT) as bad debts. The Commissioner allows 25% of the doubtful debtors list. 

(iii) Five golf carts (at a manufacture cost of R160,000 and a market value of R250,000 (incl (VAT) each) were
taken from trading stock to be used, free of charge by competitors, during the Million Dollar Golf Challenge at
Sun City, as this widely televised tournament provided substantial advertising opportunities. The carts display
the company logo and were sold after the tournament for half their original market value. 

(iv) The salaries charged to the income statement for employees amounted to R3 million, including a retirement
lumpsum of R230,000 paid to a former employee for long and dedicated service. It is not company policy to
make such payments. 

(v) Stock on hand at the end of the year ended 31 March 2010 had been R7,000,000. This had decreased to
R4,000,000 by 31 March 2011. The R4,000,000 is after the company accountant wrote some old stock
down by R500,000. The Commissioner has never accepted the company’s estimates for stock write-down.
Purchases were R6,000,000 and cost of sales is reflected as R9,000,000 in the provisional income statement
prepared by the accountant. 

(vi) The company purchased a new golf club manufacturing machine on 1 June 2010 for R2,500,000. However,
the machine produced defective golf shafts that shattered in testing. This was proven to be a machine defect.
The company successfully sued the supplier of the machine and received compensation of R2,000,000 for the
machine and R1,000,000 for loss of raw materials. Legal fees incurred amounted to R200,000 (incl VAT). The
machine was scrapped and the company received R11,400 (incl VAT) from a scrap metal merchant. 

(vii) The company acquired new premises during the year for R13,000,000 from a VAT vendor. The new premises
are used 70% for manufacturing activities; 10% for a factory shop and 20% for administrative staff. The
previous premises had been rented since 1 July 2007. The company had been required to improve the property
by R500,000, which it did by 1 July 2008, bringing the improvements into use on that date. The lease was
to last for five years but was terminated on 1 May 2010, on which date the company moved into the new
premises. The early termination of the lease brought no penalty as the company had found the owner a new
tenant. The monthly lease payments were R15,000 per month.

(viii) Machinery on hand at the year end (excluding machinery referred to above) was fully depreciated for both
accounting and tax purposes. However, the company incurred R35,000 moving the machinery to the new
premises. 

Required:

(a) Calculate the amount that will be subject to income tax for Super Golf Ltd for each of the transactions (i) to
(viii) above for its year of assessment ended 31 March 2011. For each item, you should provide brief reasons
to support your calculations. (21 marks)

(b) Calculate the value-added tax (VAT) effects for Super Golf Ltd for each of the transactions (i) to (viii) above
for the period 1 April 2010 to 31 March 2011. You should provide brief reasons to support each of your
calculations and explain where any items have no VAT effect. (9 marks)

(30 marks)
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2 Mr Zola is employed by Retail Clothing Ltd (a South African resident company) as a buyer. Mr Zola is a South African
resident and is 54 years of age. The details of his employment package and investment income for the year of
assessment ended 28 February 2011 are supplied below. 

(1) Employment package
Mr Zola’s employment package comprised the following for the year ended 28 February 2011:

(i) Annual cash salary of R350,000. From this cash salary, 4% is contributed to the company’s pension fund
and 4% to the company’s provident fund. 

(ii) Monthly travel allowance of R5,000. Mr Zola has to travel regularly to various fashion shows and events.
During the year, he travelled a total of 40,000 kilometres of which 25,000 were for business trips. This was
all recorded in a logbook. Mr Zola also incurred R40,000 in fuel but no maintenance expenses (as his car
has a maintenance plan). His car cost R330,000 (including VAT) in June 2008. 

(iii) Mr Zola has a wife and two young children. As a result, his medical contributions are R3,000 per month
(deducted from his annual cash salary). The employer makes no contributions to the medical scheme but
did pay R120,000 medical costs for Mr Zola when his wife was hospitalised for emergency bypass surgery. 

(iv) The company supplied Mr Zola with a laptop (valued at R12,000 and costing the employer R10,000) and
a mobile phone. The mobile phone contract and all calls are paid by the employer. Mr Zola uses the mobile
phone and laptop mainly for business purposes. 

(v) Mr Zola, in August 2010, was required to entertain customers and suppliers on the company yacht for five
days. After the clients had left, Mr Zola stayed on the yacht for a further five days with his family. When the
company is not using the yacht for its own purposes or its employees, the yacht is rented out at a cost of
R1,000 per person per day. The yacht cost the company R3,000,000 in July 2009. 

(vi) The company also paid Mr Zola an allowance, equivalent to R2,000 per day, on a two-week (14 day) buying
trip to Italy. The allowance excludes the airfare and hotel accommodation, which the company paid directly
to the providers. The Commissioner grants a rate of R1,150 per day (excluding accommodation and flights)
as deemed expenditure for subsistence allowances. In addition, the company paid for Mrs Zola to
accompany her husband (at a cost of R13,000 for the flight). The hotel room price was the same irrespective
of whether Mr Zola was alone or sharing with his wife. Mr Zola paid all other costs associated with his wife
joining him on the trip. Mr Zola did not keep any receipts from the buying trip and was not required to
account to his employer for the allowance received. 

(2) Investment income
Mr Zola had investments in shares, interest-bearing investments and received some annuities purchased from an
insurer.  

The South African interest amounted to R13,000; foreign interest to R2,000 and South African dividends to
R7,000. 

The annuity purchased from an insurer was R3,500 per month. It was acquired for R500,000 on 1 June 2009
and is to last 20 years. On 1 October 2010, Mr Zola decided that he would prefer the cash and commuted the
annuity as at that date for a lumpsum of R430,000. 

