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IMPQRTANT INSTRUCTIONS

1

2

This paper consists of three (3) questions

All of the questions must be answered

Show all workings, where applicable. If an amount is subject to a limitation, clearly indicate
how the limitation is applied. Where any item is exempt from tax or not allowable as a de-
duction, this must be indicated. All amounts must be rounded to the nearest rand.

You must start each guestion on a new (separate) page

Please complete the cover page of the answer book m full.

You are reminded that answers may NOT be written in pencil

Pninciple errors will be marked negatively

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

QUESTION TOPIC MARKS TIME IN MINUTES
1 Executor's account 36 43
2 Estate duty 34 41
3 Estate planning and capital gains tax 30 36
YOTAL 100 120
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QUESTION 1 (36 marks, 43 minutes)

Florence Solomon, died on 31 August 2013 in Escount, South Africa, where she resided. She is survived
by her husband, Joe Solomon, to whom she was married out of community of property without accrual,
as well as two major sons, Salem and Mike. The following assets, liabilities and interests were found m
the estate-

1

Florence enjoyed the lifelong usufruct of a farm, Viakte (district Escourt), which was bequeathed to
her by her aunt, Tilly Samuels The bare dorminium of the farm vests 1n Jonah Samuels, another
family member of Tilly The market value of the farm was R900 000 when Tilly died mn
December 2000 and R3 300 000 at the time of Florence’s death

Florence received an annuity created in the will of her late father The annuity was payable to her
at R5 000 per month from the profits of a business which Florence’s father bequeathed to her
brother, Tim Tim will be 45 on his next birthday. The annuity terminates on Florence's death

Florence purchased a house in Escourt for R600 000 during October 2011, which she rented out
until 31 October 2013. The rent was fixed at R3 000 per month for the first 12 months and at
R4 000 per month thereafter. The property was valued at R850 000 at the tme of her death The
executor received rent of R8 000 for September and October 2013 and paid back a deposit of
R3 000 to the lessee on 15 November 2013

Listed shares

Value at date of acquiston .. . . SN . R1 500 000
Listed value at 31/8/2013.. ... . .. .. R2 400 000
Sold by the executor for e e . .. . R2 700 000

Personal assets of R380 000.
Fixed deposit of RS00 000
There were no other assets or liabilities in Florence's estate except for a bank overdraft of

R15000 Master's fees, executor's remuneration and estate duty should be provided for at current
prescribed tarfis

Additional information:

i

In Florence’s will R100 000 1s bequeathed to her mother, Angel, and the residue to her surviving
spouse, Joe Solomon.

2 Personal Information of parties involved-
Person Date of birth Date of death
Florence Solomon 5/5/1945 31/8/2013
Joe Solomon 20/6/1945 -
Salem Solomon 31/7/1965 -
Mike Solomon 15/3/1968 -
Tilly Samuels 12/4/1920 12/12/2000
Jonah Samusls 20/1/1958 -
REQUIRED: MARKS
Compile a complete executor's account for submisston to the Master of the High Court 36
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QUESTION 2 (34 marks, 41 minutes)

PART A {13 marks, 16 minutes)

Abel Gooddy (1D 4404150112089) was 69 years old when he died on 15 July 2013 at his home mn
Pretonia after contracting pneumonia He was born in the United Kingdom and moved to South Africa
with his family when he was 40 years old and has lived here ever since He was married out of commu-
nity of property to his wife, Sylvia, and 1s survived by her and their two major daughters, Kim and Kerry
The Master's reference number 1s 1296/2013

Abel made the following donations in 2013

1

On 1 May 2013 he created an annutty of R10 000 per month for ten years or unti! he dies in favour
of his sister, Gina {65 years oid), who batiled financially

2 On 3 May 2013 he donated a cash amount of R500 000 to his daughter, Kerry, to start her own
business

3 On 5 May 2013 he purchased a new luxury motor vehicle for R495 000 {(a fair market value} and
donated 1t to his daughter, Kim

