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Please note 
 
Owing to the University's print schedule, this tutorial letter had to be submitted by a certain date so that 
you would receive it on time. Unfortunately, at the time of submission, the 2017/2018 Income Tax Act 
had not yet been promulgated, which means that this tutorial letter is based on a draft Income Tax Act 
as of 30 September 2017. This should not affect the content of this module. However, should there be 
any major changes between the draft Act and the final Act, we will communicate them to you using the 
Announcements tool on myUnisa.  
 
Moreover, because the Act has not been promulgated, the prescribed textbook could not be finalised 
and therefore some of the paragraph references in this tutorial letter may be incorrect. As soon as the 
prescribed textbook has been finalised, we will compare it with this tutorial letter and advise you of any 
changes to paragraph numbering. We apologise for any inconvenience this may cause you and wish to 
emphasise that we want to offer you the latest study material. Unfortunately, the fact that we want to have 
this tutorial letter available for you at the date of registration and the fact that the South African Parliament 
was very late in promulgating the Income Tax Act have resulted in this situation. We would like to stress 
that at an undergraduate level, this should not affect your taxation studies or the content presented to 
you negatively. 

 
  

Contents 
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ORIENTATION 
 

 

1. GENERAL 
 

We would like to welcome you to the module, THE TAXATION OF BUSINESS ACTIVITIES.  We 
hope you will find your studies constructive and of practical value.  Please read this introduction 
carefully – it could save you valuable time and help avoid unnecessary queries.  
 
 
2. PURPOSE  

 
The study of taxation forms an integral part of your accounting or business degree as taxation affects 
many aspects of daily commercial activities. 
 
The purpose of this module is to provide you with a basic knowledge of the relevant sections of the 
Income Tax Act and the Value-Added Tax Act (VAT Act) to help you determine the income tax and 
VAT principles, which relate to business entities.  This module is presented on NQF level 7. 
 
 
3. LEARNING OUTCOMES OF THIS MODULE 
 
The specific outcomes for the module are set out in each of the learning units. 
 
 
4. STRUCTURE OF THIS STUDY GUIDE 
 
This study guide is what we call a “wraparound” guide, which means that we make use of a pre-
scribed textbook to which the study guide serves as a key.  Bear in mind that the textbook is used 
by many other universities and therefore, it may contain topics that are NOT relevant to your studies.  
You need to make use of the study guide when working through the prescribed literature.  As we do 
not always deal with topics in the same order as in the prescribed book, it is important that you use 
the study guide to guide you through the syllabus. 
 
In taxation, it is difficult to divide the module into learning units that take a specific amount of time to 
master.  Therefore, we have divided the syllabus into learning units that cover specific topics. 
 
It is important to note that taxation is an integrated subject: 
 

 Firstly, taxation involves the application of Acts.  For this module, the relevant Act is the Income 
Tax Act and the VAT Act. 

 Secondly, court cases assist us in interpreting the sections and provisions of the Acts.  This 
means that you will be exposed to case law. 

 Thirdly, taxation has practical applications.  You will need to learn how to apply the theory to 
case studies or scenarios. 

 Fourthly, the South African Revenue Service (SARS) issues interpretation notes and general 
binding rulings, which govern the application of tax legislation. 

 Lastly, the way in which you answer income tax and VAT questions, whether in a numerical 
format or in a discussion, is important.  In respect of the numerical questions, it is assumed 
that you have fundamental accounting and mathematical knowledge, while communication 
skills are assumed in respect of the discussion-type questions. 
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With these parameters in mind, we offer the following suggestions on how to approach this module 
and how to combine all the tutorial letters and prescribed literature. 
 
Suggested approach to the course 
 
 We suggest that you set specific times aside for studying.  Depending on how many modules 

you are attempting to study, you will need to draw up a programme for the semester, allowing 
a certain amount of time for each subject, as well as a revision period just before the exami-
nations. 

 
 Once you know on which days you will study taxation, decide through which learning units you 

will work at each date.  Remember that you need to be flexible, as it may take longer to work 
through some learning units than through others. 
 

 We suggest that you approach each learning unit as follows: 
 

 Take the study guide and see which chapter in the prescribed textbook is dealt with in the 
learning unit that you plan to study; then read the applicable portions (as per the study guide) 
of the chapter.  By “read”, we mean just that, without taking notes.  At this stage, you merely 
need to get an idea of what is being discussed.  If possible, do this reading exercise the 
night before you are due to study the particular section. 
 

 Now take the study guide, follow the specific instructions in it and work through the learning 
unit, summarising from the textbook and working through the explanatory examples.  
Remember that you will take in more if you make notes at the same time.  You might want 
to add to the notes later as you discover what is important or you might want to make new 
notes at a later stage; we have found that it helps you be focused if you write as well as 
read.  

 
  It is important to do the explanatory examples on your own and to look at the answer only 

then, as doing it this way, will help you ascertain what you have understood.  Remember to 
take short breaks from time to time. 

 
 Once you have worked through the entire learning unit you can attempt to do the longer 

questions at the end of the chapter or at the end of the learning unit in the study guide.  
Remember to attempt answering these questions without looking at the solutions in order 
to see how much you have understood.  

 
 Once you have attempted answering the question, work through the solution in conjunction 

with your answer.  Do not worry if you made mistakes; this is an important part of the learning 
process.  Return to the relevant section of the chapter and restudy the topic to help you 
understand where you went wrong.  

 
 If you do not understand why your solution is wrong or why the solution in the prescribed 

textbook differs from yours, contact one of your lecturers.  Please see Tutorial Letter 101 
for the contact details of your lecturers. 

 
 Your study programme in Tutorial Letter 101 and under Schedule on myUnisa will guide you 

when you on when to do the assignments. 
 
 After studying the whole syllabus, you should put aside three hours and answer the exami-

nation paper in Tutorial Letter 201 (Assignment 3).  It is important that you do the assignment 
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under examination conditions to determine your weak areas.  As soon as you have determined 
which topics require more time, you can compile your review programme. 
 

5. WORDING/ICONS USED IN THIS STUDY GUIDE 
 
In the study guide, we make use of the following instructions.  You need to understand what we 
expect from you when we use them: 
 
● Study 
 When an activity requires you to study your prescribed textbook, we expect 

you to understand and be able to apply all aspects of the section that you had 
to study. 

 

 

● Read 
This will mean that you read a section of work to become aware that it exists 
and that it has influence on the topic that you are studying; however, you will 
not be examined directly on the content. 

 

 

● Activity (work through) 
 When an activity requires you to work through an example it means that you 

must attempt to answer the question without referring to the suggested 
solution.  The example is based on work that you have already studied and 
will help ensure that you understand that section of the work. 

 

 

● Feedback 
 We will give you feedback on certain activities that we expect you to attempt.  

Sometimes it will be a solution and sometimes it will tell you where to find the 
answer. 

 
 

● Lecturer’s notes 
 This is your lecturer(s) talking to you!  We will tell you how we will examine 

the module, what we expect you to know, what we will give you and what we 
expect you to be able to do.  

● Points to ponder 
 These are non-examinable reflective questions.  They are points or ques-

tions that we have added to broaden your outlook on taxation as a subject 
and to make you aware of possible issues in the study and research of tax 
issues.  If you would like to know more about researching tax issues, you are 
welcome to contact one of the tax lecturers. 

 

 

● E-tivity 
These are electronic activities, which are not compulsory; however they will 
assist you in reinforcing the topic with which you are busy. 
  

● Listen to podcast 
At this point in the study material, you will be directed to a link on myUnisa 
where you will be able to access an audio file.  You will need to listen to the 
audio file before continuing with the topic with which you are busy. 
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● Watch vodcast 
At this point in the study material, you will be directed to a link on myUnisa 
where you will be able to access a video file.  You will need to watch the video 
file before continuing with the topic with which you are busy.  

 

6. PRESCRIBED LITERATURE 
 
The following textbook has been prescribed for this module: 
 
 A Student’s Approach to Income Tax: Business Activities: 2018 (Koekemoer et al) 
 
This textbook is hereafter referred to as the prescribed textbook in the study guide.  All paragraph 
references in this study guide refer to the prescribed textbook, unless otherwise stated. 
 
For a comprehensive list of all the study material for this module, refer to Tutorial Letter 101. 
 
 
7. SUPPLEMENTARY LITERATURE AND RESOURCES 
 
You will note that we refer in Tutorial Letter 101 to additional study material.  This is not part of the 
syllabus, but it is merely mentioned for students who require additional material or want to do 
additional research on the topic. 
 
SARS has a user-friendly website, which you may wish to visit from time to time, especially after 
you have completed this module.  As you will need to keep abreast of changes in tax legislation, 
this site will be helpful.  Whenever there is a press release or an amendment to the Act, it will be 
posted on the SARS website, as is other interesting information.  You can visit the site at 
www.sars.gov.za. 
 

 

Visit the SARS website and subscribe to the SARS updates. 
 

 
 
8.  myUNISA 
 
For this module, we will use the following tools on myUnisa: 
 

 Discussion Forums 

 Course Contact 

 Additional Resources (we will upload vodcasts and podcasts here) 

 FAQs 

 Self-assessments 

 Schedule 

 Announcements 
 

Make sure that you visit myUnisa regularly and that you make use of all the tools on the site.  This 
will enhance your learning experience and make your studies more meaningful. 
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9.  CONTACT WITH LECTURERS AND OTHER STUDENTS 
 
You are welcome to contact any of your lecturers about questions relating to the content of the 
course in one of the following ways (in order of preference): 
 
Discussion Forums 
 
We prefer you to ask content-related questions on the myUnisa Discussion Forums, as in this way 
other students can help you using their own experience and all the students are able to see the 
responses that you receive. 
 
Be very careful to choose the correct discussion forum for your question. 
 
Email 
 
You can contact the lecturers via e-mail.  All e-mails must either be submitted through the myUnisa 
facility or sent directly to the following e-mail address: 

 
TAX3701-18-S1@unisa.ac.za for Semester 1 
TAX3701-18-S2@unisa.ac.za for Semester 2 

 
Do not e-mail the lecturers directly.   
 
Telephone 
 
You are welcome to phone the lecturers responsible for this module.  They can be contacted be-
tween 08:00 and 16:00 from Monday to Friday.   
  
Module cell phone number:  079 365 1124 
 
Telephone numbers for lecturers are in tutorial letter 101. 
 
 
  

mailto:TAX3701-18-S1@unisa.ac.za
mailto:TAX3701-18-S2@unisa.ac.za
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10. STUDY PROGRAMME 
 
Semester 1: Week 1 commences on the first Monday in January. Semester 2: Week 1 commences 
on the first Monday in July. 
 

Week Learning unit 
Suggested 

hours 

1 
Read Tutorial Letter 101 
Introduction to Tutorial Letter 102 
Learning unit 1:  Value-added Tax 

2 
1 
6 

2 
Learning unit 1:  Value-added Tax 
Learning unit 2:  Turnover Tax 

6 
4 

3 
Learning unit 3:  Income of a business entity 
Learning unit 4:  General deduction formula 
Assignment 1 (Tutorial Letter 101) 

3 
3 
2 

4 Learning unit 5:  Special deductions 9 

5 Learning unit 5:  Special deductions 9 

6 Learning unit 6:  Capital allowances and recoupment  9 

7 Learning unit 6:  Capital allowances and recoupment  9 

8 
Learning unit 6:  Capital allowances and recoupment 
Assignment 2 (Tutorial Letter 101) 

6 
3 

9 Learning unit 7:  CGT 9 

10 Learning unit 7:  CGT 9 

11 Learning unit 7:  CGT 9 

12 
Learning unit 8:  Taxation of companies and close 
          corporations 

9 

13 
Learning unit 9:  Employees’, provisional and 
          donations tax 

9 

14 
Learning unit 10:  Trusts 
Learning unit 11:  Partnerships 

9 

15 
Revision 
Assignment 3 (Tutorial Letter 201) 

6 
3 

 
 
11. CONCLUSION 
 
We wish you every success in your studies in taxation.  Make the most of your opportunity to learn 
about this dynamic and practical subject.  We know that if you work through the study guide and the 
selected sections of the prescribed textbook, and if you work through all the examples, you will be 
successful in this module. 
  

Tutorial 
Letter 
102 

This 
tutorial 
letter 
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LEARNING UNIT 7 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

INTRODUCTION 

LEARNING OUTCOMES 

PRESCRIBED STUDY MATERIAL FOR THIS 
LEARNING UNIT 

SECTIONS OF THE PRESCRIBED TEXTBOOK  
THAT CAN BE IGNORED 
 
CONTENT OF LEARNING UNIT 
 
7.1 Introduction and revision 
7.2 Proceeds 
7.3 Base cost 
7.4 Exclusions and limitation of losses 
7.5 Assessed capital loss carried forward 
7.6 Rollover of capital gain 
7.7 Anti-avoidance 
 

WRAP-UP 

ASSESSMENT CRITERIA 

SELF-ASSESSMENT QUESTIONS 
  

Learning unit 

7 
 
 
 
 
 
 
 
 
 
 
 
 
 

Capital 
gains tax 

(CGT) 
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INTRODUCTION 

 
Learning units 3 to 6 dealt with the income and deductions for a taxable income calculation.  The 
last item to be added to the taxable income calculation (as indicated in the tax framework below) is 
the taxable capital gain on the disposal (selling) of assets.  
 

