
Professional Level – Options Module

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

This paper is divided into two sections:

Section A – BOTH questions are compulsory and MUST be attempted

Section B – TWO questions ONLY to be attempted

Tax rates and allowances are on pages 3–5

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
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SUPPLEMENTARY INSTRUCTIONS

1. You should assume that the tax rates and allowances shown below for the year of assessment 2008 will continue
to apply for the foreseeable future.

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

TAX RATES AND ALLOWANCES

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

Income tax 
Rates of tax: Individuals 

Employment income
2007 tax year: (Rates in revalued currency)
1 January – 30 June 2007
Band of income ($) Quantum ($) % Band tax ($) Cumulative ($)
Up to 600 000 600 000 0 0 0

600 001 – 1 200 000 600 000 25 150 000 150 000
1 200 001 – 1 800 000 600 000 30 180 000 330 000
1 800 001 – 6 000 000 4 200 000 35 1 470 000 1 800 000
6 000 001 – 18 000 000 12 000 000 40 4 800 000 6 600 000

18 000 001 – 30 000 000 12 000 000 45 5 400 000 12 000 000
30 000 001 and over 47·5

1 July – 31 August 2007
Band of income ($) Quantum ($) % Band tax ($) Cumulative ($)
Up to 3 000 000 3 000 000 0 0 0

3 000 001 – 6 000 000 3 000 000 25 750 000 750 000
6 000 001 – 10 000 000 4 000 000 30 1 200 000 1 950 000

10 000 001 – 22 000 000 12 000 000 35 4 200 000 6 150 000
22 000 001 – 36 000 000 14 000 000 40 5 600 000 11 750 000
36 000 001 – 50 000 000 14 000 000 45 6 300 000 18 050 000
50 000 001 and over 47·5

1 September – 31 December 2007
Band of income ($) Quantum ($) % Band tax ($) Cumulative ($)
Up to 16 000 000 16 000 000 0 0 0
16 000 001 – 32 000 000 16 000 000 25 4 000 000 4 000 000
32 000 001 – 48 000 000 16 000 000 30 4 800 000 8 800 000
48 000 001 – 120 000 000 72 000 000 35 25 200 000 34 000 000

120 000 001 – 200 000 000 80 000 000 40 32 000 000 66 000 000
200 000 001 – 280 000 000 80 000 000 45 36 000 000 102 000 000
280 000 001 and over 47·5

1 January – 31 March 2008
Band of income ($) Quantum ($) % Band tax ($) Cumulative ($)
Up to 90 000 000 90 000 000 0 0 0

90 000 001 – 240 000 000 150 000 000 25 37 500 000 37 500 000
240 000 001 – 555 000 000 315 000 000 30 94 500 000 132 000 000
555 000 001 – 870 000 000 315 000 000 35 110 250 000 242 250 000
870 000 001 – 1 185 000 000 315 000 000 40 126 000 000 368 250 000

1 185 000 001 – 1 500 000 000 315 000 000 45 141 750 000 510 000 000
1 500 000 001 and over 47·5
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Pension contributions
Maximum per year

2008 2007
$ $

Employer’s pension fund $11 500 000 $900 000
National Social Security 18 000 18 000
Retirement annuity fund/ 
Self-employed pension fund 11 500 000 900 000
Aggregate contributions to all above 11 500 000 900 000

Motoring benefits
Engine capacity deemed annual benefit

2008 2007
$ $

Up to 1500cc 480 000 000 2 400 000
1501 – 2000cc 720 000 000 4 000 000
2001 – 3000cc 900 000 000 5 000 000
3001 and above 1 200 000 000 6 700 000

Credits
2008 2007

$ $
Elderly person 300 000 000 120 000
Physically disabled person 300 000 000 120 000
Blind person 300 000 000 120 000
Medical 50% of amount paid in each year

Capital allowances 
2008 2007

Special initial allowance 50% 50%
Accelerated wear and tear 25% 25%

Wear and tear
Industrial building 5% 5%
Commercial building 2·5% 2·5%
Motor vehicles 20% 20%
Movable assets in general 10% 10%

Corporation tax rate
30% plus 3% Aids levy

Value added tax rate
From 1 January 2006 15%

Capital gains tax rates
Gains of up to $5 000 Nil
Gains above $5 000 20% for all other cases
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The latest annual Consumer Price Indices issued by the Central Statistical Office are as follows:

All Items Consumer Price Index
Tax year Index
2001 100·0
2002 233·2
2003 1 084·5
2004 4 880·3
2005 16 486·4
2006 184 101·1
2007 12 562 581·7
2008 (January) 974 925 192·9

Transport Consumer Price Index
Tax year Index
2001 100·0
2002 184·0
2003 818·0
2004 5 127·4
2005 115 220·2
2006 225 313·0
2007 24 890 041·3
2008 (January) 1 803 072 110·5
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Section A – BOTH questions are compulsory and MUST be attempted 

1 Diaspora Frontiers Limited (Diaspora), a UK incorporated and resident company specialises in construction
engineering and consulting services. It has extensive operations in Europe and South America and is now looking to
open new business frontiers in Africa.

