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This assignment is based on an old examination paper.

? These are the instructions that will also appear on your examination paper. Read

(oF them now and make sure that you understand what we require from you. We

@ also suggest that you try to do this assignment like a proper examination, under
examination conditions, to see how much you know and what you need to spend
time on.

THIS PAPER CONSISTS OF FIVE (5) PAGES plus an appendix (pages i - viii)

IMPORTANT INSTRUCTIONS

1. This paper consists of five (5) questions.

2.  All the questions must be answered.

3. Show all workings, where applicable. If an amount is subject to a limitation, you
should clearly indicate how the limitation is applied. Where any item is exempt from
tax or not allowable as a deduction, it should be clearly indicated together with a
brief reason for its treatment. Round all amounts to the nearest rand.

4.  Start each question on a new (separate) page.

5. Please complete the cover page of the answer book in full.

6. Please remember that answers may NOT be written in pencil.

7. Proposed timetable (try as far as possible not to deviate from this timetable):

QUESTION TOPIC MARKS [ TIME IN MINUTES
1 Executor’s account 30 36
2 Estate duty 33 40
3 Capital gains tax 9 11
4 Donations tax 11 13
5 Estate planning 17 20
TOTAL 100 120




QUESTION 1 (30 marks, 36 minutes)

Janet Brown (ID no. 510316 0112 088) died on 9 March 2014 in Durban. She is survived by her hus-
band, Nathan (ID no. 480221 0116 086), to whom she was married in community of property, and their
two children, Sam and Irene (both majors and unmarried). The reference number for the estate is
213/2014. The following assets and liabilities were found in the couple’s individual estates:

Nathan:

Assets R

Residence situated at 75 Wave Street, Serene Park, Durban, valuedat 2 400 000

Fixed deposit at Landsdown Bank 145 000

Rondo motor vehicle, registration no FRD234K2N - valuedat 240 000

-sodfor___ 250 000

Personal belongings valued at_____ 500 000

Liabilities

Bank overdraft 10 257

Janet:

Assets R

Flat in 25 Silver Ridge, Umhlanga, sold by the executorfor .~ 1 500 000

Listed shares - valvedat ..~ 500 000
- sold by the executorfor________ .~~~ 550 000

Janet received an annuity of R2 000 per month from her brother, Thomas. The an-
nuity was created in the will of her late father and no property was encumbered by the
annuity. Thomas will be 45 years old on his next birthday. The annuity terminates on
Janet’s death.

Personal belongings sold for___ 300 000
Liabilities
Funeral costs 14 000

Additional information:

1. Master’s fees, executor's remuneration and estate duty should be provided for at the current pre-
scribed tariffs. The executor is not a registered vendor for Value-Added Tax (VAT) purposes.

2. In terms of Janet and Nathan’s joint will, R2 000 000 is bequeathed to the surviving spouse and the
residue to the children, Sam and Irene, in equal portions. Nathan repudiated the will and took over
the residence and his personal belongings in terms of an agreement with the heirs, with the
understanding that he will pay the difference in cash.

REQUIRED: MARKS

Compile a complete executor’s account, including an estate duty addendum, for sub-
mission to the Master of the High Court. 30
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QUESTION 2 (33 marks, 40 minutes)

Sandra Woolock died at her home in Johannesburg on 6 January 2015. She was 62 years old. She is
survived by her two children, Oliver and Megan, who were 39 and 36 years of age respectively at the
time of Sandra’s death. Sandra had a very simple will. Below is a list of her assets as well as the be-
quests of these assets in accordance with her will:

1. Aresidence in Blue Lake estate in Johannesburg that is valued at R3 000 000. The residence is
bequeathed to her son, Oliver. With Sandra’s consent, Oliver affected improvements to the resi-
dence at a cost of R150 000 during 2012. These improvements enhanced the value of the resi-
dence by R200 000 on the death of Sandra.

Furniture and fittings of the Johannesburg house valued at R650 000.
3. A motor vehicle valued at R360 000 that is bequeathed to Megan.

4. A holiday home in Hermanus (Western Cape), of which Sandra was the bare dominium holder.
The holiday home was valued at R2 500 000. The property is subject to a usufruct in favour of her
daughter Megan. At the time Sandra was given the bare dominium, the value of the holiday home
was R1 800 000.