 
The gain/profit received by or accrued to a taxpayer on the disposal of an asset is either revenue in 
nature or capital in nature.  If the profit is revenue in nature, thereby meeting the requirements of 
the gross income definition, it is taxed by including the profit in gross income.  If the disposal of an 
asset is capital in nature, then capital gains tax (CGT) must be calculated.  Once the taxable capital 
gain has been calculated, the amount will be taxed by including it in the taxpayer's taxable income 
for the relevant year of assessment.  This learning unit will deal only with disposals of a capital 
nature.   
 
Note that CGT is not a separate tax.  It forms part of the normal income tax calculation, although 
the taxable capital gain calculation may be quite extensive with its own rules and provisions (as 
contained in the Eighth Schedule of the Act).  The mechanisms of CGT will be discussed and, after 
mastering the learning unit, you should be able to calculate a taxpayer's taxable capital gain in a 
case study on CGT, as well as include the taxable capital gain in an integrated question, that is, as 
part of the full taxable income calculation. 
 
Take note that you will be assessed on this topic during the examination only (and not also in 
Assignment 2, because the assignment is due before you study this topic).  Therefore, it is of the 
utmost importance that you work through the questions at the end of this learning unit to ensure that 
you know how to approach and set out a question on CGT. 

Income

Gross income

Definition

Specific 
inclusions

Less: 
Exempt 
income

Less:

Deductions

General 
deductions

Specific 
deductions

Capital 
allowances

Gives:

Taxable income 
before capital gains

Plus:

Taxable capital gain

Gives:

Taxable income

This learning 
unit
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LEARNING OUTCOMES 

 
After completing this learning unit, you should be able to 
 
 identify whether CGT is applicable and to apply the framework to calculate the taxable capital 

gain or loss. 
 apply the principles to calculate proceeds for CGT purposes.  
 apply the principles to calculate base cost for CGT purposes.  
 apply the relevant exclusions and limitations in the calculation of the capital gain/loss.  
 apply the rollover provisions in a case study on CGT, as well as in an integrated taxable income 

calculation. 
 apply the inclusion principles to a calculation of the taxable capital gain/loss in a CGT case study 

and to an integrated taxable income calculation. 
 
 

PRESCRIBED MATERIAL FOR THIS LEARNING UNIT 

 
Study chapter 6 in the prescribed textbook. 
 
 

SECTIONS OF THE PRESCRIBED TEXTBOOK THAT CAN BE IGNORED 

 
6.5.3   Short-term disposals and acquisitions of identical financial instruments  
6.6.5  Base-cost calculation of a pre-valuation date asset  
6.8.2  TAB: Cost incurred before and after the valuation date 
6.8.3   TAB: Depreciable assets 
6.11.3  Base cost of a person who becomes a resident on or after the valuation date  
6.11.4  Base cost for a debt-substitution transaction 
6.11.5  Farming capital development cost 
6.12.1  Exclusion: Primary residence 
6.12.2  Exclusion: Personal-use assets 
6.12.4  Exclusion: Disposal of a registered micro business's assets 
6.12.5.1  Retirement benefits 
6.12.5.2 Long-term insurance 
6.12.5.3 Collective investment scheme 
6.12.5.4 Exercising an option 
6.12.5.5 Compensation for personal injury, illness or defamation 
6.12.5.6 Gambling, games and competitions 
6.12.5.9 Award for restitution in terms of the Restitution of Land Rights Act 22 of 1994 
6.12.5.11 Disposal of equity shares in foreign companies 
6.15.3  Disposal of immovable property by a share block company to a member 
6.15.4  Mineral rights conversions and renewals 
6.15.5  Disposals by recreational clubs 
6.18  Summary  
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CONTENT OF LEARNING UNIT 

 

7.1 INTRODUCTION AND REVISION 
Textbook sections: 6.1, 6.2, 6.3, 6.4, 

6.14, 6.16 and 6.19 

 
CGT is levied on the net capital gains made on the disposal of certain assets.  You have already 
learned most of the principles pertaining to CGT in TAX2601.  Sections 7.1 and 7.2 of this learning 
unit will revise what you already should know – but take note that it is important to learn these 
principles again thoroughly, as you will need to apply them in the CGT calculations. 
 

 

 
Study sections 6.1 and 6.2 in the prescribed textbook.  
 

 

 

In the prescribed textbook, the calculation of capital gains is explained in a series 
of steps, which you should find very useful in learning how to do capital gains tax 
calculations.  However, ultimately and also for examination purposes, you need to 
be able to calculate capital gains tax without following these steps in a parrot 
fashion. You must understand the logic behind the calculations and be able to 
calculate capital gains tax without referring to the steps. 

 

 

If you are interested, you can also look at the comprehensive guide to capital gains 
tax on the SARS website.  This is not compulsory and you will not be tested on this 
information, but it could be interesting and useful to know where to find this 
information on the SARS website in future. Visit the website at: 
http://www.sars.gov.za/TaxTypes/CGT/Pages/default.aspx  
 

Before calculating CGT, you must first consider whether CGT is applicable.  In this regard, you need 
to know what constitutes an asset and a disposal. 

 

 

 
Study section 6.3 in the prescribed textbook. 
 

 

 

You must be able to determine if a transaction in a question is a disposal or a 
deemed disposal and whether it is not perhaps one of the events that specifically 
constitutes a non-disposal, meaning that no CGT should be calculated.  You should 
also be able to determine if the capital gain must be calculated for the current year 
of assessment, the previous year of assessment, or the following year of assess-
ment. 

 
When calculating the taxable capital gain of a company for a specific year of assessment, several 
aspects need to be taken into account.  These aspects are discussed in sections 7.2 to 7.6 in this 
study guide.  The process to be followed when doing a CGT calculation is briefly outlined below. 
 
  

http://www.sars.gov.za/TaxTypes/CGT/Pages/default.aspx
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For CGT purposes, each asset is dealt with separately (that is, on its own) and therefore, the fol-
lowing calculation must be done separately for each asset: 
              R 
Proceeds (that is, the selling price adjusted for CGT purposes)  
(section 7.2 of this learning unit) XX   
Less:  Base cost (that is, the cost price adjusted for CGT purposes)  
 (section 7.3 of this learning unit) (XX) 
Capital gain/(loss)  XX   
 
After the gain/loss has been determined for each asset individually, you need to determine whether 

 any total or partial exclusions can be applied (section 7.4 of this learning unit) 

 any part of the capital loss (if applicable) is limited (section 7.4 of this learning unit) 

 any rollover relief exists (section 7.5 of this learning unit) 

 any anti-avoidance rules apply (section 7.6 of this learning unit) 
 

Thereafter, you will add all the capital gains and/or losses, take the capital loss of the previous year 
(section 6.14 of the prescribed textbook) into account and apply the inclusion rate (section 6.16 of 
the prescribed textbook). 
 
Below is a framework to guide you when calculating the taxable capital gain. 
 
Capital gain/loss on an individual asset   
     R  R 
Proceeds  XXX  
Less: Base cost  (XXX) 
Gives: Gain/(loss) XXX  
Less: Specific exclusions          (XXX) 
Capital gain/(loss) on one asset XXX  
 
Taxable capital gains/losses on all disposed assets 
 
Sum of all capital gains for the year of assessment  XXX  
Sum of all capital losses for the year of assessment     (XXX) 
Aggregate capital gain/(loss)  XXX  
Less: Assessed capital loss brought forward from the previous year  (XXX) 
Net capital gain/(loss) - carried forward to the next year))  XXX  
Multiply: Inclusion rate  80%  
Taxable capital gain (to be added to normal income tax)  XXX  
 

 

Study section 6.4 of the prescribed textbook.  This paragraph is an extract from 
the Act.  Read it carefully to understand the rules provided.  Because you will learn 
about the rules regarding the disposal of an asset in a previous year of assessment 
(that is, where the capital gain is spread over more than 1 year) for the first time, 
we have simplified it for you below.  

 
When an asset is disposed of in a previous year of assessment, the capital gain or loss will have 
been determined and taken into account in that year of assessment.  However, if an event (such as 
the receipt or accrual of further proceeds not previously accounted for or the recovery or recoupment 
of part of the base cost not previously accounted for) occurs in a subsequent year, it will give rise to 
a capital gain in that subsequent year as well.  The recovery or recoupment may take place in the 
form of a cash refund, repossession of the asset, or cancellation or reduction of all or part of the 
debt incurred in acquiring the asset, whether by prescription or otherwise. 
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Receipt or accrual of further proceeds not previously accounted for: The capital gain or loss is 
determined by taking into account the further proceeds (that is, adding the subsequent proceeds to 
the original proceeds amount), and the previous capital gain or loss is reversed as a capital loss or 
gain, respectively.  
 
Recovery or recoupment of part of the base cost not previously accounted for: The capital gain or 
loss is determined from scratch, taking into account the recovery or recoupment of the base cost. 
At the same time, the previous capital gain or loss is reversed as a capital loss or gain, respectively. 
 

 

 
Work through question 6.3 of section 6.19 in the prescribed textbook. 
 

 

 
Study sections 6.14 and 6.16 of the textbook. 
 

 
Note: A net capital loss is NOT included in taxable income, but is carried forward to the following 
years of assessment until the taxpayer has an aggregate capital gain.  This carried-over assessed 
capital loss is then used to decrease the aggregate capital gain. 
 
 

7.2 PROCEEDS 
Textbook sections: 6.5.1, 6.5.2, 6.5.4 and 

6.5.5 

 
Once an asset is disposed of, the amount that the seller of the asset receives or which accrues to 
the seller constitutes the proceeds from the disposal. 
 

 

 
  Read sections 6.5.2 and 6.5.5 of the prescribed textbook.  
 

 

 
  Study sections 6.5.1 and 6.5.4 of the prescribed textbook and work through 
example 6.2. 

 

Did you notice that, in certain circumstances, for example, when donations are 
made and transactions are concluded between connected persons, the actual sel-
ling price is disregarded and the market value is deemed the selling price? 
 
Proceeds for CGT purposes are also not always equal to the actual selling price 
received by or accrued to the taxpayer.  The actual proceeds must be adjusted for 
any recoupment and repayment/reduction in proceeds actually received. 
 
Therefore it means the following:  
 
Adjusted proceeds (for CGT purposes) = Selling price – Recoupment 
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You must be able to calculate the recoupment in respect of the disposal of the applicable asset.  
The calculation of the recoupment was discussed in learning unit 6.  Remember, the recoupment is 
limited to the allowances previously claimed.  You will also have to calculate these allowances 
claimed (in the current year and in previous years) in respect of the asset. 
 
The steps provided in learning on capital gains tax of TAX2601 for calculating adjusted proceeds 
are set out again below.  You need to memorise this process to be able to calculate the proceeds 
for CGT purposes.  
 
The first step is to calculate the tax value at the date of disposal: 
 

Cost of asset       Rxxx 
Less: All allowances claimed   (R xx) 
Tax value        R xx 

 
The second step is to calculate the recoupment: 
 
 Selling price      Rxxx 
 Less: Tax value (as calculated above) (R xx) 
 Possible recoupment     R xx 
 
 However, this amount is limited to all the allowances previously claimed.  
 
The last step is to calculate the adjusted proceeds: 
 
 Selling price      Rxxx 
 Less: Recoupment    (R xx) 
 Adjusted proceeds     R xx 
 
This adjusted proceeds amount is used in all further CGT calculations.  You will see later that when 
you consider whether to use paragraph 26 or 27 in respect of assets acquired before 1 October 
2001, you will have to compare the proceeds (as adjusted, that is, as calculated above) to the total 
costs.  You will thus not use the selling price as given in a question, but the adjusted proceeds as 
calculated.  You will also use the adjusted proceeds amount in the calculation of the 20%-rule 
(explained later) and not the selling price. 
 
 

7.3 BASE COST Textbook sections: 6.6.1, 6.6.2 and 6.6.4 

 
You will remember from TAX2601 that the base cost of an asset is generally the expenditure actually 
incurred in acquiring the asset together with expenditure directly related to its improvement, as well 
as direct costs associated with its acquisition and disposal and certain costs pertaining to the holding 
of the asset.  The base cost does not include any amounts allowed as a deduction against ordinary 
income, such as a capital allowance and a scrapping allowance.  It is important to know which costs 
to include in or exclude from the base cost.  
 