Water Energy (Private) Limited (Water Energy), a Zimbabwean incorporated resident entity, owned 70% by the United
States resident company, Water Engineering Inc, has been successful in a tender to construct the Kunzvi Dam in
Murewa, east of Harare. The project, which is expected to take three years to complete, commenced on 1 July 2008.
Water Energy has entered into an agreement with Diaspora to engage its services in the construction of the Kunzvi
Dam. The services will take the form of Diaspora providing engineering personnel to Water Energy to assist in the
Kunzvi Dam project. The engineers will remain employees of Diaspora and will continue to be paid through Diaspora’s
London (UK) payroll. 

As part of their assignment to Zimbabwe the Diaspora engineers will be entitled to a suitable vehicle for use on rough
terrain and suitable accommodation within Murewa, the nearest town to the dam site. They will also be entitled to a
daily subsistence allowance. The vehicles, the accommodation and the subsistence allowances will be provided by
Water Energy.

The Diaspora engineers are expected to spend between three and eight months each year in Zimbabwe commencing
on 1 July 2008.

Under the terms of the service agreement between Water Energy and Diaspora, a fee made up of the engineers’
remuneration costs together with a mark-up of 10% will be payable by Water Energy to Diaspora every quarter, the
first payment being due on 30 September 2008.

Water Energy has also won a tender to construct the Quelimane Dam in Mocambique. This project will commence
on 1 December 2008 and under this contract Water Energy will send its own employees to Mocambique for periods
not exceeding four months at a time. While in Mocambique, these employees will have all their living expenses paid
for by Water Energy and in addition receive per diem allowances, while their salaries will continue to be paid into
their bank accounts in Zimbabwe.

Water Energy and Diaspora have also entered into a sub-agreement which provides that occasionally Diaspora
engineers will be seconded to Mocambique, directly from the UK for limited periods not exceeding two months. Water
Energy will also pay Diaspora a service fee made up of the remuneration of these secondees plus a mark-up of 10%.

For the past three years Water Energy has provided for management and administrative fees totalling US$6 000 000
payable to its parent company, Water Engineering Inc, in its financial statements. Due to foreign currency scarcity,
Water Energy has not actually paid any of the US$6 000 000 to its parent company, but has remitted the withholding
tax due on this sum to ZIMRA on a yearly basis. Water Engineering Inc has recently made a decision to either forgive
this debt of its subsidiary company Water Energy, or convert it into share capital.
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Required:

As a tax accountant working for Water Energy (Private) Limited (Water Energy) prepare a memorandum for the
company’s financial director, which addresses the following issues:

(a) The tax obligations of Water Energy in respect of the payment of fees to Diaspora Frontiers Limited
(Diaspora), to cover the salaries of the seconded Diaspora engineers. Your response should consider the
implications of both the main agreement and the sub-agreement regarding the project in Mocambique.

(5 marks)

(b) The Zimbabwe tax position of the Diaspora engineers seconded to Zimbabwe for periods not exceeding six
months; and for periods of more than six months at a time. (4 marks)

(c) Whether or not Diaspora will have any statutory tax obligations in Zimbabwe in respect of its seconded
employees; and, if so, what these are. (5 marks)

(d) The Zimbabwe tax position of the Water Energy employees seconded to Mocambique for periods not
exceeding four months. (2 marks)

(e) The possibility of Diaspora being classified as having a permanent establishment in Zimbabwe for corporate
tax purposes. (3 marks)

(f) The tax implications for Water Energy of the proposed forgiveness of debt or its conversion to share capital,
including the possibility of obtaining a refund of the withholding tax paid to ZIMRA in relation to the
management fees. (7 marks)

(g) Identifies any other statutory requirements that should be considered if the debt is to be converted into share
capital. (4 marks)

Appropriateness of the format and presentation of the memorandum and the effectiveness with which the
information is communicated. (2 marks)

(32 marks)
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2 Assume today’s date is 20 September 2008.

Flora World (Private) Limited (Flora World) is a Zimbabwean company whose business is to distribute Zimbabwean
grown flowers throughout Western Europe by air. In pursuance of its business, it entered into a twenty-year lease
agreement with the Government of Zimbabwe in 2001 for the lease of a large piece of land adjacent to Harare
International Airport. The terms of the agreement required Flora World to construct a suitable refrigeration
infrastructure at the site which would enable it to process, store and airlift flowers to the various European
destinations.