5. An apartment in Zurich, Switzerland, which she owned with her brother. Sandra’s half of the apart-
ment has been valued at R4 500 000. Her half is bequeathed to her brother after her death.

6. A shareholding of 30% in a beauty salon, Gelato (Pty) Ltd. The auditors’ valuation of the company
was R1 800 000 when Sandra died. In terms of the will, the executor of the estate sold Sandra’s
share in the company to the other shareholders for R560 000. The proceeds of the sale must be
left to Megan.

7. A policy, Alpha, that paid out R750 000 to Oliver, of which the premiums and interest (calculated at
6% per annum) of R165 000 were paid by Oliver. A policy, Omega, that paid out R620 000 to
Megan, of which the premiums and interest (calculated at 6% per annum) of R100 000 were paid
by Sandra.

8. A fixed deposit of R150 000 in a bank. Accumulated interest on this fixed deposit to her date of
death was R7 000. After her death, a further R3 000 of interest accrued.

9.  Cash in the bank of R43 356 on the date of death.

Additional information:

Sandra’s spouse, Kevin, died three years earlier. They were married out of community of property.
Kevin was being sequestrated at the time of his death and most of his assets had been sold resulting in
Kevin paying no estate duty when he died. Kevin utilised only R300 000 of the section 4A abatement.
Except for the executor's remuneration at the prescribed rate and the Master’s fees, Sandra had no

other liabilities at her death. You can ignore any possible income tax that may be payable. Sandra’s
executor is not a registered VAT vendor.

REQUIRED: MARKS

(@) Calculate the estate duty in Sandra’s estate and the apportionment thereof. 30

(b) In terms of estate planning objectives, name one main problem you can identify
with Sandra’s estate and how this problem could have been avoided. 3




QUESTION 3 (9 marks, 11 minutes)

Sophie Clarens died unexpectedly at the age of 50 on 9 May 2014. Sophie has never disposed of any
capital assets before. The executor of her estate provides you with the following information about the

assets in her estate, all of which were acquired after 1 October 2001:

Original Market value
Asset cost at death Stipulations of valid will
1. Sophie’s primary residence S|;75 000 1 9R50 000 | Bequeathed to her daughter
2. Holiday home in Knysna 350 000 895 000 | Sold by executor for R1 375 000
3. Shares in a listed company 200 000 1 020 000 | Sold by the executor for R1 000 000
4. Sophie’s motor vehicle 135 000 75 000 | Sold by executor for R80 000
REQUIRED: MARKS
Calculate the taxable capital gain/(loss) for Sophie Clarens’s deceased estate. 9

QUESTION 4 (11 marks, 13 minutes)

Fanie Els (aged 42), a well-known golf professional, made the following donations on 15 December 2014,
after having won a large sum of money in a big tournament:

1.

2.

To his wife, Valerie, a diamond ring worth R50 000.

To his son, Andries (aged 22), a two bedroom flat in Cape Town. This donation was subject to a
usufruct, which Fanie created at the same time for a period of five years. The usufruct is in favour
of his sister, Lucie (aged 50), who was living in the flat at the time of the donation. The market
value of the flat is R1 350 000.

To his daughter, Hilda, a brand new motor vehicle worth R195 000.

To the Fanie Els Golf Foundation, which is registered as a public benefit organisation, R500 000.

To his nephew, Sammy, who occasionally drove him to golf venues, an amount of R85 000, so that
Sammy could open his own shuttle business.

These are the only donations made by Fanie during the current year of assessment.

REQUIRED:

MARKS

Calculate the total donations tax payable on the donations made by Fanie Els on
15 December 2014. Clearly indicate and provide a brief reason for items that will 11
have no donations tax effect.
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QUESTION 5 (17 marks, 20 minutes)

Mr Nicholas Paige has been diagnosed with a terminal disease and only has a few months left to live.
His nephew contacts you for some advice regarding Nicholas’ estate as it currently stands. Nicholas
believes there are no problems with his estate and that everything is in order for when he dies. The
nephew informs you that Nicholas is married out of community of property to Jennifer, a stay-at-home
mom with three minor children. Nicholas’s last wishes, as well as the bequests he would like to make,
have been made known verbally to the nephew.