 

 
Study sections 6.6.1, 6.6.2 and 6.6.4 in the prescribed textbook.  Make a summary 
for yourself of the costs that may be part of the base cost and those that may not. 
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The 7th bullet of section 6.6.1 and the first part of section 6.6.2 may appear to con-
tradict each other.  The principle to keep in mind is that costs incurred for an asset 
that is used wholly or exclusively for business purposes (for example, repair costs) 
will probably be deductible for income tax purposes and will then not be allowed to 
form part of the base cost.  An expense like borrowing costs in respect of disposed 
vacant land (that is, pre-production interest) will not be deductible for income tax 
purposes (as the land was sold before trade commenced); therefore it will be added 
to the base cost. 

 
The following sections will deal with the base cost formula, but it is important to remember to apply 
the above principles to the costs that are given in the question.  It means that you must first deter-
mine which costs can be taken into account, and whether these costs need to be reduced by any 
amounts (for example, capital allowances).  These calculated (adjusted) costs are then used in all 
further CGT calculations. 
 
The base cost of an asset is calculated differently for assets purchased before 1 October 2001 (pre-
valuation date assets) and on/after 1 October 2001.  When you have to calculate the base cost, the 
first thing that you need to ask yourself is, “When was the asset purchased/ acquired?” 
 

7.3.1  Assets acquired on or after 1 October 2001  No prescribed text 

 
The base cost formula for assets acquired on or after 1 October 2001 is as follows: 
            R 

Cost of asset (all allowable costs)   XXX 
Less: All allowances claimed previously (XXX) 
Base cost       XXX 

 
To determine the cost of the asset, you have to apply the principles discussed in section 7.3 above.  
All costs relating to this asset, which may form part of the base cost (for example, acquisition cost, 
moving costs, valuation costs, sales commission, etc.), must therefore be added together.  Remem-
ber that any costs related to improvements of or additions to the asset must also be included. 
 

You have already encountered the above principles (proceeds and base cost of as-
sets acquired after 1 October 2001) in TAX2601.  To test whether you have maste-
red these principles, answer the following question:  
 
QUESTION 7.1 
 
Betty B (Pty) Ltd (Betty B) manufactures lipsticks at its factories, and the company's 
year of assessment ends on 31 December 2017. 
 
Betty B purchased a portable generator from a South African company for R95 000 
on 31 May 2017 and brought it into use on the same day. Binding general ruling No. 
7 (BGR7) accepts a five-year write-off period for portable generators. Betty B sold 
the generator on 30 November 2017 for R200 000, as the company decided to pur-
chase a more powerful generator in the next year. 
 
Betty B has an assessed capital loss from the prior year of assessment of R45 000. 
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REQUIRED  
 
Calculate the taxable capital gain/loss for the 2017 year of assessment. 
 

Marks 
 

12 

 
You will find the solution at the back of this study guide.  Make sure that you first 
answer the question before looking at the solution.  

 

7.3.2 Assets acquired before 1 October 2001 
Textbook sections: 6.6.3, 6.7, 6.8.1, 6.9, 

6.10 and 6.19 

 
The base cost formula for assets acquired before 1 October 2001 is completely different from the 
one explained above: 
             R 

Valuation date value       XXX 
Plus: Allowable costs incurred on or after 1 October 2001  XXX 
Base cost         XXX 

 
The valuation date value is the value of the asset on 1 October 2001.  The valuation date value is 
determined in terms of paragraph 26 and paragraph 27 of the Eighth Schedule of the Act.  Paragraph 
26 is applicable when the adjusted proceeds are more than the adjusted cost of an asset (in other 
words, a profit), and paragraph 27 is applicable when the adjusted proceeds are less than the 
adjusted cost of an asset (in other words, a loss).  These paragraphs contain provisions that serve 
as anti-avoidance measures because a taxpayer can manipulate the market value of the asset to 
ensure that a capital loss is realised on the disposal of the asset.  You already learned about 
paragraph 26 in TAX2601.  In this module, we will look again at the rules pertaining to paragraph 26 
and deal with paragraph 27 as well. 
 

 

 
Read section 6.7 and the first paragraph of section 6.8.1 of the prescribed textbook.  
 

 

 
Study sections 6.6.3, 6.9 and 6.10 of the prescribed textbook and do example 
6.8. 

 

 20%-rule: You need to calculate this value as follows: 20% x (adjusted proceeds 
less allowable costs (as calculated) incurred on or after 1 October 2001).  Re-
member that you have to use the adjusted proceeds and the adjusted cost (that 
is, after adjusting for recoupment and capital allowances). 

 

 Time-apportionment base cost (TAB cost): For this module, you will not have to 
calculate the time-apportionment base cost.  This value will be supplied in a ques-
tion and you just need to know where to use it. 

 

 

 
You can use the following summary to calculate the base cost of an asset purchased 
before 1 October 2001. 
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 Divide costs between the time before and the time after 1 October 2001. 

 

 Remember to deduct capital allowances (if applicable). 
 

 All the capital allowances relating to a specific asset must be deducted from costs incur-
red before 1 October 2001 – even the portion of the allowance that pertains to the period 
after 1 October 2001.  (Therefore, when a company with a March year-end purchased an 
asset on 1 January 1999 and sold it on 1 February 2018, all capital allowances for the 
1999 – 2017 years of assessment must be deducted from the pre-2001 costs, to 
determine the calculated pre-2001 costs.  The capital allowances claimed after 1 October 
2001 will not be regarded as post-2001 costs, as it relates to the pre-2001 asset.) 

 

 Determine whether paragraph 26 or 27 of the Eighth Schedule applies. 

 

 Paragraph 26: If proceeds (adjusted) > total expenditure as calculated in . 

 Paragraph 27: If proceeds (adjusted) < total expenditure as calculated in . 

 

 Determine the necessary values for 

 

 the market value (will be given in the question); 

 the time apportionment base cost (TAB cost) (will be given in the question); and 

 the 20%-rule, that is, 20% x (adjusted proceeds – costs incurred on or after  
1 October 2001) (you will have to calculate this value). 

 

 Choose the valuation date value (VDV) (par 26 or 27). 

 

 These two paragraphs will help you select the VDV of the asset. Study the summary of 
paragraphs 26 and 27 provided below. Neither the extract from the Act nor the summary 
on the next page will be provided in the examination.  

 

 Calculate the base cost. 

 

 Base cost = VDV + Cost incurred on or after 1 October 2001. 
 

 Do not forget to add the costs incurred after 1 October 2001 to the VDV you have se-
lected.  You must know which costs are allowed to be included in the base cost. 
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If you want to learn the rules of paragraphs 26 and 27 (instead of using the extract from the Act), 
the following summary might help you: 
 
Summary of paragraph 26  
[If proceeds (adjusted) > total cost (as calculated)] 

 
1. The VDV is the highest of 
 (a) market value; or 
 (b) the 20% rule, that is, 20% x (adjusted proceeds – costs incurred on or after  
  1 October 2001); or 
 (c) TAB cost 
 
 (If the costs before 1 October 2001 are not known [and therefore, the TAB cost cannot be 

determined], then the VDV is the higher of the market value and the 20% rule.) 
 

2.  If the market value is adopted as the VDV above,  
  - where proceeds (adjusted) > market value,  
 then the VDV = market value; or 
 - where proceeds (adjusted) ≤ market value,  
 then the VDV = proceeds (adjusted) – costs after 1 October 2001 

 
Summary of paragraph 27  
[If proceeds (adjusted) ≤ total cost (as calculated)] 

 
1. If the market value was not determined,  
 then the VDV = TAB cost. 

 
2. If the market value is given, then compare:   
 - cost before 1/10/2001 ≥ proceeds; AND 
 - cost before 1/10/2001 > market value. 

 
 (a) If “yes” to both above,  
  then the VDV = the higher of 
  market value; or 
  proceeds – costs after 1 October 2001. 

 
 (b) If “no” to any of the above,  
  then the VDV = the lower of 
  market value; or 
  TAB cost. 

 

 
The application of paragraph 26 was dealt with in TAX2601.  You can refer to that study guide for 
revision questions, but you can also test whether you have mastered these principles by answering 
question 7.3 in this learning unit, before looking at the solution (found at the back of this study guide).  
Calculate the taxable capital gain for the first year of assessment only and do not calculate the 
rollover in the second year of assessment – this will be dealt with in section 7.5 of this learning unit.  
 
The following question is a good example of how to apply paragraph 27:  
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QUESTION 7.2 
 
Zola Ltd, a registered VAT vendor, acquired a factory building at a cost of R5 000 000 
on 1 May 2001.  The building was used directly in a process of manufacture, and its 
tax value when it was sold on 1 March 2018 was R750 000.  The building was disposed 
of for R4 900 000.  Valuation costs of R10 000 were paid to a sworn appraiser who 
determined the market value of the building at R700 000 on 1 October 2001.  Zola Ltd's 
year of assessment ends on 31 March 2018. All amounts exclude VAT.  The time-
apportionment base cost of the building was R1 785 000. 
 
REQUIRED             
 
Calculate the base cost of the building for capital gains tax purposes.  Assume that 
the adjusted proceeds for capital gains tax purposes are R750 000. 
 

 
 
 
 
 
 
 

Marks    
 

10       

 
You will find the solution at the back of this study guide.   

 
 

 

Did you notice that the adjusted proceeds were given and that you did not need to 
calculate it in this question (when the proceeds are used in the VDV calculation)?  The 
tax value of the building was also provided, which is the cost price less all capital 
allowances.  Therefore, you did not need to calculate the capital allowances in respect 
of the factory building in this question.  Remember to read your question very carefully, 
so that you do not waste time on calculations not required. 

 

 

To test whether you understand the principles explained above, do question 6.2 in 
section 6.19 of the prescribed textbook.  Make sure that you answer the question 
thoroughly before looking at the solution.  Take note that you will not be required to 
calculate the TAB cost (as indicated in note 10 of the solution).  Assume that the TAB 
cost is given in the question. 

 

 

Visit the Discussion Forum on myUnisa for learning unit 7 and discuss any concepts 
that you do not understand – or if you do understand everything, then answer those 
students who have posted questions.  

 

7.3.3   Base cost: Special provisions Textbook section: 6.11.1, 6.11.2 and 6.11.7 

 
When determining the base cost of an asset, some practical difficulties need to be considered.  The 
aim of these sections is to give guidance on how to apply the base cost rules for the identified 
problem areas. 
 

 

 
Study sections 6.11.1, 6.11.2 and 6.11.7 of the prescribed textbook. 
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7.4 EXCLUSIONS AND LIMITATION OF 
 LOSSES  

Textbook sections: 6.12.3, 6.12.5.7, 
6.12.5.8, 6.12.5.10, 6.12.5.12 and 6.13 

 
In certain situations, the gain that is made on the disposal of specific assets, or on the disposal by 
and to specific entities, will not be taxable.  These rules are referred to as exclusions. 
 

 

 
Study sections 6.12.3, 6.12.5.7, 6.12.5.8, 6.12.5.10 and 6.12.5.12 of the prescribed 
textbook.  

 
Limitation-of-loss rules apply to specific situations in which you will not be able to claim a loss in 
your capital gains tax calculation, although you have calculated that you have suffered a loss. 

 

 

 
Study section 6.13 of the prescribed textbook.  

 
 

7.5 ASSESSED CAPITAL LOSS CARRIED 
FORWARD 

Textbook section: 6.14 

 
Familiarise yourself with the rules pertaining to the assessed capital loss amount that can be carried 
forward to the next year of assessment.  

 

 

 
Study section 6.14 of the prescribed textbook. 

 

7.6 ROLLOVER OF CAPITAL GAIN  Textbook sections: 6.15.1,  6.15.2 and 6.19 

 
When an asset is disposed of involuntarily (paragraph 65), or when it is being replaced (paragraph 
66), a rollover relief is given to the taxpayer.  This means that the capital gain is not taxed when the 
asset is disposed of, but that it is rolled over (postponed) until a future date.  The taxpayer must 
elect that paragraph 65 or 66 of the Eighth Schedule must apply before the rollover can be utilised. 
 

 

 
Study sections 6.15.1 and 6.15.2 of the textbook.  

 

 

If all the requirements as set out in sections 6.15.1 and 6.15.2 are met, capital gains 
will only be taxed as follows: 
 

 Capital gain on the involuntary disposal of an asset that is then replaced by a 
non-depreciable asset: The capital gain is taxed when the replacement asset 
is disposed of. 