While the business flourished relatively well in the first five years of operation, the refrigeration equipment’s efficiency
has been affected by the frequent power cuts and over the past couple of years it has begun to malfunction. 

Flora World has considered replacing the refrigeration infrastructure with the latest technology on the market but the
cost has tended to be prohibitive due to the acute foreign currency accessibility problems in the country. A promising
idea recently mooted is to bring in a sub-lessee, Flower Movers (Private) Limited (Flower Movers), a wholly owned
subsidiary of a US company in the same business in Harare. Under the sub-lease agreement, Flower Movers would
be obliged to replace the refrigeration infrastructure at its own cost. Flower Movers would, in addition to conducting
its own flower business from the sub-leased premises, process flower orders on behalf of Flora World for a monthly
fee to be agreed and varied from time to time.

The modern refrigeration infrastructure Flower Movers is obliged to construct and install under the sub-lease
agreement is to be approved by Flora World. In addition Flower Movers will pay an upfront  premium equivalent to
US$48 000 and a monthly lease rental of US$1 000 until the end of the sub-lease. The sub-lease is to be for a
period of ten years, commencing 1 October 2008 and it is specifically provided that Flower Movers will not have a
claim on the refrigeration infrastructure at the end of the lease. The refrigeration infrastructure has to be in place before
the expiry of the first six months of the lease. The renewal of the sub-lease will be by mutual agreement between the
parties at the end of the lease. 

It is estimated that the cost of replacing the current refrigeration infrastructure will be the equivalent of US$348 000
and Flower Movers estimates that it will take four months to set up the new refrigeration infrastructure. Consequently,
the new infrastructure will be expected to be brought into use with effect from 1 February 2009.

Although the two parties have firmed up on the business arrangements of the sub-lease, they have now approached
your firm for advice regarding the tax implications of the sub-lease. 

Required: 

Draft a letter to the managing director of Flora World (Private) Limited which:

(a) Explains the tax implications of the proposed sub-lease arrangements with regard to the amounts deductible
by the sub-lessee, Flower Movers SA Limited (Flower Movers) and taxable on the sub-lessor Flora World
(Private) Limited (Flora World) for the years 2008 and 2009.

Notes:
(1) You should support your explanations with relevant computations made in US dollars.
(2) You are not required to discuss any regulatory issues relating to the proposal. (21 marks)

(b) Briefly outlines the tax consequences for each of the parties if the lease arrangement were to break down
before the expiry of the lease period. (4 marks)

Appropriateness of the format and presentation of the letter and the effectiveness with which the information is
communicated. (3 marks)

(28 marks)
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Section B – TWO questions ONLY to be attempted

3 Orania Corporation Limited (Orania Corporation) is a Zimbabwean conglomerate operating various types of business
throughout Zimbabwe, including metal fabrication, engineering, clothing manufacture, and the distribution of
automotive spare parts.

Three years ago Orania Corporation reconstructed its business model by divisionalising. The businesses of various
subsidiary companies became operating divisions of Orania Corporation, thereby leaving the subsidiaries as dormant
companies. This reconstruction had been undertaken at income tax values and approved by the Commissioner
General of the Zimbabwe Revenue Authority. 

All the divisions are separately registered for value added tax (VAT) purposes.

Due to constraints in the operating environment in relation to the automotive spare parts trading division, currently
valued at $2 trillion, the Board of Directors of Orania Corporation has recently resolved to form a new jointly owned
company with a non-resident partner who will bring in some much needed foreign capital to be used to import auto
spares. The employees currently engaged in the automotive spare parts division will be transferred to the new jointly
owned company but will remain members of the Orania Corporation group pension scheme.

In order to put the resolution into operation from 1 January 2009, Orania Corporation and the non-resident partner,
S A Auto of South Africa, will form a Zimbabwean company, Auto Orania (Private) Limited (Auto Orania) in which
Orania Corporation will hold 70% of the issued share capital while S A Auto will hold the balance of 30%. Orania
Corporation will transfer its current automotive spare parts division, as a going concern, to the new jointly owned
company. The value of the automotive spare parts division to be transferred will in essence be equal to 70% of the
new company Auto Orania; and S A Auto will make its contribution in the form of a consignment of auto spares in
exchange for the remaining 30% of the shares to be issued by Auto Orania. S A Auto will also raise offshore loans on
behalf of Auto Orania for business purposes.

Additional information

The automotive spare parts division of Orania Corporation operates from business premises owned by Orania
Corporation. These business premises had cost $500 million in January 2005 and have a projected value of 
$950 billion as at 1 January 2009. Orania Corporation intends to enter into a sale and leaseback of the premises
with a buyer who is willing to pay the market price to Orania Corporation and then lease the building back to Auto
Orania. 