Required:

(a) Calculate the employees tax withheld by Mr Zola’s employer for the year of assessment ended 28 February
2011. Indicate by the use of zero (0) any items which do not attract employees tax, giving brief explanations.

(11 marks)

(b) Calculate Mr Zola’s taxable income for the year of assessment ended 28 February 2011. (14 marks)

(25 marks)
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3 Sound Production Ltd is a South African resident company that produces and mixes music for the South African music
market. The Commissioner has accepted that the sound equipment used for the purpose of producing and mixing
music to be a ‘process of manufacture’. The company is a registered value-added tax (VAT) vendor. 

Sound Production Ltd has decided to replace machinery in two of its recording studios (Studio A and Studio B). The
company directors have decided to combine these studios into one larger studio to cater for the classical music market
by recording orchestras performing. The new larger studio (Main Studio) will provide the space needed to record a
full orchestra. 

The equipment in Studio A was purchased (new) on 15 October 2003 for R565,000 (excluding VAT). The Studio B
equipment was purchased (new) on 30 June 2008 for R750,000 (excluding VAT). Both sets of equipment were sold
on 15 January 2010. The amounts received (excluding VAT) were R700,000 (Studio A) and R800,000 (Studio B). 

New machinery for the Main Studio was bought on 30 June 2010 at a cost (fully installed) of R1,750,000 (excluding
VAT). 

Sound Production Ltd is neither a micro business nor a small business corporation.  

The company has a 31 December financial year end. 

Required:

(a) Assuming Sound Production Ltd does not make any election to defer tax on the grounds of reinvestment in
replacement assets, calculate the taxable capital gain or assessed capital loss arising from the above
transactions in the year ended 31 December 2010. (14 marks)

(b) Assuming Sound Production Ltd DOES elect to defer tax on the grounds of the reinvestment in replacement
assets, calculate the inclusions in gross income and the taxable capital gain or assessment capital loss in the
year ended 31 December 2010 arising from the above transactions. (6 marks)

(20 marks)
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4 Majaya Courier Services Ltd is a South African resident company and a value-added tax (VAT) vendor. During the
current one-month VAT period, the company had a number of transactions as detailed below.

(1) The company hired a box at Newlands Rugby Stadium to entertain a number of clients. The box hire cost
R11,400 (incl VAT) and the catering a further R13,400 (incl VAT). The directors were flown to Cape Town from
Johannesburg at a cost of R25,000 (incl VAT). 

(2) A number of boxes (prominently displaying the Majaya Courier Services branding) were donated by Majaya
Courier Services, as part of a sponsored road race event, to contain the prizes awarded. The company views this
donation as advertising for its services. 

(3) Two additional fleet vehicles were purchased on finance leases for courier deliveries. The terms of the lease for
each vehicle requires an initial deposit of R20,000 and monthly instalments of R5,000 for 60 months. If
purchased for cash, the vehicles would cost R224,000 each (including VAT). 

(4) The company provided courier services to the major shareholder in the company for R40,000 (incl VAT). The
market price for such service is R75,000. 

(5) One of the directors flew to the United Kingdom to attend a courier company conference. The company paid the
airfare for the flight (direct from Johannesburg) at a consideration of R12,500. The consideration incurred on
meals and accommodation for the director during his stay amounted to a further R15,000 (translated to Rands). 

(6) A motor car was purchased for one of the directors at a cost of R430,000 (incl VAT). The director had use of the
car for the entire VAT period. The director pays no amount towards the running costs of the car. 

(7) A courier vehicle was destroyed in a road accident. The company’s insurers paid out R200,000 in relation to the
destroyed vehicle and R50,000 in relation to customer goods destroyed.  

(8) A residential house with business rights was purchased by the company for R2,500,000. The previous owner
had used the house only as a residence. Transfer duty of R200,000 was paid by the company. The company
plans to convert the house into a parcel drop-off depot for its customers. 

Required:

Calculate the South African value-added tax (VAT) effect of each of the above transactions for the VAT period.
Where items result in no VAT effect, indicate this by the use of zero (0). You must support each answer with a
brief reason.

(15 marks)
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5 (a) Joseph, an accountant, has decided that he would like to provide tax advice and compliance services. He was
provided with two opportunities as follows:

(1) to begin his own tax practice; or

(2) to be employed in an existing tax practice, where he will be required to provide advice and compliance
services to clients of the practice. 

In addition to the above, Joseph provides his family with tax advice and assists them to complete their returns.
He is not paid for this work. 

Required:

Discuss the circumstances under which Joseph must register as a tax practitioner [in terms of s.67A of the
Income Tax Act] for each of Joseph’s opportunities above and, if he must register, by when the registration
must take place. (4 marks)

(b) Joseph ultimately decided to start his own tax practice and will not, initially, be registered for value-added tax
(VAT). He buys:

(1) computer equipment for R25,000 (including a desktop computer, printer and back-up external hard-drive)
(2) Office furniture for R10,500 (including a desk of R7,500 and a chair of R3,000)
(3) Consumables R5,000 (e.g. paper and other stationery items). 

All the items were acquired on 1 February 2010 and he began trading as a tax practitioner on 1 March 2010. 

The Commissioner allows the following write-off periods:

(i) three years for computer equipment
(ii) six years for furniture and fittings

Required:

Calculate the deductions to which Joseph will be entitled for income tax purposes for items (1) to (3) above
for the year of assessment ended 28 February 2011. Support your answers with brief reasons. (6 marks)

(10 marks)

End of Question Paper
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