 Capital gain on the voluntary/involuntary disposal of an asset that is then 
replaced by a depreciable asset:  The capital gain is recognised in the same 
ratio in which the capital allowance is granted in respect of the replacement 
asset, and it is therefore taxed in future tax years.  This means that the pro-
portionate capital gain will be taxable from the year that the replacement asset 
has been brought into use and a capital allowance can be claimed on it. 
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To illustrate the principles explained above, answer the following question:  
 
QUESTION 7.3 
 
Player (Pty) Ltd manufactures golf balls. Its year of assessment ends on 28 February. 
Player (Pty) Ltd's factory building was destroyed in a fire on 15 January 2017. The 
factory building was insured against losses from fire, and the insurer made an indem-
nity payment of R2 200 000 (excluding VAT) to Player (Pty) Ltd on 15 February 2017. 
 
The building was originally erected by Player (Pty) Ltd during March 2001, at a cost of 
R1 500 000, and it was taken into use immediately. The total amount of tax allowances 
claimed in respect of this building for the 2002 to 2016 years of assessment is  
R1 125 000. The market value of the building was R850 000 on 1 October 2001, and 
the TAB cost was R980 000. 
 
During June 2017, Player (Pty) Ltd contracted a builder to erect a new factory building 
on the existing site. The cost of the newly completed building was R2 000 000, and the 
building was brought into use on 1 December 2017 in a manufacturing process.  
 
REQUIRED  
 
Calculate the taxable capital gain/loss for the 2017 and 2018 years of assessment. 
 
In terms of paragraph 65 of the Eighth Schedule, the company elects to defer any 
capital gains in respect of the destroyed factory. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Marks 
 

17 

 
You will find the solution at the back of this study guide.   

 
 

 

Did you see that the portion of the capital gain to be taxed in 2018 (when the replace-
ment asset was brought into use) is the same percentage ratio as the capital 
allowance claimable in respect of the replacement asset (5%)?  Therefore, you will 
first calculate the capital gain of the “old” asset (which is destroyed or sold) and then 
multiply this capital gain by the capital allowance percentage that can be claimed in 
respect of the replacement (“new”) asset. 
 
Note that the replacement asset can be brought into use in the same year during 
which the “old” asset has been destroyed or sold (in the example above, it would 
then be in 2017).  You will follow the same process as above, but will then include 
the taxable portion of the capital gain in the current year (2017). 

 

 

To test whether you understand the principles explained above, work through ques-
tion 6.1 of section 6.19 of the prescribed textbook.  Make sure that you answer the 
question before looking at the solution. 

 

 

In question 6.1 of the textbook, the capital allowance in respect of the replacement 
asset was claimed at 40% (new plant and machinery).  Note that if this company was 
a small business corporation, then the capital allowance in respect of the replace-
ment asset will then be 100% (refer to learning unit 6).  This means that there is still 
a rollover of the capital gain, but that the full portion of the capital gain is included 
when the replacement asset is brought into use, which can be in the same year as 
the disposal.  In a case like this, there is effectively no relief for this taxpayer. 
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7.7 ANTI-AVOIDANCE Textbook section: 6.17 

 
Value shifting involves the effective transfer of value from one entity to another without constituting 
an ordinary disposal for CGT purposes.  Without specific anti-avoidance rules, entities could mani-
pulate the value of assets in order to obtain a CGT benefit.  When a value-shifting agreement exists 
between connected persons, the base cost is determined using the formula explained in section 
6.17.1 of the prescribed textbook. 
 

 

 
Read section 6.17 in the prescribed textbook.  

 

 
Attempt the self-assessment test, Capital gains tax, on myUnisa. 

 
 

WRAP-UP 

 
CGT is tax paid on the gains that are made when a person sells a capital asset. The gain is calcu-
lated as the adjusted proceeds less the adjusted base cost. 
 
The first step is to calculate the adjusted proceeds. The formulas to calculate this amount always 
stay the same, irrespective of whether the asset was purchased before or after 1 October 2001.  
 
The second step is to calculate the adjusted base cost. The formula for this component depends on 
whether the asset was purchased before or after 1 October 2001. For assets purchased before 
1 October 2001, you will start by dividing all the allowable costs into categories of “before 1 October 
2001” and “after 1 October 2001”, and will then use this together with the other information provided 
in the question to determine the valuation date value (rules of paragraph 26 and 27) and the base 
cost. You also need to determine whether part or all of the capital gain will be rolled over to a follow-
ing year of assessment. 
 
Apply these steps to every capital asset that has been sold during the year and then add these 
capital gains/losses together to calculate the aggregate capital gain/loss. Follow the CGT framework 
to calculate the taxable capital gain or loss. Remember, you are expected to know all the formulas 
and the framework for examination purposes. 
 
The CGT calculations can be asked in a separate CGT question or as part of the taxable income 
calculation (where you first need to calculate the taxable capital gain separately and then include it 
as income on the last line before adding up the taxable income). 
 
 

ASSESSMENT CRITERIA 

 
We could assess this learning unit in the examination by asking you to do the following: 
 

 Calculate the adjusted proceeds of an asset. 
 Calculate the base cost of an asset that was purchased after 1 October 2001. 
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 Calculate the base cost of an asset that was purchased before 1 October 2001. 
 Calculate the capital gain or loss on one asset/more assets. 
 Calculate the taxable capital gain/capital loss for the year of assessment. 
 Indicate which assets or gains are not subject to CGT. 

 
You will always be supplied with the following information in a question for this module on CGT: 
 

 Time apportioned base cost, if applicable 
 Market value, if applicable 

 

 

Literature consulted 
 
1. Income Tax Act No. 58 of 1962 

 
2. www.sars.gov.za  
 
3. A Student's Approach to Income Tax (Business Income) (2017) 
  

http://www.sars.gov.zaa/
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SELF-ASSESSMENT QUESTIONS 

 
The following questions are examples of the type of questions you can expect in the examination. 
When you attempt answering these questions without looking at the solutions (provided at the back 
of this study guide) and mark your answer yourself, you will get an indication of whether you have 
mastered this topic or whether you will need to revise some sections of the learning unit.  
 
QUESTION 7.4  (13 marks,  23 minutes) 
 
Wooden Frames (Pty) Ltd purchased a small manufacturing building for R80 000 on 
1 October 2000. The building was sold for R90 000 on 1 March 2018 to an unconnected person in 
an arm's length transaction, and agent's commission of R15 000 was paid. No valuation of the 
building was undertaken on 1 October 2001. Assume that the time-apportionment base cost of the 
building is R51 000.  Wooden Frames (Pty) Ltd has an assessed capital loss brought forward 
from the previous year of assessment of R2 000 and its current year of assessment ends on 
31 March 2018. 
 

REQUIRED Marks 

 
Calculate the net capital gain/loss for the 2018 year of assessment for Wooden  
Frames (Pty) Ltd on the disposal of the above asset. 

 
15 

 
 
QUESTION 7.5  (21 marks,  38 minutes)  
 
(Parts A and B relate to each other.) 
 
PART A 
 
Manuals Ltd purchased a manufacturing building for R2 500 000 on 1 January 2001. The company 
was allowed to claim the section 13 allowance (assume 5%) in respect of buildings used in a 
manufacturing process. The market value of the building was R3 000 000 on 1 October 2001. Owing 
to constructional defects in the design, management decided to sell the building. On 1 April 2017, 
the building was disposed of for R300 000. The time-apportionment base cost is R1 250 000. 
 
On 15 December 2013, Manuals Ltd purchased 1 000 shares in Budget (Pty) Ltd at R400 per share. 
These shares were sold for R500 per share on 1 June 2017. Manuals Ltd is not a share dealer as 
defined. 
 
All transactions took place with unconnected persons. The year end of the company is on 
30 June 2017. All amounts exclude VAT. 
 

REQUIRED Marks 

 

(i) Calculate the proceeds and base cost of both the sale of the asset and the 
shares for capital gains tax purposes for the year of assessment ending 
30 June 2017.  

 
(ii) Calculate the taxable capital gain or loss to be included in Manuals Ltd’s taxable  
 income for the year of assessment ended on 30 June 2017. 

 
 
 

14 
 
 

4 
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QUESTION 7.5  (continued) 
 
PART B 
 
In the 2018 year of assessment, Manuals Ltd made a R1 500 000 capital profit on the sale of an 
administrative building.  There were no other capital gains or losses for the year of assessment. 
 

REQUIRED Marks 

 
Calculate the taxable capital gain or loss for the year of assessment ended on  
30 June 2018. 

 
3 

 
 
QUESTION 7.6 (10 marks, 18 minutes) 
 
Jump (Pty) Ltd is a South African manufacturing company and a registered vendor for value-added 
tax (VAT) purposes. The company is not a small business corporation as defined in the Income 
Tax Act. Jump (Pty) Ltd has a taxable income of R350 000 for the 2018 year of assessment. The 
company’s year of assessment ends on 28 February 2018. During the 2018 year of assessment, 
the following capital assets were sold and acquired and they have not been dealt with yet for tax 
purposes: 
 

 Machine A (initially purchased as a new machine): A capital gain of R150 000 was realised on 
the disposal thereof on 30 June 2017. A recoupment of R25 000 was also realised for income 
tax purposes. Company management decided to replace machine A with a more technologically 
advanced machine. Machine Z (a new manufacturing machine) was purchased at a total cost of 
R525 000 (excluding VAT) on 31 July 2017 and was brought into use on 1 September 2017. 
Installation cost of R18 500 (excluding VAT) was incurred during August 2017 for machine Z.  
 

 Machine B (initially purchased as a used machine from an independent supplier): A capital loss 
of R20 000 was realised on disposal thereof on 31 October 2017. Due to a change in the 
manufacturing operations of Jump (Pty) Ltd, management decided not to replace machine B. 

 

 A scrapping allowance of R9 500 originated from the disposal of machine P.  
 

 Jump (Pty) Ltd has an assessed capital loss of R27 000 carried forward from the 2017 year of 
assessment. 

 

REQUIRED Marks 

 
Calculate the final income tax liability of Jump (Pty) Ltd for the year of assessment 
ending 28 February 2018. Jump (Pty) Ltd has elected to apply paragraph 66 of the 
Eighth Schedule to the reinvestment in replacement assets. Jump (Pty) Ltd would 
elect any tax-deductible allowance to reduce its final income tax liability. 

 
 
 

10 
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QUESTION 7.7  (40 marks,  72 minutes) 
 

 

This is an integrated question, in which the taxable capital gain needs to be calcula-
ted in a taxable income calculation. The taxable capital gain for this question was 
asked separately in question 7.1 of this learning unit. In this question, the taxable 
capital gain must be added to the taxable income calculation on the last line. If you 
get a question like this, you must calculate the capital gains tax within the main 
answer (as part of the calculations) and then include the taxable capital gain amount 
in the final column of the taxable income calculation. Remember that the taxable 
capital gain is always included on the last line of the taxable income calculation. 

 
You are a trainee accountant and a member of the audit team currently performing the audit of  
Betty B (Pty) Ltd (Betty B). Betty B manufactures lipsticks at its factories. One of the factories is 
located in the south of Johannesburg, and it manufactures and distributes lipsticks locally. The other 
factory is situated in East London, and it manufactures and distributes lipsticks to overseas markets. 
Betty B is a registered VAT vendor. 
 
The financial accountant at Betty B has almost completed the calculation of the taxable income for 
the year of assessment ended 31 December 2017. She is unsure of how to treat some of the 
transactions that occurred during the year for taxation purposes and she has asked you to complete 
the taxable income calculation, taking these transactions into account. 
 
The taxable income she arrived at was R2 356 000. Assume the calculation of this figure is correct 
(in terms of the provisions of the Income Tax Act). 
 
The following are the transactions about which she is unsure. (All amounts exclude VAT, unless 
stated otherwise.) 
 
1. Dividends 
 

Betty B received the following dividends during the year of assessment: 
 

  R200 000 from a South African subsidiary company of Betty B 

  R45 000 from a Nigerian company 
 

Betty B also paid out a dividend of R780 000 to its shareholders on 31 December 2017. 
 
2. Insurance premiums 
 

Insurance premiums of R245 000 were paid in full for the 12-month period from  
1 August 2017 to 31 July 2018. 
 

3. Fixed assets 
 
3.1 Machine Forex was purchased new from a supplier in Germany for 100 000 euros on 

1 October 2017 (the transaction date). Freight and insurance costs of R23 000 were paid. The 
machine was delivered on 31 October 2017 and was brought into use on 22 December 2017. 
The purchase price was settled on 31 January 2018. Machine Forex is used to manufacture 
lipstick holders. 
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QUESTION 7.7 (continued) 
 

The spot rates were as follows: 
 
1 October 2017  1 euro = R9,20 
31 October 2017  1 euro = R9,80 
22 December 2017  1 euro = R10 
31 December 2017  1 euro = R10,50 
31 January 2018  1 euro = R11,10 

 
3.2 Betty B purchased a portable generator from its South African subsidiary company for 

R150 000 on 31 May 2017 and brought it into use on the same day. (The cost of the generator 
for the subsidiary was R80 000 and the current market value is R95 000.) Binding general 
ruling No. 7 accepts a five-year write-off period for portable generators. Betty B sold the 
generator for R200 000 on 30 November 2017, as it decided to purchase a more powerful 
generator the next year. 