Required:

(a) State the regulatory issues that need to be considered when setting up a business that involves a 
non-resident. (4 marks)

(b) Outline the value added tax (VAT) and income tax implications of the proposed reconstruction of the
automotive spare parts business. (10 marks)

(c) Evaluate the tax implications for Orania Corporation Limited of the sale and leaseback of the business
premises. (2 marks)

(d) Briefly discuss the statutory issues associated with the raising of offshore funding by a Zimbabwean trading
entity. (4 marks)

(20 marks)
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4 Forage Manufacturing Company Limited is a Zimbabwean incorporated entity which has been operating in Harare for
the past five years. The company has been experiencing employee losses to competitor companies for the past couple
of years. In order to reverse the trend the company engaged a labour consultant, Lucy Labour, from South Africa to
come and review the company’s situation and make appropriate recommendations.

Lucy Labour conducted her investigations in the first three weeks of April 2008. The review included interviews with
personnel managers of a number of operators in the same industry as Forage Manufacturing Company Limited.

Lucy Labour has drafted a report with a wide range of recommendations which included the following:

(1) Provision of canteen meals

This recommendation was made due to the realisation that most employees worked on hungry stomachs,
especially the factory workers and this tended to affect productivity. The recommendation was that a supplier who
could supply standard ready-made meals should be identified. The overall cost of these meals is estimated as
$20 billion per month.

(2) Provision of staff bus or fuel coupons

The company should consider introducing a staff bus to ferry people from designated points in the main
residential areas, to the city centre and then to the factory. The cost is estimated as $100 billion per year.

Employees living in areas not accessed by the staff buses should be given fuel coupons. 

(3) Provision of monthly food hampers

Instead of awarding monetary salary increases, which would quickly be eroded by the high taxation levels, the
company should consider providing monthly food hampers. This is estimated to cost $10 billion per month per
employee.

(4) Provision of home security for key staff

Since senior employees keep valuable company assets at home overnight, security should be provided to senior
employees. This is estimated to cost $5 billion per month.

(5) Provision of free medical aid for staff

The company should put all staff on medical aid funded by the company. The cost would be $200 billion per
month.

Required:

(a) Review each of the above recommendations with respect to their tax implications for the employees and their
potential to solve Forage Manufacturing Company Limited’s staffing problems, together with any action the
company might take to maximise the potential value of the benefits.

Note: you should assume that fuel would be available. (13 marks)

(b) Advise on the impact on the employees of receiving some or all of the recommended benefits if:

(i) the employees are expected to pay any income tax due; and

(ii) the employer will pay the income tax due on their behalf. (4 marks)

(c) Briefly comment on the value added tax (VAT) implications of a company providing benefits to its employees.
(3 marks)

(20 marks)



5 Penelope Preston, who attained the age of fifty-four in March 2007, retired from her employment with the National
Parks and Wildlife organisation (National Parks) with effect from 1 February 2008. Her entitlements on retirement
included a gratuity of $480 billion; free medical aid cover until 31 December 2008, with a value of $4 billion; and
a $120 billion lump sum receipt from the National Parks pension fund. This lump sum was equal to one third of her
pension entitlement.

Penelope was also entitled to purchase from National Parks the vehicle she had been using as a company issue
vehicle at its book value of $100 million. National Parks had paid $150 million for the vehicle in January 2006 and
issued it to Penelope for both business and private use. The vehicle had a market value of $1 250 billion on
Penelope’s retirement date.

With effect from 1 April 2008 Penelope will be entitled to receive a monthly pension of $2 billion payable in arrears
every month.

Penelope has spoken with a few investment houses in order to explore lucrative investments as she is due to have so
much cash on hand. From her discussions she estimates that she will be able to make investment income of at least
$500 billion by the end of December 2008. She further estimates that one quarter of this investment income will
emanate from investments in Treasury Bills, while the balance will come from investments in Bankers’ Acceptances.

Penelope owns several investment properties and has found a potential buyer for one of these, a residential house in
Highlands, Harare. The buyer is willing to pay $20 trillion as soon as the agreement is signed, which is expected to
be in April 2008. Penelope had purchased the house in 2004 for $100 million. Penelope’s share of the cost of
drawing up the agreement will be $20 billion.

Required:

(a) Explain the taxation status of the various types of receipt and accrual, excluding the investment property
expected to be receivable by Penelope Preston in 2008. (9 marks)

Note: you are not expected to compute any taxes.

(b) Calculate the potential taxable benefit in respect of Penelope Preston’s purchase of the vehicle from her
employer and advise on how any tax charge can be avoided. (4 marks)

(c) Advise Penelope Preston on the optimum way in which to settle the tax due in respect of the sale of the
investment property. (7 marks)

(20 marks)

End of Question Paper
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