4 On 30 May 2013 he gave his wife Sylvia, a cash amount of R1,2 milllon as a wedding annversary
gift

5 John K, a personal friend, owed R27 000 to Abel, but Abel accepted R7 000 as final and full
settiement of his debt on 2 June 2013

6 On 5 June 2013 he donated an amount of R25 000 to his former housekeeper, Emma, in
recognition of her 20 years of service

REQUIRED: MARKS

Calcuiate the donations tax payable by Abel on each of the donations If you consider cer-
tain donations or amounts not to be subject to donations tax, please provide reasons why 13
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QUESTION 2 {continued)
PART B (21 marks, 25 minutes)
After Abel’s death, the following assets were found in his estate:
R

i Aresidence in Pretona at valuation . 6 300 000
2 An apartment in London, which Abel purchased before he became a South African

resident, that was sold by the Bntish executor for 4 000 000
3 A flat in Johannesburg valued at . 1200 000
4 A holiday home in Cape Town which the executor sold for . . - 2 500 000
5 A motor vehicle and personal goods which the executor sold for . 1 885 000
6 A local ife pohkcy (Truebond XT556) which was paid out directly to the survwmg

spouse, Sylvia o 560 000
7 Shares in a private company, Food Paiatium, a local fast food outlet, valued at

R1900 000 The executor sold these shares for ; 1 950 000
8 A fixed deposit at Lapitec Bank, South Africa . 360 000
The executor paid the following expenses:

R

- Funeral expenses ; - . . . 15 000
- Valuation fees ; . . . .. . 2000
- Incometax .. . . . . .o 12 000
- Master's fees Ce e eeas . 600
- Executor's remuneration ?

Additional information:
1 Abel had a bank overdraft of R4 000 on his current account at Lapitec Bank

2. Brtish death duties of R45 000 in respect of the apartment in London were paid from the proceeds
on the flat

3 In his will, Abel bequeathed hus flat in Johannesburg to his spouse, Sylvia He further stipulated
that all hus other assets must be sold and the money divided equally between his spouse, Sylvia
and therr two daughters, Kim and Kerry, so that each one recewves a third of the money so realised

REQUIRED: MARKS

Calculate the estate duty payable in Abel Gooddy's estate. Give reasons why certain
assets will not be subject to estate duty 21
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QUESTION 3 (30 marks, 36 minutes)
Background

You are a financial adviser specialising in estate planning and related tax matters Mr Lucky, a new
client, comes to see you one day for some estate planning advice Mr Lucky won the national lottery
(“ictto”) two years ago He 1s 53 years of age, I1s marrned out of community of property to Mrs Lucky and
has two minor children. At the tme of winning the lotto, he was unemployed and didr't own many assets
or have a lot in savings Swince then he has accumulated wealth in excess of R80 millon and has no
habilities

PART A (6 marks, 7 minutes)

He provides you with the following piece of paper, which he claims is his last will and testament that he
prepared himself

I, Levi Lucky (ID no 6104130040090) bequeath RS million cash to my two children, Sara-Lynn Lucky
and Mike Lucky

Signed at Pretona on this 13" day of August 2013

| Lo Luchy ek Lucky
Witness Witness
REQUIRED: MARKS

Explain to Mr Lucky what the possible problems are in regard to the validity of the will and
the bequest of RS million to his children 6

PART B (14 marks, 17 minutes)

After you explamned to Mr Lucky the problems that exist with his invalid will, you discuss some estate
planning objectives and the following main objectives are decided upon by Mr Lucky

) to achieve efficient deceased estate admintstration,
to avoid fragmentation of assets,

to provide future growth of his assets (e g mvestment properties, shares, cash in the bank) outside
of his estate, and

. to provide for and protect his dependants (spouse and his minor children)

REQUIRED: MARKS

Recommend the estate planning tools that will achieve Mr Lucky's set objectives and
explain why each tool will achieve these objectives 14

[TURN OVER]



QUESTION 3 {continued)

PART € (10 marks, 12 minutes)
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Mr Lucky's wife, Lucy Lucky, died suddenly in an aeroplane crash on 2 September 2013 She was 56
years old Mr Lucky presents you with the following balance sheet with all of Lucy's assets that she

owned.