 
3.3 Machine Hotex2 is a second-hand wax-melting machine that was purchased and was brought 

into use on 30 October 2017. The purchase price was R1 million. It cost Betty B another 
R50 000 to install the machine in the factory. Machine Hotex2 was purchased to replace 
Machine Hotex1 that had been destroyed in a fire earlier in the year. Machine Hotex1 was 
purchased new for R850 000 in January 2015. It had a tax value of R340 000 at the beginning 
of the current year of assessment. Betty B received an insurance payout of R285 000 
(including VAT) from the insurance company for the destroyed Machine Hotex1. Betty B 
elected to apply paragraph 65 of the Eighth Schedule.  

 
4. Trademark 
 
 On 30 June 2017, one of the lipstick trademarks that Betty B had registered in 2014 was 

renewed for a further three years at a cost of R75 000. 
 
5. Design 
 
 On 31 May 2017, Betty B purchased a specific design to be used for their lipstick winter range 

from Levron Cosmetics for R120 000.  
 
6. Research and development 
 

A dedicated team employed by Betty B was used in a highly scientific research and 
development project. The aim of the project was to develop a lipstick range that would colour 
lips for up to 16 hours without having to reapply lipstick. Salaries amounting to R451 440 were 
paid to the team in the year of assessment. On 1 January 2017, the team purchased a machine 
used in the research and development of the range for an amount of R108 000. The Minister 
of Science and Technology approved the research and development project and the company 
itself funded the project. 

 
7. Advertising 
 

An extensive advertising campaign was launched to promote Betty B's summer lipstick range. 
The campaign included a billboard positioned near a shopping centre in Johannesburg and a 
series of television advertisements during the seven o' clock news bulletin. The campaign ran 
for a period of three months, from 1 July 2017 to 30 September 2017. The total cost of the 
campaign was R450 000. Assume no enduring benefit was created.  
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QUESTION 7.7 (continued) 
 
8. Disposal of the East London factory 
 

Betty B decided to move all operations to Johannesburg and therefore disposed of its East 
London factory. On 31 January 2018, the factory was disposed of for R2 750 000. The value-
tion date value of the factory is R2 million. 
 
Betty B purchased the factory for R750 000 on 1 January 2001. In May 2008, the factory was 
expanded. The expansion costs amounted to R250 000. The expansion was completed and 
was brought into use on 1 November 2008.  
 
The tax value of the factory at the date of disposal is calculated as follows: 
 

 Original factory 
R 

Expansion 
R 

Total 
R 

Cost 750 000 250 000 1 000 000 

Allowances (section 13) (675 000) (137 500)  (812 500) 

Tax value at date of disposal 75 000 112 500  187 500 

 
The current year allowances for the factory have already been taken into account in the taxable 
income of R2 356 000. 
 

9. Assessed capital loss in the previous year of assessment 
 
 The accountant does not know what to do with the assessed capital loss that Betty B has 

suffered on the disposal of various capital assets in the previous year of assessment. The loss 
amounted to R45 000. 

 

REQUIRED Marks 

 
Complete the taxable income of Betty B (Pty) Ltd for the year of assessment ended 
31 December 2017. 
 
Start your calculation with the taxable income of R2 356 000 and account for the 
tax implications on above-mentioned transactions only. 
 

 
 

40 

 
 
  



 30 
 

NOTES 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



 31 TAX3701/103 
 

LEARNING UNIT 8 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
INTRODUCTION 

LEARNING OUTCOMES 

PRESCRIBED STUDY MATERIAL FOR THIS 
LEARNING UNIT 

SECTIONS OF THE PRESCRIBED TEXTBOOK THAT 
CAN BE IGNORED 

 
CONTENT OF THE LEARNING UNIT 
8.1 Background 
8.2 Calculating tax liability 
8.3 Assessed losses 
8.4 Dividends tax 
 
WRAP-UP 

ASSESSMENT CRITERIA 

SELF-ASSESSMENT QUESTIONS 

 
 
 

Learning unit 

8 
 
 
 
 
 
 
 
 
 
 
 
 
 

Taxation of 
companies 
and close 

corporations 
 



 32 
 

INTRODUCTION 

 
The type of entity that an enterprise assumes in order to operate has a direct influence on the tax 
liability of the specific business or enterprise. Income tax legislation makes provision for various 
taxpayers, namely, individuals (whether sole proprietors or partnerships), companies (including 
close corporations) and trusts. This learning unit will examine the normal income tax implications of 
the various entity types and explain the tax consequences of each entity type. We also briefly 
consider the tax implications for non-resident companies. 
 
As discussed in previous learning units, the Income Tax Act No. 58 of 1962 has a specified structure 
or framework that must be applied in order to determine the taxable income of a taxpayer.  This 
learning unit covers the last component of the framework, namely, taxable income (as well as tax 
liability) of companies and close corporations.  
 

 
 
  

Income

Gross income

Definition

Specific 
inclusions

Less: 

Exempt income

Less:

Deductions

General 
deductions

Specific 
deductions

Capital 
allowances

Gives:

Taxable income 
before capital gains

Plus:

Taxable capital gain

Gives:

Taxable income
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LEARNING OUTCOMES 

 
After completing this learning unit, you should be able to  
 
 calculate the taxable income of a company by starting with the accounting net profit or loss. 
 calculate the tax liability for different forms of enterprises (different taxpayers) in accordance 

with current tax legislation. 
 identify and discuss the income tax implications that are unique to dividends received and paid. 
 discuss and apply the definition rules for dividends and contributed tax capital. 
 interpret and apply the dividends tax rules. 
 calculate the tax liability by applying the dividend rules. 
 
 

PRESCRIBED STUDY MATERIAL FOR THIS LEARNING UNIT 

 
Study chapters 1, 3 and 8 in the prescribed textbook. 
 
 

SECTIONS OF THE PRESCRIBED TEXTBOOK THAT CAN BE IGNORED 

 
3.1 Introduction 
3.2  Gross income 
3.3  Gross income: Special inclusions 
3.4  Exempt income 
3.5  General deduction formula 
3.6  Foreign income 
3.7  Calculating the taxable income of non-residents 
8.6  Venture capital company (section 12J) 
8.10.8  Deemed beneficial owner of a dividend 
8.11.1  Withholding of dividends tax by a regulated intermediary 
8.14  Rebate in respect of foreign taxes on dividends 
8.16  Deemed dividend on outstanding amounts 
8.18  Dividend stripping 
8.19  Summary 
 
 

CONTENT OF THE LEARNING UNIT 

 

8.1 BACKGROUND 
Textbook section:  

Chapter 1, 8.1 and 8.2 

 
The legal form of an entity has a direct bearing on the way in which the business will be taxed. When 
the taxpayer has to decide on the form of business enterprise to set up, he/she has to consider a 
number of factors.  In this learning unit, we will concentrate on the taxation of companies and close 
corporations. 
 

 

Read the sections in chapter 1 that relate to “Selecting an enterprise type”, “Tax 
implications of the different enterprise types” and “Calculating taxable income”, as 
well as sections 8.1 and 8.2 in the prescribed textbook. 
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8.2 CALCULATING TAX LIABILITY 
Textbook sections:  

 8.3, 8.4, 8.5, 8.7 and 8.8 

 
8.2.1 Tax implications for a company 
 
Section 38 of the Act classifies companies as private or public companies and certain tax provisions 
apply solely to the latter or the former.  For tax purposes, close corporations are deemed private 
companies.  
 
Companies are usually liable for tax on taxable income at a fixed rate; however, different rates may 
apply, depending on the type of company. 
 

 

 
Study sections 8.3, "Tax implications of a company", 8.4, "Small business corpo-
rations and personal service providers", and 8.8, "Classification of companies" in the 
prescribed textbook. 

 

 

 
Work through example 8.3. 
 
 

 

Did you notice that small business corporations (SBCs) are taxed on a sliding scale 
as opposed to 28% for companies?  Did you also notice that SBCs are entitled to 
claim accelerated write-offs on certain assets (as discussed in learning unit 6)?  It is 
therefore very important in an examination to identify whether a company in a 
scenario is a SBC or not. 

 
The following summarises the income tax classification and rates for companies.  (Remember, you 
must be able to identify which type of company it is in the examination.) 
 

 
 
8.2.2 Calculating the taxable income of companies and close corporations using accounting 

profits as a point of departure 
 

 

 
Study the section in chapter 1 that relates to "Calculating the taxable income of a 
company or close corporation" in the prescribed textbook. 
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Although you must be able to use the income tax framework for calculating taxable income and the 
normal income tax liability of a taxpayer, you are also required to calculate taxable income using 
accounting profit or loss as a point of departure and, accordingly, make the necessary adjustments 
in order to calculate such taxable income.  This method requires a thorough understanding of the 
fundamental principles applied in calculating accounting profit or loss as well as the taxation 
principles studied in this module thus far. 
 
When calculating taxable income and having to start with accounting profit, you must consider each 
income and expense item separately.  You will start by determining the accounting entry and 
considering how it affected the accounting profit.  The next step is to determine what the correct 
treatment will be from a tax point of view, that is, how the transaction will affect the calculation of 
taxable income. 
 
If the tax treatment (of income or an expense) is the same as the accounting entry, no adjustment 
needs to be made to the accounting profit.  However, if the tax treatment (of income or an expense) 
is different from the accounting entry, an adjustment needs to be made to the accounting profit in 
order to get to the taxable income.  This adjustment is done by firstly cancelling (reversing) the 
accounting effect and then applying the correct tax principle. 
 

 

 
Work through the example below. 
 

Example  

 
CS Traders Ltd had sales of R250 000 for the current year of assessment.  The general expenses 
in the business (excluding depreciation) is R110 000.  Depreciation on the assets that the company 
owns is R25 000 for the year.  For income tax purposes, all income is taxable and all the general 
expenses are deductible.  The assets qualify for a wear-and-tear allowance of R63 000 for the cur-
rent year of assessment. 
 
REQUIRED 
 
1. Calculate the accounting net profit of the business.  (Note that you will not be required to cal-

culate the accounting profit in the examination; it is only done here to illustrate the concept.) 
 
2. Calculate the taxable income of the business starting with the accounting net profit of the 

business. 
 
3. Calculate the taxable income of the business starting with gross income. 
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Solution     

 

 
1. Accounting net profit        R  

Sales 
Less:  
  General expenses 
  Depreciation 
Accounting net profit  

250 000  
 

(110 000) 
    (25 000) 
   115 000  

 
2. Taxable income (starting with net profit) 

Accounting net profit 
Adjustments: 
  Sales (no adjustment – accounting and tax effect the same) 
  General expenses (no adjustment – accounting and tax effect the same) 
  Assets (The accounting and tax effect for assets differ; therefore, we first have 
    to cancel the accounting entry and then deduct the amount allowed for tax 
    purposes.) 
  Plus: Depreciation (was previously deducted, but must now be added back) 
Less: Wear and tear (deduct the amount allowed for tax purposes) 
 
Taxable income 

115 000  
 

–       
–       

 
 
 

25 000  
   (63 000) 

 
    77 000  

 
3. Taxable income (starting with gross income) 

Sales (gross income) 
Less:  
  General expenses (section 11(a)) 
  Wear and tear (section 11(e)) 

Taxable income  

250 000  
 

(110 000) 
   (63 000) 

    77 000  

 

 

You can see that the calculation of taxable income, when starting with gross income, 
is totally different from the calculation when you start with accounting net profit, 
although you end up with the same taxable income amount in both methods. Read 
the question carefully in the examination to ensure that you apply the right method. 
If you apply the wrong method, you could lose up to 40% of the marks in a question. 
These marks are normally the easy marks that will help you pass this course. 

 
8.2.3 Collection of tax due by a company 
 

 

Read sections 8.7, "Collection of tax due by a company (Fourth Schedule of the 
Income Tax Act 58 of 1962 (the Act))", in the prescribed textbook.  

 
The collection of tax due by a company is usually in the form of provisional tax payments (refer to 
learning unit 9 for a detailed discussion on provisional tax). 
 
8.2.4 Non-resident companies 
 
Certain rules are applicable for companies that do not conform to the definition of "resident". 
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Read section 8.5, "Non-resident companies", in the prescribed textbook. 

 

 

8.3 ASSESSED LOSSES Textbook section: Chapter 1 

 
In the past, a practice was followed, especially among professional people, of engaging in secondary 
trades or trades that report losses annually.  Often, these secondary trades were no more than 
hobbies, which were then misused to save tax for the taxpayer by deducting the losses resulting 
from these non-profitable trades from salary income or profits made from profitable trades of the 
taxpayer.  Since the introduction of section 20A of the Act, this practice has been controlled largely.  
 