His nephew presents you with all the information pertaining to the estate and Nicholas’s last wishes:

Assets:
(Note: there are no liabilities)

Market value of
Asset asset in Rands | Bequests
R
Residence 2 800 000 | Left to Jennifer
Shares in a business 1 750 000 | Left to his brother
Game farm 6 500 000 | Divided equally amongst the three
children
Insurance policy 1 000 000 | Pay-out of only one policy to the
estate
Foreign property (rental income of the equi- 7 000 000 | Left to Jennifer
valent of R20 000 per month is derived from
the property)
Cash investments 1 800 000 | Divided equally amongst the three
children
REQUIRED: MARKS

Briefly discuss the advantages and disadvantages of Nicholas Paige’s estate and his
bequests, taking into account the objectives of estate planning and the potential estate
duty payable. You can ignore any capital gains tax.

Advantages: 5 marks
Disadvantages: 12 marks 17

Please structure your answer by using the following table format:

Advantages Disadvantages
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APPENDIX
DECEASED ESTATES
(i) EXECUTOR’S REMUNERATION

The remuneration of executors referred to in Section 51(1) (b) of the Act shall be assessed according to
the following tariff:

(@) On the gross value of the assets: 3,5 per cent;
(b) Onincome accrued and collected after the death of the deceased: 6,0 per cent.

(i) MASTER’S FEES (Deceased estates)

On all estates of deceased persons or estates under curatorship (except estates under the custody of an
interim curator pending the appointment of an executor) the gross value of which —

R
(@) is R15 000 or more, butlessthan R17 000 ...............ccoeeeeiiiiiiieei e 42,00
(b) is R17 000 or more, for each complete further R2 000 with which the gross
value exceeds R17 0000, & fUINEI ......ooeeoiee et 6,00
subjectto a maximumfee of ..., 600,00

Where the deceased was one of two spouses married in community of property the said fees shall be
assessed upon the gross assets of the joint estate.

(i) RATE OF ESTATE DUTY
The rate of estate duty shall be 20 per cent of the dutiable amount of the estate.

Provided that where duty becomes payable upon the value of any movable or immovable property or on
a value determined by reference to the value of any movable or immovable property, and duty has, upon
the death of any person (hereinafter referred to as the first-dying person), who died within ten years prior
to the death of the deceased, become payable upon the value of that movable or immovable property or
upon a value determined by reference to the value of that movable or immovable property (or any
movable or immovable property for which the Commissioner is satisfied that that movable or immovable
property has been substituted), the duty attributable to the value of that movable or immovable property
or, as the case may be, the value determined by reference to the value of that movable or immovable
property, but not exceeding (in either case) an amount equal to the value on which duty has become
payable on the death of the first-dying person, shall be reduced by a percentage according to the
following scale:

if the deceased dies within two years of the death of the first-dying person 100 per cent

if the deceased dies more than two years but not more than four years after

the death of the first-dying person . 80 per cent
if the deceased dies more than four years but not more than six years after

the death of the first-dying PerSON 60 per cent
if the deceased dies more than six years but not more than eight years after

the death of the first-dying person 40 per cent

if the deceased dies more than eight years but not more than ten years after

the death of the first-dying person 20 per cent
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subject to a maximum reduction equal to so much of the duty previously payable upon the death of the
first-dying person as is attributable to the value of that movable or immovable property or, as the case
may be, to an amount equal to the value determined by reference to the value of that movable or im-

movable property, and as is proved to the satisfaction of the Commissioner to have been borne by the
deceased.
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TABLE A

(iv) THE EXPECTATION OF LIFE AND THE PRESENT VALUE OF R1 PER ANNUM FOR LIFE
CAPITALISED AT 12 PER CENT OVER THE EXPECTATION OF LIFE OF MALES AND
FEMALES OF VARIOUS AGES