Asset Cost Market value on Bequests in terms of
(all purchased date of death Lucy’s will
after

1 October 2001}
Beauty salon business (con- R8a0 000 R1 100 000 | To be left to her daughter
sidered a small business
asset)
Primary residence in Pretoria R1 580 000 R2 130 000 | To be left to Mr Lucky
Bachelor flat n Pretoria R450 000 R600 000 | To be left to her son
Fractional ownership in a R400 000 R700 000 | To be sold by the executor
garne lodge in the North
West province
Cash R370 000 | To be left to her son
REQUIRED: MARKS
Calculate the taxable capital gainsflosses for the deceased Mrs Lucy Lucky Assume she
dd not have any assessed captal loss camed forward from the previous year of 10
assessment.
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APPENDIX
DECEASED ESTATES
() EXECUTOR'S REMUNERATION

The remuneration of executors referred to in Section 51(1) (b) of the Act shall he assessed according to
the foliowing tanft:

(a) On the gross value of the assets 3,5 per cent,
(b) On income accrued and collected after the death of the deceased. 6,0 per cent.

() MASTER'S FEES {Deceased estates)

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

R
{a) 1s R15 000 or more, but less than R17 000 .. .. 42,00
(b) 1s R17 000 or more, for each complete further R2 000 with which the gross
value exceeds R17 0000, a further . .. - . - 6,00
subject to a maximum feg of . .. " - - 600,00

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

(m) RATE OF ESTATE DUTY
The rate of eslate 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 immovabie property, and duty has, upon
the death of any person (heremnafter referred to as the first-dying person}, who died within ten years pnor
to the death of the deceased, become payable upon the value of that movable or iInmovable 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 1s satisfied that that movable or immovable
property has been substituted), the duty attributable to the vaiue of that movable or iImmovable 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 ether 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
foilowing 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-OyINg DOISON o e e e e oo e e 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 . oo e e e e 60 per cent
if the deceased dies more than six years but not more than etght years after

the death of the first-gyIng PeISOM e e e e, 40 per cent
if the deceased dies more than eight years but not more than ten years after

the death of the first-Oying PersON . o e e e e 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 atinbutable to the value of that movable or iImmovabie 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 bome by the
deceased
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JABLE A

(v) 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 Jife
Age |  Male Female Male Female Age
0 64,75 72,36 8,237 N 8,331 05 ]
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 B,325 67 8,320 99 5
6 60,74 68,06 8,324 80 8,329 61 6
7 59,78 67,09 8,323 81 8,320 81 7
8 58,81 66,11 8,322 71 8,328 69 8
9 57,83 65,14 8,321 48 8,328 15 g
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 8,31480 8,325 22 13
14 52,93 60,21 831265 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 8,31584 20
21 46,53 53,45 8,290 61 8,31383 21
22 45,65 52,50 8,286 13 831161 22
23 4477 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 28
27 41,20 47,1 8,255 16 8,295 95 27
28 40,30 46,76 8,246 77 8291 71 28
29 39,39 45,81 B,237 37 8,286 97 29
30 38,48 44,86 8,226 94 8,281 70 30
K 37,57 43,91 8,215 38 8,275 83 3
32 36,66 42,96 8,202 57 8,269 30 32
a3 35,75 42,02 8,188 36 8,262 10 33
M 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
as 31,28 37.32 8,092 74 821199 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
A | 28,69 34,57 8.01067 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 25,28 31,01 7.863 80 8,085 27 45
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TABLE A (continued)
Expectation of life Present value of R1 per annum for life
| Age Male Female Mate Female Age
46 24,58 30,14 781924 8,059 56 46
47 23,79 29,27 777109 8,031 19 47
48 23,00 28,41 7,718 43 8,000 26 48
43 2223 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 7,487 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 58
57 16,52 21,08 7.05178 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 0B 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 5,841 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 5,184 66 70
71 8,94 11,37 530775 6,036 07 71
72 8,54 10,80 6,167 44 588278 72
73 8,15 10,24 5,024 37 5,722 22 73
74 7,77 9,70 487876 5,557 43 74
75 741 9,18 4,734 30 5,388 93 75
76 7,07 8,68 4,593 54 5217 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 4693 89 79
80 582 6,89 4,024 40 4,516 47 80
81 5,55 6,50 3,890 51 434399 81
82 5,31 6,13 3,768 02 417315 82
83 5,09 5,78 3,652 76 4,004 82 a3
84 4,89 5,45 3,545 46 3,839 88 84
85 4,72 514 3,452 32 3,679 21 a5
86 4,57 4,85 3,368 64 3,523 71 86
87 4,45 4,58 3,300 66 337426 a7
88 4,36 4,33 3,249 07 3,231 75 a8
89 4,32 4,11 3,225 97 3,102 96 89
90 4,30 3,92 3,214 38 2,988 12 90
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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