 

Study the section in chapter 1 that relates to "Limiting of losses when calculating 
taxable income" in the prescribed textbook.  

 

 

After studying this section, you should be able to determine (when calculating the 
taxable income) whether a loss from operating a trade is limited or not for the year 
of assessment. You should also be able to identify trades that SARS considers 
suspect and you should be familiar with the exclusion rule. 

 
 

8.4 DIVIDENDS TAX 
Textbook sections: 8.9, 8.10, 8.11, 8.12, 

8.13, 8.15, 8.17 and 8.20 

 

 

 
Study section 8.9, "Tax implication of dividends for the company", in the prescribed 
textbook. 
 

A dividend is not deductible for tax purposes since it is not an expense in the production of income, 
but it merely represents a distribution of profits to shareholders. 
 
A dividend is defined in section 1 of the Act, but in essence, it is any payment a company makes for 
the benefit of a shareholder in respect of a share in that company (excluding the return of contributed 
tax capital, that is, a consideration received by a company for the issue of shares).  Dividends are 
usually given as cash (cash dividend), but they can also take the form of an asset or other property 
(in specie dividend). 
 
Dividends tax is a tax levied on the beneficial owners of dividends (normally, the shareholders) in 
respect of the amount of any dividend received from a company, and this tax became effective on  
1 April 2012. 
 
8.4.1 Definition of dividends tax 
 
When computing dividends tax calculations, it is vital to know which distributions are "dividends" for 
dividends tax purposes.  
 

 

 
Study section 8.10.1, "Definition of a dividend", in the prescribed textbook. 
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8.4.2 Contributed tax capital 
 
To establish whether a distribution to a shareholder is a dividend, the contributed tax capital of the 
distributing company must be determined first.  
 

 

 
Study section 8.10.2, "Definition of contributed tax capital", in the prescribed text-
book.  
 

 

A dividend excludes any amount that reduces contributed tax capital.  Therefore, if 
the distribution is made from contributed tax capital, no dividends tax will be levied. 
 
If the dividend is greater than the remaining retained profits or reserves (after cal-
culating contributed tax capital), then the portion of the dividend paid from con-
tributed tax capital will not be subject to dividends tax. 

 
8.4.3 Levying of dividends tax 
 
Dividends can be distributed either in cash or in specie (a distribution other than in cash).  Since the 
liability to pay dividends tax will depend on the type of distribution, it is important to identify whether 
a distribution is in cash or in specie. 
 

 

Study sections 8.10.3, "Levying of dividends tax for a distribution paid in cash", 
8.10.4, "Levying of dividends tax on a dividend in specie", and 8.10.5, "Dividends tax 
for foreign companies", in the prescribed textbook. 

 

 

Did you notice that the withholding mechanism does not apply to dividends in specie?  
Instead, the distributing company is liable to pay dividends tax. 

 
8.4.4 Exemptions from dividends tax 
 
Certain shareholders are exempt from paying dividends tax.  Study these rules carefully. 
 

 

Study sections 8.10.6, "Exempt from dividends tax" and 8.10.7, "Exemption from 
and reduction of tax in respect of a dividend in specie", in the prescribed textbook.  

 

 

 
Work through the examples. 
 

 

Did you notice that resident companies are exempt from dividends tax?  In most 
cases, only natural persons will be subject to dividends tax. 

 
8.4.5 Withholding and refunding of dividends tax 
 

 

 
Read sections 8.11, “Withholding of dividends tax” and 8.12, "Refund of dividends 
tax" in the prescribed textbook.  
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After reading this section, you should be able to answer the following questions: 
Who must withhold the dividends tax?  When is a taxpayer entitled to claim a refund 
with respect to dividends tax?  Did you notice that the shareholder receives the net 
dividend (amount of dividend remaining after the dividends tax is deducted)? 

 
8.4.6 Payment and recovery of dividends tax 
 

 

 
Read section 8.13, "Payment and recovery of dividends tax", in the prescribed text-
book. 

 

 

After reading this section, you should be able to answer the following questions: 
Who is responsible for paying dividends tax? 
When is dividends tax payable? 

 
8.4.7 Dividends tax summary 
 
This section of the learning unit discussed the calculation of dividends tax in respect of dividends 
paid by a company.  The definition of a dividend and exempt shareholders are some of the important 
aspects to consider when determining whether a distribution to a shareholder is subject to dividends 
tax or not.  The company distributing the dividend must withhold the dividends tax, and the remaining 
amount of the dividend (after deducting the dividends tax) is paid to the shareholder. 
 

 

Study section 8.15 "Dividends tax: Summary", as it provides a good summary of how 
to calculate dividends tax.  

 

 

 
Work through question 8.3 in section 8.20 "Examination preparation". 
 

8.4.9 Tax implications of dividends for shareholders 
 
When a taxpayer (shareholder) receives a dividend, it must be specifically included in his/her gross 
income as per paragraph (k) of the definition of gross income (refer to learning unit 3, section 3.3, 
"Gross income: Special inclusions").  The amount to be included is the gross amount before de-
ducting dividends tax. 
 
The Act exempts certain dividends from tax, depending on the source of the dividend. 
 

 

Study section 8.17, "Income tax implications of dividends", in the prescribed textbook 
to determine instances where dividends will be fully or partially exempt from tax.  In 
addition, study the sections on taxable foreign dividends. 

 

 

Did you note the instances in which a foreign dividend paid by a foreign company 
will be exempt from tax in terms of section 10B of the Act? 
 
Did you notice that dividends received by way of an annuity will lose their section 
10(1)(k) exemption and will therefore be fully taxable? 
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WRAP-UP 

 
In this learning unit, we looked at the calculation of taxable income and normal tax liability for compa-
nies and close corporations including non-resident companies.  We discussed the requirements for 
a company to be classified as a SBC and the resultant tax benefits. 
 
We also considered the limitations on utilising assessed losses in respect of taxable income as well 
as at dividends tax. 
 
 

ASSESSMENT CRITERIA 

 
We could assess this learning unit in assignments or in the examination by asking you to do the 
following: 
 
 Calculate the taxable income of a company or a close corporation. 
 Calculate the tax liability of a company or a close corporation. 
 Calculate the dividends tax liability in respect of dividends declared. 

 
We may also ask you to discuss the tax implications of the content of this learning unit instead of 
doing the calculations; therefore, it is important that you should know the principles of the sections 
in this learning unit. 
 
Remember, the list above of the manner of assessment is by no means exhaustive; it merely serves 
as guidance. 
 
 

SELF-ASSESSMENT QUESTIONS 

 
The following questions are examples of the type of questions that you can expect in the exami-
nation. When you attempt to answer these questions without looking at the solutions (provided at 
the back of this learning unit) and mark your answers yourself, you will get an indication of whether 
you have mastered this topic or whether you need to go through some sections of the learning unit 
again.  
 
 
 
Literature consulted 
 
4. Income Tax Act No. 58 of 1962 

 
5. www.sars.gov.za  
 
6. A Student's Approach to Income Tax (Business Income) (2017) 
 

  

http://www.sars.gov.zaa/
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COMPANIES AND CLOSE CORPORATIONS 
 
QUESTION 8.1  (23 marks, 41 minutes) 
 
Bricks (Pty) Ltd is a manufacturing company and a small business corporation as defined in the 
Income Tax Act. The company’s taxable income for the year of assessment ended 31 March 2018 
amounted to R1 820 545, before taking into account the following information (all amounts exclude 
VAT, unless stated otherwise): 
 
1. The stock figures for the year were as follows: 
 

 01/04/2017 31/03/2018 

 Cost price Market 
value 

Cost price Market value 

 
Raw material 

R       
 430 575 

R       
450 670 

R       
887 260 

R       
670 980 

 
2. Bricks (Pty) Ltd purchased a patent at a cost of R18 000 on 1 October 2017 and brought it into 

use at the same date. The company also renewed its trademark registration on 1 January 2018, 
at a cost of R8 200. 

 
3. Bricks (Pty) Ltd researched and developed a completely new design (approved by the Minister 

of Science and Technology), using new machinery purchased on 14 July 2017 at a cost of 
R150 000. Operating research costs amounted to R220 000 and salaries paid to research staff 
totalled R160 000. The company received no external funding for its research. Salaries of 
administrative staff amounted to R80 000. 

 
4. The following information relates to the transactions regarding fixed assets: 
 

 Factory X was erected for R1 000 000 and brought into use on 1 June 2015.  
 

 Machine Z, a machine used directly in a manufacturing process, was purchased second- 
hand for R159 600 (including VAT) on 1 February 2018 and was brought into use on the 
same day. 

  

 A new computer that is used for running the business was purchased for R31 200 on 
1 June 2016 and was brought into use at the same date. 

 

 A second-hand motorcycle was purchased on 1 November 2017 for R32 000 for making ad 
hoc deliveries. On 31 January 2018, the motorcycle was scrapped after having been 
damaged in an accident.  

 
5. Bricks (Pty) Ltd entered into learnership agreements with two new employees for a period of 

36 months each, from 1 October 2017. Both of the employees have a NQF level 7 qualification 
and one of the employees has a disability as defined. The agreements comply with all the 
necessary requirements and they are registered.  

 
6. Other expenditure incurred on 1 January 2018:    
  

 Insurance premium of R150 000 for the period of 1 January 2018 to 31 December 2018 

 A donation of R6 000 to UNISA (a section 18A certificate was obtained)  
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QUESTION 8.1 (continued) 
 
7. Other information: 

 

 Bricks (Pty) Ltd has elected the section 11(o) allowance. 
 

 Binding general ruling (BGR) No. 7 lists the following write-off periods (apply them where 
applicable): 
 
Computers  3 years 
Motorcycles  4 years 

 

REQUIRED MARKS 

 
Calculate the tax liability of Bricks (Pty) Ltd for the year of assessment ended  
31 March 2018.  

 
23 

 
 
QUESTION 8.2 (22 marks, 40 minutes) 
 
Decibel (Pty) Ltd (Decibel) manufactures sound equipment and it is not a small business corpo-
ration as defined in the Income Tax Act. 
 
The draft financial statements reflect a net (accounting) profit before tax of R4 970 000 for the 
financial year ended 28 February 2018. The accountant requests you to help him calculate the com-
pany's income tax liability. He supplies the following information to you. The accounting effect of 
these transactions has already been recorded in the draft financial statements (you may ignore any 
VAT consequences). 
 
1. Machine destroyed 
 
Decibel purchased a second-hand manufacturing machine (machine A) on 1 June 2016 for 
R200 000 and brought it into use at the same date. On 30 January 2018, the machine was destroyed 
by fire and an insurance payment of R230 000 was received.  
 
The entries in the accounting records relating to this machine were as follows for the 2018 financial 
year: 

 
Debit:   Depreciation    R25 000 
Credit:  Accumulated depreciation   R25 000 

 
Debit:   Bank     R230 000 
Credit:  Insurance payment received  R230 000 

 
2. Dividends received 
 
In the previous year of assessment, Decibel acquired shares from a listed company, Investment Ltd. 
In the current year of assessment, Decibel received a dividend of R500 200 from Investment Ltd.  
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QUESTION 8.2 (continued) 
 
3. Machine purchased 

 
Decibel ordered a new specialised manufacturing machine (machine B) from Germany at a cost of 
90 000 euros (€) on 1 November 2017. The company received it and brought it into use on 
1 February 2018 (transaction date).  
 
Payment was made in full on 31 March 2018. 
 
The foreign exchange gains and losses for accounting purposes have not been taken into account 
in the above draft financial statement, and no depreciation expense was deducted for the 2018 
financial year. 

 
The applicable exchange rates were as follows: 
 

Date R € 

 
1 November 2017 

 
12,35 

 
1 

1 February 2018 13,90 1 

28 February 2018 15,40 1 

31 March 2018 16,65 1 

Average rate for the year 14,80 1 

 
4. Leasehold improvement 

On 1 August 2017, Decibel entered into a lease contract with Rentals (Pty) Ltd for a period of ten 
years. In terms of the contract, Decibel had to effect improvements to the premises to the value of 
R450 000. The building improvements commenced on 1 September 2017; they were completed on 
1 December 2017 and were brought into use on 1 January 2018. The total cost of the improvements 
was R480 000. 
 
The entry in the accounting records relating to the leasehold improvement was as follows for the 
2018 financial year: 

 
Debit:  Leasehold improvement (expense) R480 000 
Credit  Bank         R480 000  

 

REQUIRED MARKS 

 
Calculate the income tax liability of Decibel (Pty) Ltd for the year of assessment 
ended 28 February 2018.  