Expectation of life Present value of R1 per annum for life

Age Male Female Male Female Age
0 64,75 72,36 8,237 91 8,331 05 0
1 65,37 72,74 8,328 28 8,331 14 1
2 64,50 71,87 8,327 76 8,330 91 2
3 63,57 70,93 8,327 14 8,330 64 3
4 62,63 69,98 8,326 44 8,330 33 4
5 61,69 69,02 8,325 67 8,329 99 5
6 60,74 68,06 8,324 80 8,329 61 6
7 59,78 67,09 8,32381 8,329 81 7
8 58,81 66,11 8,322 71 8,328 69 8
9 57,83 65,14 8,321 46 8,328 15 9
10 56,85 64,15 8,320 07 8,327 53 10
11 55,86 63,16 8,318 49 8,326 84 11
12 54,87 62,18 8,316 73 8,326 08 12
13 53,90 61,19 8,314 80 8,325 22 13
14 52,93 60,21 8,312 65 8,324 27 14
15 51,98 59,23 8,310 29 8,323 20 15
16 51,04 58,26 8,307 70 8,322 03 16
17 50,12 57,29 8,304 89 8,320 71 17
18 49,21 56,33 8,301 80 8,319 26 18
19 48,31 55,37 8,298 41 8,317 64 19
20 47,42 54,41 8,294 71 8,315 84 20
21 46,53 53,45 8,290 61 8,313 83 21
22 45,65 52,50 8,286 13 8,311 61 22
23 44,77 51,54 8,281 17 8,309 12 23
24 43,88 50,58 8,275 64 8,306 33 24
25 43,00 49,63 8,269 59 8,303 26 25
26 42,10 48,67 8,262 74 8,299 81 26
27 41,20 47,71 8,255 16 8,295 95 27
28 40,30 46,76 8,246 77 8,291 71 28
29 39,39 45,81 8,237 37 8,286 97 29
30 38,48 44,86 8,226 94 8,281 70 30
31 37,57 43,91 8,215 38 8,275 83 31
32 36,66 42,96 8,202 57 8,269 30 32
33 35,75 42,02 8,188 36 8,262 10 33
34 34,84 41,07 8,172 62 8,254 00 34
35 33,94 40,13 8,155 36 8,245 09 35
36 33,05 39,19 8,136 47 8,235 17 36
37 32,16 38,26 8,115 58 8,224 26 37
38 31,28 37,32 8,092 74 8,211 99 38
39 30,41 36,40 8,067 81 8,198 66 39
40 29,54 35,48 8,040 30 8,183 86 40
41 28,69 34,57 8,010 67 8,167 62 41
42 27,85 33,67 7,978 44 8,149 83 42
43 27,02 32,77 7,943 44 8,130 12 43
44 26,20 31,89 7,905 47 8,108 81 44
45 25,38 31,01 7,863 80 8,085 27 45
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TABLE A (continued)

TAX3703/201

Expectation of life Present value of R1 per annum for life
Age Male Female Male Female Age
46 24,58 30,14 7,819 24 8,059 56 46
47 23,79 29,27 7,771 09 8,031 19 47
48 23,00 28,41 7,718 43 8,000 26 48
49 22,23 27,55 7,662 36 7,966 17 49
50 21,47 26,71 7,602 01 7,929 50 50
51 20,72 25,88 7,537 13 7,889 67 51
52 19,98 25,06 7,467 48 7,846 46 52
53 19,26 24,25 7,393 87 7,799 65 53
54 18,56 23,44 7,316 31 7,748 34 54
55 17,86 22,65 7,232 34 7,693 55 55
56 17,18 21,86 7,144 14 7,633 63 56
57 16,52 21,08 7,051 78 7,568 96 57
58 15,86 20,31 6,952 25 7,499 27 58
59 15,23 19,54 6,850 04 7,423 21 59
60 14,61 18,78 6,742 06 7,341 35 60
61 14,01 18,04 6,630 10 7,254 57 61
62 13,42 17,30 6,512 32 7,160 20 62
63 12,86 16,58 6,393 01 7,060 46 63
64 12,31 15,88 6,268 22 6,955 37 64
65 11,77 15,18 6,137 89 6,841 61 65
66 11,26 14,51 6,007 26 6,723 93 66
67 10,76 13,85 5,871 65 6,598 93 67
68 10,28 13,20 5,734 03 6,466 35 68
69 9,81 12,57 5,591 82 6,328 18 69
70 9,37 11,96 5,451 65 6,184 66 70
71 8,94 11,37 5,307 75 6,036 07 71
72 8,54 10,80 6,167 44 5,882 78 72
73 8,15 10,24 5,024 37 5,722 22 73
74 7,77 9,70 4,878 76 5,557 43 74
75 7,41 9,18 4,734 90 5,388 93 75
76 7,07 8,68 4,593 54 5,217 27 76
77 6,73 8,21 4,446 63 5,046 79 77
78 6,41 7,75 4,303 09 4,870 92 78
79 6,10 7,31 4,158 98 4,693 89 79
80 5,82 6,89 4,024 40 4,516 47 80
81 5,55 6,50 3,890 51 4,343 99 81
82 5,31 6,13 3,768 02 4,173 15 82
83 5,09 5,78 3,652 76 4,004 82 83
84 4,89 5,45 3,545 46 3,839 88 84
85 4,72 5,14 3,452 32 3,679 21 85
86 4,57 4,85 3,368 64 3,52371 86
87 4,45 4,58 3,300 66 3,374 26 87
88 4,36 4,33 3,249 07 3,231 75 88
89 4,32 4,11 3,225 97 3,102 96 89
90 4,30 3,92 3,214 38 2,989 12 90
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TABLE B
PRESENT VALUE OF R1 PER ANNUM CAPITALISED AT 12 PER CENT OVER FIXED
PERIODS
Years Amount Years Amount Years Amount Years Amount
R R R R