i 0,892 9 26 78957 51 8,307 6 76 8,3318
2 1,690 0 27 79426 52 8,310 4 77 8,3320
3 2,401 8 28 7,984 4 53 83128 78 8,332 1
4 3,037 4 29 8,021 8 54 83150 79 83323
5 3,604 8 30 8,0552 55 8,317 0 80 8,332 4
6 4,111 4 31 B,0850 56 83187 81 83325
7 4,563 8 32 8,111 6 57 8,320 3 82 8,3326
8 4,967 6 33 8,135 4 58 8,321 7 83 8,332 6
9 5328 2 34 8,166 6 59 83229 84 B,3327
10 5,650 2 35 8,1755 60 8,324 0 85 8,332 8
11 5,937 7 36 8,192 4 81 83250 86 B8,3328
12 6,194 4 37 8,207 5 62 B8,3259 87 8,3329
13 6,423 6 38 8,221 0 63 83267 88 8,333 0
14 6,628 2 39 B8,2330 64 8,327 4 89 8,333 0
15 68109 40 82438 85 8,328 1 a0 8,333 0
16 6,974 0 41 8,253 4 66 83286 21 8,3331
17 71186 42 8,2619 67 8,329 1 92 8,333 1
18 7,2487 43 B,269 6 68 83286 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 8,2825 70 8,330 3 95 8,3332
21 7.562 0 46 8,2880 71 8,330 7 96 8,333 2
22 7.644 6 47 8,2928 72 8,3310 97 8,3332
23 7.7184 48 8,297 2 73 8,331 2 98 8,3332
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 83332
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CAPITAL GAINS TAX
FORMULAE

Eighth Schedule

B
= R —_
* @& 78
=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 Cctober 2001

B + (P - B) x (NA(T + N))]

=the expendture 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 tull years) from the date on which the
asset was acquired to the day before the valuation date Where the allowable expendrture
was [ncurred in moreg than one year of assessment prior to the valuation date, the number
of years may not exceed 20.

= the number of years dunng which the asset was held from the valuation date untl the date
the asset was disposed of A part of a year is treated as a full year

Y =the tme-apporttonment base cost

2TW < TO>»I
1]

—
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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

{¢) the tme-apportionment base cost of the asset as contemplated in paragraph 30.

{2) Where the expenditure incurred before valuation date In respect of a pre-vaiuation date asset
cannot be determined by the person who disposed of that asset or the Commusstoner, 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 valua-
tion 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 markst 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 m 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) Thus paragraph does not apply in respect of any asset contemplated tin paragraph 28 or in respect
of which paragraph 32 (3A) has been applied

{TURN OVER]



(3}

(a)

(b)

(4)
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Where a person has determined the market value of an asset on the valuation date, as con-
templated n 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-

(0 15 equal to or exceeds the proceeds from the disposal of that asset; and
(n) 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 (&) do not apply, the valuation date value of that asset must be the lower of-

() that market value; or
(n) 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 perlodic legisiative 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

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

Maximum market value of all assets aliowed within the | Definition of “small busi- R10 million

small business definition on disposal when person over | ness” in paragraph 57(1)

55 of Eighth 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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