 
 

22 

 
Start your answer with the net profit before tax of R4 970 000. 
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DIVIDENDS TAX 
 
QUESTION 8.3  (13 marks, 23 minutes) 
 
On 1 April 2018, Device & Co Ltd, a resident company, declared and paid a dividend of R14 per 
share to its shareholders. The company has 100 000 issued shares and its shareholders are as 
follows: 
 

 Red Combo (Pty) Ltd, a resident company that holds 15 000 of Device & Co Ltd's shares  

 The One Scheme, a pension fund (as defined in s 1), which holds 35 000 of Device & Co Ltd's 
shares  

 Abroad Co, a company and a resident of the UK, which holds 30 000 of Device & Co Ltd's shares 
(The double-tax agreement [DTA] between South Africa and the UK provides that 5% dividends 
tax may be levied in respect of this dividend.) 

 The remaining 20 000 shares of Device & Co Ltd are held by natural persons who are residents 
of South Africa. 

 

REQUIRED MARKS 

 
Calculate the amount that Device & Co Ltd will pay to the company's shareholders. 
In cases where dividends tax is not payable, briefly give a reason for it. 

 
 

13 
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INTRODUCTION 

 
To ensure a continuous cash flow to SARS throughout the tax period, certain taxpayers are required 
to make advance payments to SARS for a particular year of assessment.  SARS provides two 
methods for making such advance payments:  
 
 payment of employees’ tax  
 payment of provisional tax 

 
At the assessment date, the taxpayer’s normal tax liability is reduced by the employees’ tax deducted 
from his/her remuneration and/or by the provisional tax payments made by him/her for the year of 
assessment.  
 
In this learning unit, we will look at who is liable to make these advance payments and how such 
payments should be calculated. 
 
In addition, we will look at donations tax to determine what triggers such a liability, who is liable for 
it, and how to calculate it.  
 
 

LEARNING OUTCOMES 

 
After completing this learning unit, you should be able to 
 
 discuss and apply the principles of employees' tax  
 determine when a taxpayer qualifies as a "provisional taxpayer" 
 determine whether or not the "provisional taxpayer" is exempt from paying provisional tax 

 calculate the estimate of taxable income for all provisional tax payments  
 calculate the provisional tax payable on the estimate of taxable income using the correct tax 

rates and rebates applicable to the provisional taxpayer 
 determine and calculate all penalties and interest payable on late or incorrect payments of 

provisional tax 
 identify when a disposal of property is a donation 
 identify situations in which certain transactions could be deemed donations 
 explain which donations are specifically exempt from donations tax 
 calculate the amount of the general annual exemption from donations tax available to a tax-

payer, if any 
 calculate the donations tax payable on any donation at the applicable tax rate 
 identify the person liable for payment of donations tax and indicate the period in which 

donations tax will be payable 
 
 

PRESCRIBED STUDY MATERIAL FOR THIS LEARNING UNIT 

 
There is no prescribed study material for this learning unit, as some section of the content are dealt 
with in detail in TAX3702.  Working through this learning unit should be sufficient for the purpose of 
this module. 
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CONTENT OF THE LEARNING UNIT 

 

9.1 EMPLOYEES’ TAX 
 

No prescribed text 

 
9.1.1 Introduction 
 
Employees’ tax is the tax that must be withheld on a monthly basis from remuneration paid or pay-
able by an employer to an employee in terms of the Fourth Schedule of the Income Tax Act 58 of 
1962.  The employer pays over the tax withheld to the Commissioner within seven days after the 
end of the month for which it was withheld.  Depending on the employment status of a taxpayer, 
different rules apply for calculation of the tax that the employer should deduct and withhold. 
 
Employees’ tax consists of pay-as-you-earn (PAYE) tax and standard income tax on employees 
(SITE).  Any employer who is a resident or any representative employer in the case of an employer 
who is a non-resident, and who pays "remuneration" to an employee must withhold employees’ tax 
on a monthly basis from remuneration paid. 
 
For this module, you will only be required to know the basic principles of employees’ tax and you 
will not be expected to undertake a detailed calculation in this regard, as this topic is covered in 
detail in TAX3702. 
 
9.1.2  Calculation of employees’ tax 
 
The following steps can be used to calculate the employees’ tax that must be withheld and paid over 
to SARS: 
 
Step 1: Determine whether the taxpayer is an employee.  
Step 2: Identify whether the amount received is remuneration.  
Step 3: Calculate the taxpayer’s balance of remuneration.  
Step 4: Calculate the annual equivalent remuneration amount, if necessary.  
Step 5: Calculate the tax on the annual equivalent remuneration according to the tax table 

(remember to deduct the rebates). 
Step 6: Calculate the tax for the period of employment (calculation of step 5 / 12 months, if for one 

month). 
 
9.1.3 Personal service providers, independent contractors, labour brokers, and part-time, 

casual and temporary employees 
 
Not all persons rendering services to an enterprise are necessarily in full-time employment of the 
enterprise.  There are specific rules for deducting employees’ tax from persons not employed on a 
full-time basis.  Some of these rules were introduced to combat specific tax avoidance schemes. 
The following steps should be followed to identify the correct amount of employees’ tax to be cal-
culated under the respective circumstances: 
 
Steps to identify the correct employees’ tax deduction 
 
Step 1: Determine whether the person is a personal service provider. 

   Yes: Withhold employees’ tax at 28%. 
 No: Go to step 2. 
 
If the provider is in possession of an exemption certificate, no employees’ tax will be deducted. 
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Step 2:  Determine whether the person is an independent contractor. 
 Yes: No employees’ tax is to be deducted. 
 No: Go to step 3. 
 
If the independent contractor is in possession of an exemption certificate, no employees’ tax will 
be deducted. 
 
Step 3:  Determine whether the person is a labour broker with one of the following: 

• an exemption certificate – no employees’ tax is to be deducted 
• a tax directive – deduct employees’ tax as per the directive  
• no exemption certificate or tax directive – go to step 4 

 
Step 4:  Determine whether the person is one of the following: 

• A full-time student working on a casual basis and earning less than the tax thres-
hold per year 

• A full-time student employed for less than R270 per day and working for less than 
22 hours per week 

Yes: Do not deduct any employees’ tax. 
No: Go to step 5. 

 
Step 5:  Determine whether the person falls into one of the following categories: 
 

• Is the person in possession of a valid tax directive? 
 Yes: Calculate the employees’ tax in accordance with the instructions provided by 

SARS in the tax directive. 
 
• Is the person a director of a private company or a member of a close corporation (CC)? 

Yes: Calculate the employees’ tax in accordance with the rules for directors.  
For the purposes of this module, you will not be expected to calculate employ-
ees’ tax in accordance with the rules for directors. 

 
• Does the person do seasonal work?  
 Yes: Calculate the employees’ tax in accordance with the guidelines for seasonal 

workers.  
 For this module, you will not be expected to calculate employees’ tax in accor-

dance with the rules for seasonal workers. 
• Is the person in standard employment? 

Standard employment may involve one of the following: 
– The person works at least 22 hours per complete week. 
– The person is prohibited from working for another employer or the person has 

declared that he/she is not working for any other employer. 
Yes: The person is in standard employment and therefore employees’ tax must be 
calculated in accordance with the standard rules of calculating employees’ tax. 
No: The person is not in standard employment and therefore employees’ tax must be 
calculated at a rate of 25% for natural persons, or at 28% for companies (employees’ 
tax so calculated is classified as PAYE). 
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Exemption certificate 
 
The Commissioner may issue (based on an annual request) an exemption certificate to a labour 
broker or a person classified as an employee, if 
 
● the person carries on an independent trade and the person is registered as a provisional 
 taxpayer 
● the labour broker is registered as an employer  
● all returns required in terms of the Act have been submitted (subject to any extensions granted) 
 
This exemption certificate must be obtained annually. An employer will not be required to withhold 
or deduct employees' tax from remuneration paid or payable to a person who presents a valid 
certificate of exemption. 
 
The Commissioner will not issue a certificate of exemption if 
 

 more than 80% of the gross income of the labour broker, or other person classified as an 
employee, during the year of assessment consists of, or is likely to consist of, amounts received 
from one client or associated person in relation to the client (This will apply, unless the person 
is a labour broker who had three or more full-time employees throughout the year of 
assessment);  

 the labour broker provides the services of any other labour broker to its client; 

 the labour broker is contractually obliged to provide a specified employee to render any service 
to a client. 

 
Tax directive 
 
A tax directive instructs the employer on how to calculate employees' tax for a specific employee. 
The tax directive may instruct that employees' tax be withheld based on either a fixed amount or a 
fixed percentage. The directive is only valid for one tax year. 
 
Tax directives may be issued in the following situations: 
 

 gratuities paid by an employer on termination or impending termination of service or at 
retrenchment, to correct an employees' tax calculation 

 remuneration received by a personal service provider 

 remuneration classified as commission 

 hardship due to illness or other circumstances 

 gains regarding rights to acquire marketable securities 

 expenses incurred in the production of income, which will exceed 1% of the remuneration 

 temporary employees who are frequently employed 

 arbitration awards 

 retirement fund lump-sum benefits 

 retirement fund withdrawal benefits 

 remuneration of directors of private companies or members of close corporations that could not 
be determined according to the prescribed formula 

 
9.1.4  Duties of an employer 
 
The duties of an employer with respect to employees' tax are to calculate employees' tax and to 
withhold it from the remuneration payable to the employee. As the employer is merely acting as an 
agent on behalf of SARS, the amount must be paid over to SARS within seven days after the end 
of the month. If the amount is not paid over on time, a 10% penalty will be levied for late payment. 
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When making the payment, the employer must submit an EMP201 return. The EMP201 return 
provides SARS with the details of the payment. This return is used to pay the monthly skills deve-
lopment levy (SDL) and Unemployment Insurance Fund (UIF).  
 
Within 60 days after the end of the year of assessment (or 14 days after the date at which the 
employee ceases to be an employee), the employer must issue an employees' tax certificate (IRP5) 
to each employee, showing the total remuneration earned by the employee during the period and 
the total employees' tax deducted. Before IRP5s can be issued to employees, the employer must 
complete and submit an employees' tax reconciliation (EMP501). Only once this has been approved 
by SARS, may the IRP5s be issued to employees.  
 
Where an employer fails to submit an EMP501 reconciliation, a 10% penalty, based on the total 
amount of employees' tax withheld, will be levied. From the 2011 year of assessment, employees' 
tax reconciliations must be submitted biannually to SARS (1 March to 31 August and 1 September 
to 28/29 February). These biannual reconciliations must be submitted by the date announced by the 
Commissioner. 
 

9.2 PROVISIONAL TAX No prescribed text 

 
9.2.1  Introduction 
 
Provisional tax, like employees' tax, is another method that SARS uses to ensure a continuous cash 
flow throughout the tax period by collecting normal tax in advance. At the assessment date, the 
taxpayer's normal tax liability is reduced by the provisional tax payments made by him/her for the 
year of assessment. 
 
The Act makes provision for the payment of two obligatory provisional tax payments:  
 

i) first payment – due on or before the last day of the sixth month of the year of assessment, for 
example, 31 August 

ii) second payment – due on or before the last day of the year of assessment, for example, 
28 February. 

 
The third payment is voluntary and is usually made to reduce or avoid interest on shortfalls. If the 
entity’s year of assessment ends in February, the third payment is due on or before the last day of 
the seventh month after the year of assessment (for example, 30 September). If the year of 
assessment does not end in February, the third payment remains due within six months after the 
year of assessment. 
 
9.2.2 Liability to pay provisional tax 
 
The following persons are liable to make provisional tax payments to SARS: 
 
1. any person (other than a company) who receives income which does not constitute 

remuneration, travel allowance, subsistence allowance, director's allowance or any advance 
contemplated in section 8 (1) 
 

2. any company 
 

3. any person who is notified by the Commissioner that he or she is a provisional taxpayer 
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The following entities are EXCLUDED from provisional tax: 
 
1. public benefit organisations 

 
2. recreational clubs 

 
3. body corporates  

 
4. share block companies  

 
5. non-profit companies 

 
6. persons exempt from payment of provisional tax in terms of paragraph 18, that is 

i) owners or charterers of ships or aircraft, who are not residents of the Republic 
 

ii) natural persons who on the last day of that year will be younger than 65 years and who do 
not derive any income from the carrying on of any business, if  
a) the taxable income of those persons for the relevant year of assessment will not 

exceed the tax threshold 
b) the taxable income of those persons for the relevant year of assessment, which is 

derived from interest, foreign dividends and rental from the letting of fixed property will 
not exceed R30 000 
 

iii) any natural person who, on the last day of the year of assessment, will be older than 65 
years, if the person’s taxable income for that year   
a) will not exceed R120 000 
b) will not be derived wholly or in part from the carrying on of any business 
c) will not be derived otherwise than from remuneration, interest, foreign dividends, or 

rental from the letting of fixed property 
 
If a taxpayer is liable for provisional tax payments, he/she may request an IRP6 return (provisional 
tax return) electronically via e-Filing. 
 