1 0,892 9 26 7,8957 51 8,307 6 76 8,331 8
2 1,690 0 27 7,942 6 52 8,310 4 77 8,332 0
3 2,401 8 28 7,984 4 53 8,312 8 78 8,332 1
4 3,037 4 29 8,021 8 54 8,3150 79 8,332 3
5 3,604 8 30 8,055 2 55 8,317 0 80 8,332 4
6 4,111 4 31 8,0850 56 8,318 7 81 8,332 5
7 4,563 8 32 8,111 6 57 8,320 3 82 8,332 6
8 4,967 6 33 8,1354 58 8,321 7 83 8,332 6
9 5,328 2 34 8,156 6 59 8,322 9 84 8,332 7
10 5,650 2 35 8,175 5 60 8,324 0 85 8,332 8
11 5,937 7 36 8,192 4 61 8,3250 86 8,332 8
12 6,194 4 37 8,207 5 62 8,325 9 87 8,332 9
13 6,423 6 38 8,2210 63 8,326 7 88 8,333 0
14 6,628 2 39 8,233 0 64 8,327 4 89 8,333 0
15 6,810 9 40 8,243 8 65 8,328 1 90 8,333 0
16 6,974 0 41 8,253 4 66 8,328 6 91 8,333 1
17 7,119 6 42 8,261 9 67 8,3291 92 8,333 1
18 7,249 7 43 8,269 6 68 8,329 6 93 8,333 1
19 7,365 8 44 8,276 4 69 8,330 0 94 8,333 1
20 7,469 4 45 8,282 5 70 8,330 3 95 8,333 2
21 7,562 0 46 8,288 0 71 8,330 7 96 8,333 2
22 7,644 6 47 8,292 8 72 8,331 0 97 8,333 2
23 7,718 4 48 8,297 2 73 8,331 2 98 8,333 2
24 7,784 3 49 8,301 0 74 8,331 4 99 8,333 2
25 7,843 1 50 8,304 5 75 8,331 6 100 8,333 2
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CAPITAL GAINS TAX

FORMULAE

Eighth Schedule

P

< TwW>X

Z 0w

B
X —
(A +B)

the total proceeds of the sale of the asset

the costs incurred on or after the valuation date

the costs incurred before the valuation date; and

the proceeds that relate to the cost incurred before 1 October 2001.

B+ [(P - B) x (N/(T + N))]

the expenditure incurred before the valuation date in terms of par 20

the proceeds of the sale of an asset

the number of years (part of years are deemed to be full years) from the date on which the
asset was acquired to the day before the valuation date. Where the allowable expenditure
was incurred in more than one year of assessment prior to the valuation date, the number
of years may not exceed 20.

the number of years during which the asset was held from the valuation date until the date
the asset was disposed of. A part of a year is treated as a full year.

the time-apportionment base cost.
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EXTRACT FROM THE INCOME TAX ACT (ACT 58 OF 1962, AS AMENDED) — EIGHTH
SCHEDULE

25. Determination of base cost of pre-valuation date assets. - The base cost of a pre-valuation date
asset (other than an identical asset in respect of which paragraph 32 (3A) has been applied) is the sum
of the valuation date value of that asset, as determined in terms of paragraph 26, 27 or 28 and the
expenditure allowable in terms of paragraph 20 incurred on or after the valuation date in respect of that
asset.

26. Valuation date value where proceeds exceed expenditure or where expenditure in respect of
an asset cannot be determined. - (1) Where the proceeds from the disposal of a pre-valuation date
asset (other than an asset contemplated in paragraph 28 or in respect of which paragraph 32 (3A) has
been applied) exceed the expenditure allowable in terms of paragraph 20 incurred before, on and after
the valuation date in respect of that asset, the person who disposed of that asset must, subject to
subparagraph (3), adopt any of the following as the valuation date value of that asset-

(a) the market value of the asset on the valuation date as contemplated in paragraph 29;

(b) 20 per cent of the proceeds from disposal of the asset, after deducting from those proceeds an
amount equal to the expenditure allowable in terms of paragraph 20 incurred on or after the
valuation date; or

(c) the time-apportionment base cost of the asset as contemplated in paragraph 30.

(2) Where the expenditure incurred before valuation date in respect of a pre-valuation date asset
cannot be determined by the person who disposed of that asset or the Commissioner, that person
must adopt any of the following as the valuation date value of that asset-

(a) the market value of the asset on the valuation date as contemplated in paragraph 29; or

(b) 20 per cent of the proceeds from disposal of the asset, after deducting from those proceeds an
amount equal to the expenditure allowable in terms of paragraph 20 incurred on or after the
valuation date.

(3) Where a person has adopted the market value as the valuation date value of an asset, as con-
templated in subparagraph (1) (a), and the proceeds from the disposal of that asset do not exceed
that market value, that person must substitute as the valuation date value of that asset, those
proceeds less the expenditure allowable in terms of paragraph 20 incurred on or after the valuation
date in respect of that asset.

27. Valuation date value where proceeds do not exceed expenditure. - (1) Subject to subparagraph
(2), where the proceeds from the disposal of a pre-valuation date asset do not exceed the expenditure
allowable in terms of paragraph 20 incurred both before and after the valuation date in respect of that
asset, the valuation date value of that asset must be determined in terms of this paragraph.

(2) This paragraph does not apply in respect of any asset contemplated in paragraph 28 or in respect
of which paragraph 32 (3A) has been applied.
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Where a person has determined the market value of an asset on the valuation date, as con-
templated in paragraph 29, or the market value of an asset has been published in terms of that
paragraph, and-

the expenditure allowable in terms of paragraph 20 incurred before the valuation date in respect of
that asset-

(i) is equal to or exceeds the proceeds from the disposal of that asset; and
(i) exceeds the market value of that asset on valuation date,

the valuation date value of that asset must be the higher of-

(aa) that market value; or

(bb) those proceeds less the expenditure allowable in terms of paragraph 20 incurred on or after
the valuation date in respect of that asset; or

the provisions of item (a) do not apply, the valuation date value of that asset must be the lower of-

() that market value; or
(i)  the time-apportionment base cost of that asset as contemplated in paragraph 30.

Where the provisions of subparagraph (3) do not apply, the valuation date value of that asset is the
time-apportionment base cost of that asset, as contemplated in paragraph 30.

Income tax monetary thresholds subject to periodic legislative change:

Description Reference to Income Tax Monetary
Act, 1962 amount

Capital gains exclusions:

Annual exclusion for individuals and special trusts Paragraph 5(1) of Eighth R30 000
Schedule

Exclusion for the disposal of a primary residence Paragraph 45(1) of Eighth R2 million
Schedule

Maximum market value of all assets allowed within the | Definition of “small business” R210 million

small business definition on disposal when person over | in paragraph 57(1) of Eighth

55 Schedule

Exclusion amount on disposal of small business when Paragraph 57(3) of Eighth R1,800 000

person over 55 Schedule

Exclusion on death Paragraph 5(2) of Eighth R300 000

Schedule
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SOLUTIONS TO ASSIGNMENT 3

SUGGESTED SOLUTION: QUESTION 1 (30 Marks)

First and final liquidation and distribution account in the joint/massed estate of the late Janet
Brown (ID no. 510316 0112 088) and Nathan Brown (ID no. 480221 0116 086) to whom the decea-
sed was married in community of property. The couple resided at 75 Wave Street, Serene Park,

Durban, where the deceased died on 9 March 2014.

Master’s reference number 213/2014. (2)
Liguidation account
R
Assets not sold 2 900 000
Residence at 75 Wave Street, Serene Park, Durban 2 400 000 | (1)
Nathan’s personal belongings 500 000 | (1)
The assets above were taken by Nathan Brown as part of his share of the joint
estate.
Cash and assets sold for cash 2 745 000
Flat in Silver Ridge 25, Umhlanga 1500 000 | (1)
Fixed deposit 145000 | (1)
Vehicle registration no. FRD234KZN 250 000 | (1)
Listed shares 550 000 | (1)
Janet’s personal belongings 300 000 | (2)
Total assets 5 645 000
Less: Liabilities (222 432)
Bank overdraft (10 257) | (1)
Funeral costs (14 000) | (1)
Master’s fees (600) | (2)
Executor’s remuneration (3,5% x R5 645 000) (197 575) | (1)
(222 432)
Estate duty Nil Q)
Distributable amount (Assets — liabilities) 5422 568
Recapitulation statement
R
Cash and assets sold for cash 2745000 (1)
Less: Liabilities (222 432) (1)
2 522 568
Add: Cash payback by surviving spouse
[(R5 422 568 + R14 000) + 2] - R2 900 000 181716 (1)

2704 284
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SUGGESTED SOLUTION: QUESTION 2 (33 Marks)

Calculation of estate duty payable

Property

Residence

Less: Value enhanced by improvements

Furniture and fittings

Motor vehicle

Bare dominium - holiday home
Value of the bare dominium is:
The annual value of the usufruct is: R2 500 000 x 12% = R300 000
R300 000 x Megan'’s life expectancy factor at next birthday (8,22426)
= R2 467 278
The market value less the usufruct value = the BD value
R2 500 000 - R2 467 278 = R32 722

Foreign asset - Zurich apartment - included

Interest in beauty salon at auditors’ valuation (R1 800 000 x 30%)
Fixed deposit (R150 000 + R7 000)

Cash in the bank

Property deemed to be property

Policy Alpha- Pay-out less premiums paid out by Oliver the beneficiary of the
policy (R750 000 - R165 000)

Policy Omega — Pay-out — premiums must not be deducted

Gross value of the estate

Less: Deductions

Executors remuneration @ 3,5 % (not a registered VAT vendor)

Gross value — adjusted for the 2 policies (1), 30% interest (1), foreign asset (1)
and improvements to residence (1) and the bare dominium (1)

(R10 288 078 - R620 000 - R585 000 - R540 000 + R560 000 - R4 500 000 +
R200 000 + R2 500 000 - R32 722)

= R7 270 356 x 3,5% (1) = R254 462

Alternative:

Residence: R3 000 000 (1)

Furniture and fittings: R650 000 (1)

Motor vehicle: R360 000

Holiday home- full market value: R2 500 000 (1)
30% Shareholding:R560 000 (1)

Policies: Nil (1)

Cash and fixed deposit:R200 356

Total = R7 270 356 x 3,5% (1)

Master’s fee

Net value of the estate

Less: Section 4A rebate (R3 500 000 + R3 200 000)

Dutiable amount

Estate duty @ 20%

TAX3703/201

3 000 000
(200 000)
650 000
360 000
32 722

4 500 000
540 000
157 000

43 356

585 000

620 000

10 288 078

(255 062)

(254 462)

(600)

10 033016

(6 700 000)

3333016

666 603

(1)
(1)
(1)
(1)

(1)
(1)

()
(1)
(2)

(2)
1)

)
(1)

(6)

(1)

)

(1)
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QUESTION 2 (continued)

Estate duty apportionment

Oliver
Policy Alpha: R585 000/R10 033 016 x R666 603 = R38 868 3)

Megan
Policy Omega: R620 000/R10 033 016 x R666 603 = R41 193

Balance payable by estate = R586 542 ()

PART 2

There is no liquidity in the estate. There is no cash available to pay the balance of the estate duty.
(1) There is no cash other than the fixed deposit and the cash in the bank of roughly R200 000
(1). This could have been addressed if Sandra took out an insurance policy that pays out to the
estate upon her death (1).

Marks 34
Max 33
SUGGESTED SOLUTION: QUESTION 3 (9 Marks)
1. Primary residence — no CGT as bequeathed to daughter (1)
2. Holiday home
R1 375 000 (1) - R895 000 (1)
= R480 000 capital gain
3.  Shares
R1 000 000 (1) - R1 020 000 (1)
= R20 000 capital loss
4.  Motor vehicle
R80 000 — R75 000
= R5 000 capital gain,
But capital gain to be disregarded as it is a personal-use asset (1)
R
Aggregate capital gain: (R480 000 - R20 000) 460 000 (1)
Less: Annual exclusion: (30 000) (1)
Net capital gain: 430 000

Thus, taxable capital gain: R430 00 x 33,3% 143190 (1)
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SUGGESTED SOLUTION: QUESTION 4 (11 Marks)

TAX3703/201

Donation Value Reason for roll over or Taxable
exempt
R
Diamond ring to wife R50 000 Donation to spouse Nil )
Usufruct over flat R1 350 000 x 12% x 3,6048 583978 | (3)
= R583 978
Bare dominium of flat R1 350 000 — usufruct
= R1 350 000 — R583 978 766 022 | (2)
= R766 022
Motor vehicle R195 000 195000 | (1)
Amount to Golf R500 000 Registered public benefit (2)
Foundation organisation Nil
Amount to Sammy R85 000 85000 | (1)
Total donations 1 630 000
Less: Annual exclusion (200 000) | (1)
Taxable amount 1 530 000
X 20% (2)
Donations tax payable 306 000




SUGGESTED SOLUTION: QUESTION 5 (22 marks)

20

Advantages

Disadvantages

1.

The residence and the foreign property are
being left to the spouse. For purposes of the
estate duty calculation, a section 4(q) deduc-
tion is allowed for amounts left to the survi-
ving spouse (1). This will reduce the estate
duty payable (1) in Nicholas’s estate.

1.

Nicholas informed his nephew of his last
wishes verbally and not in writing in terms of a
will (1). This will result in the estate being
handled in terms of the Intestate Succession
Act (1) and none of Nicholas’s wishes being
carried out (1). This goes against the estate-
planning objective of achieving efficient admi-
nistration of a deceased estate. (1)

The cash investments are being left to the
children equally. The children are being pro-
vided for (1).

If there is no will and the estate will be dealt
with intestate, the cash investments left to the
minor children will be held by the Guardian’s
Fund (1), and these funds will not be freely
accessible (1).

Nicholas has provided for his spouse’s live-
lihood (1) by leaving the foreign property that
earns rental income of R20 000 per month to
her (1).

The game farm will be divided between the
three children. This is an impractical bequest
because it leads to the fragmentation of the
asset (1).

There aren’t enough liquid assets in the estate
(1). Only one insurance policy of R1 million
will pay out. This is not enough to cover the
potential estate duty payable (1) of
R1 510 000 currently. The executor of the
estate may need to use the cash investment
funds that Nicholas wants to leave to the
children to pay for the potential estate duty or
sell some of the assets (1).

Nicholas hasn’t minimised the impact of tax-
ation on the estate (1), besides using the
section 4(q) deduction.

Nicholas hasn’t provided for the future growth
of his assets outside of his estate (1).

Estate duty problem is transferred to Jennifer
(1) as two of the three assets (residence and
foreign property) with the potential to grow in
value over future years have been left to her.
Even though this reduces the estate duty pay-
able now by Nicholas, the estate duty payable
merely transfers to Jennifer as these are left
to her and are included in her estate now (1).

5 marks

14 marks (maximum of 12)
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