9.2.3 Calculation of provisional tax payments 
 
The calculation of the first provisional tax payment is shown in the guidance below: 
 

                R 
Estimated taxable income for the year of assessment  (CANNOT BE LESS THAN  xxx 
THE BASIC AMOUNT).  Usually the basic amount is used in this calculation. 
 
Tax liability in respect of estimated taxable income (based on applicable tax tables 
for individuals, small business corporations, etc, or applicable rates for companies 
[28%] or trusts [45%])           xxx 
 
Half of the normal tax payable (multiply tax liability by 50%)      xxx 
 
Less: 
Employees’ tax deducted by the taxpayer’s employer from the remuneration during 
such period            (xxx) 
 
Less:            
Tax proved to be payable to the government of any other country, which will qualify 
as a rebate in terms of section 6quat        (xxx) 
 
First provisional tax payment due to SARS        xxx 
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Notes: 
 
1. The estimated taxable income for the first provisional tax payment is usually the basic amount. 

The basic amount is deemed the taxable income assessed by the Commissioner for the "latest 
preceding year of assessment" less any taxable capital gain included in terms of section 26A. 

 
2. The “latest preceding year of assessment” means the latest year of assessment 
 

 preceding the year of assessment for which the estimate is made, and 
 

 for which the Commissioner issued a notice of assessment 14 or more days before the 
date at which the estimate was submitted to the Commissioner. 

 
3. The basic amount must be increased by 8% of the basic amount per year if  

 

 an estimate is made for a period that ends more than one year after the end of the 
latest preceding year of assessment  
 

 the estimate is made more than 18 months after the end of that year of assessment. 
 
The calculation of the second provisional tax payment is shown in the guidance below. 
 

               R 
Estimated taxable income for the year of assessment (minimum amount - see 
below)              xxx 
 
Tax liability on estimated taxable income  
(based on the applicable tax tables for inidviduals, small business corporations, 
etc, or applicable rates for companies [28%] or trusts [45%])      xxx 
 
Less: 
First provisional tax payment made        (xxx) 
 
Less: 
Employees’ tax deducted by the taxpayer’s employer from the taxpayer’s remu- 
neration during such period         (xxx) 
 
Less: 
Tax proved to be payable to the government of any other country, which will 
qualify as a rebate in terms of section 6quat       (xxx) 
 
Second provisional tax payment due to SARS       xxx   
  

 
Taxpayers who must pay the minimum amount for the purposes of the second provisional tax 
payment are divided into two groups: 
 

 taxpayers with a taxable income of less than R1 million for the current year of assessment 

 taxpayers with a taxable income of more than R1 million for the current year of assessment 
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The minimum amount for taxpayers with a taxable income of less than R1 million is the lesser of 
 

 the basic amount reflected on the return for payment of provisional tax issued by the Commis-
sioner (IRP6), or 

 90% of the actual taxable income for the year of assessment 
 
For taxpayers with taxable income of more than R1 million, the second provisional tax payment must 
be based on the estimate of the taxpayer’s taxable income for the year of assessment.  
 
The calculation of the third provisional tax payment is shown in the guidance below. 
 

 
                R 
Actual taxable income for the year of assessment       xxx 
 
Tax liability in respect of estimated taxable income (based on the applicable 
tax tables for individuals, small business corporations, etc, or applicable rates 
for companies [28%], or trusts [45%])         xxx 
 
Less: 
First provisional tax payment made        (xxx) 
 
Less: 
Second provisional tax payment made        (xxx) 
 
Less:  
Employees’ tax deducted by the taxpayer’s employer from the taxpayer’s remu- 
neration during such period         (xxx) 
 
Less: 
Tax proved to be payable to the government of any other country, which will 
qualify as a rebate in terms of section 6quat       (xxx) 
 
Third provisional tax payment due to SARS        xxx   
 

 
9.2.4 Late submission or late payment and inadequate estimate of provisional tax 
 
If taxpayers do not adhere to the provisional tax requirements, SARS may levy additional taxes and 
penalties. 
 
Additional tax 
 
SARS may levy additional tax of up to 200% of the provisional tax payable if the taxpayer 
 

 does not submit the income tax return on time  

 does not disclose all his/her income on the income tax return  

 makes a false statement or declaration on the income tax return 
 
SARS may also levy additional tax amounting to 20% of the provisional tax payable if the estimate 
used for the second provisional tax payment is less than the "safe haven" amount.  
 
This safe haven amount varies, depending on the provisional taxpayer’s taxable income.  
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Safe haven for taxpayers with a taxable income of R1 million or less  
 
Should the taxpayer’s taxable income for the current year of assessment be less than R1 million, 
the 20% additional tax will NOT be payable if the estimated taxable income used for the second 
provisional tax payment is equal to the lesser of 
 

 the basic amount; or 

 90% of the actual taxable income for the year of assessment 
 

Should the estimate used be lower than this amount, SARS will levy an automatic penalty of 20% 
additional tax on the shortfall.  The taxpayer may approach SARS for a full or partial reduction of the 
penalty if the estimate was seriously calculated and not deliberately or negligently understated.  
 
Safe haven for taxpayers with a taxable income of more than R1 million  
 
Should the taxpayer’s taxable income for the current year of assessment be more than R1 million, 
the 20% additional tax will NOT be payable if the estimated taxable income used for the second 
provisional tax payment is at least equal to 80% of the actual taxable income for the year of assess-
ment. 
 
Should the estimate used be lower than this amount, SARS may impose the 20% additional tax in 
respect of the shortfall if it is not satisfied that the estimate was seriously calculated or not delibe-
rately or negligently understated.  Therefore, this additional tax is discretionary. 
 
Interest 
 
SARS may charge interest at the prescribed rate if 
 

 the provisional tax paid in respect of a year of assessment is not sufficient to offset the tax-
payer’s assessed final income tax liability in full  

 the provisional tax is not paid on time  
 
The Minister of Finance determines this prescribed rate of interest from time to time.  
 
Penalties 
 
SARS may charge penalties in addition to interest. SARS regards failure by a provisional taxpayer 
to submit an estimate (on an IRP6 tax return) of taxable income, as and when required under the 
Act, as a criminal offence that is liable, on conviction, to a fine or imprisonment of 24 months.  
Furthermore, SARS also regards this as an act of non-compliance (that is, non-compliance with 
procedural or administrative action or duty imposed or requested by the Income Tax Act), which is 
subject to a fixed-amount penalty, based on the taxpayer’s taxable income or assessed loss for the 
preceding year.  In addition to the fixed-amount penalty, the taxpayer also has to pay a penalty equal 
to 10% of the amount of the provisional tax that a provisional taxpayer fails to pay, as and when 
required in terms of the Act. 
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Work through the following: 
 
 

EXAMPLE 1 

 
A company whose year of assessment ends on 31 December 2017 estimates on 30 June 2017 that 
it will derive a taxable income of R2 000 000 for the year. Its last assessment reflected a taxable 
income of R1 900 000, which represents its basic amount for the current year of assessment.  

In March 2018, the taxable income of the company for the year of assessment ending on 
31 December 2017 is calculated as R2 400 000. 

What provisional tax payments should the company make in terms of the Act? 

SOLUTION: EXAMPLE 1 

  
First provisional tax payment (due on or before 30 June 2017)          R 
 
Estimated total taxable income for the year of assessment    1 900 000 
(based on the basic amount) 
Tax payable for the full year on taxable income    
(28% of R1 900 000)             532 000 
Provisional tax (50% of R532 000) to pay to SARS         266 000 
 
Second provisional tax payment (due on or before 31 December 2017) 
 
Estimated total taxable income for the year of assessment     2 000 000 
Tax payable (28% of R2 000 000)           560 000 
Less: First provisional tax payment (above)       (266 000) 
Provisional tax to pay            294 000 
 
Third provisional tax payment (due on or before 30 June 2018) 
 
As the company paid inadequate provisional tax, an additional provisional tax payment must be 
made by 30 June 2018 to avoid a liability for interest in terms of section 89quat. 
 
 R R 
Actual total taxable income for the year of assessment     2 400 000 
(as calculated) 
Tax payable (28% of R2 400 000)           672 000 
Less: First provisional tax payment made (above)    (266 000) 
 Second provisional tax payment (above)    (294 000)   (560 000) 
 
Provisional tax to pay to SARS          112 000 
 
Notes: 
 
1. The provisional tax payments, which the company made, will be taken into account in the 

determination of the tax amount due when the company is assessed for tax for the year. If these 
payments exceed the assessed tax, the excess will be refunded to the company, but if they fall 
short of the amount assessed, the company will have pay the shortfall. 
 



 56 
 

2. If an individual had derived remuneration from which employees' tax was deducted, he/she 
would have reduced his/her first provisional tax payment by the employees' tax deducted up to 
30 June 2017. In addition, he/she would have reduced his/her second provisional tax payment 
by both the first provisional tax payment and the employees' tax deducted during the year of 
assessment ended on 31 December 2017. The individual would have reduced his/her third 
provisional tax payment by both the first and second provisional tax payments and the em-
ployees' tax deducted during the year of assessment ended on 31 December 2017. 

 

EXAMPLE 2 

 
The following information is provided with regard to Lovebird (Pty) Ltd's most recent tax assess-
ments: 
 
 2016 tax assessment issued on 21 September 2017, with a taxable income of R200 000  
 
 2015 tax assessment issued on 2 February 2016, with a taxable income of R160 000  

 
 the actual taxable income for the 2018 year of assessment was calculated to be R300 000 on 

30 June 2018 
 
The first, second and third provisional tax payments should be calculated for the 2018 year of 
assessment, which ends on 31 March 2018. 
 

SOLUTION: EXAMPLE 2 

  
The provisional tax payments would be calculated as follows: 
 

2018 first provisional tax payment         

         R         

Basic amount - taxable income as per 2015 assessment Note 1 160 000  (1) 
Plus: (8% x R160 000 x 3 years)   Note 2   38 400  (1) 

      198 400    
         
Normal tax payable (R198 400 x 28%)     55 552  (1) 

For six months (R55 552 x 50%)     27 776  (1) 

The first provisional payment for 2018 is payable six months before the last day of the year of 
assessment, therefore on 30 September 2017. 

         

2018 second provisional tax payment       R         
          
The lower of the basic amount or an estimate of taxable income 
can be used:        

- Basic amount - taxable income as per 2016 assessment Note 3 200 000  (1) 
- Estimate for 2018 - not available  
  (at 31 March 2018), therefore use basic amount      

Plus: (8% x R200 000 x 2 years)  Note 3    32 000 (1) 

    232 000  
Normal tax payable (R232 000 x 28%)     64 960  (1) 

Less: First provisional payment     (27 776) (1) 

Second provisional payment due to SARS     37 184    
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The second provisional payment is due on the last day of the year of assessment, ending  
31 March 2018 

          

2018 third provisional tax payment – due on 30 September 2018   

       R         

Actual taxable income for 2018     300 000  (1) 

     

Normal tax payable (R300 000 x 28%)     84 000  (1) 

Less: First provisional tax payment     (27 776) (1) 

Less: Second provisional tax payment     (37 184) (1) 

Amount due to SARS     19 040    

 
Notes: 

 
1. The taxable income assessed in the 2015 assessment is used as the basic amount because the 

2016 assessment, even though it had been assessed on 21 September 2017 (i.e. before the 
first provisional payment was due), was received within 14 days before the provisional payment 
is to be made (i.e. 30 September 2017). 
 

2. The 2015 assessment is more than 18 months before the payment is due (i.e. from  
31 March 2015 to 30 September 2017).  Therefore, the basic amount according to that assess-
ment must be increased by 8% for each year, therefore 24%.  

 
 
  
 
 

 
 
 
 
 

31/03/2015      31/03/2016      21/09/2017     30/09/2017      31/03/2018 
2015 tax      2016 tax       2016 tax        (1st payment)      year-end 
assessment      assessment      assessment         (2nd payment) 
R160 000      R200 000       date 
(year-end)      (year-end) 
 
 
                                      < 14 days 
 

  >18 months 
 
 
 
3. The basic amount for the 2018 second provisional payment must be adjusted by 8%, as the 

2016 assessment is more than 18 months before the payment is due (i.e. 31 March 2016 to  
31 March 2018).  Therefore, the basic amount according to that assessment must be increased 
by 8% for each year, that is, 16%). 
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31/03/2015    31/03/2016      31/03/2017     30/09/2017      31/03/2018 
2015 tax    2016 tax      Year end      (1st payment)      Year end 
assessment    assessment             (2nd payment) 
R160 000    R200 000 
(year-end)    (year-end) 
 
 
      

   >18 months 
 
 
 

9.3 DONATIONS TAX No prescribed text 

 
9.3.1  Introduction 
 
Donations tax is payable by residents only on the value of property disposed of by means of a 
donation (whether directly or indirectly). It serves as an anti-avoidance provision by imposing tax on 
persons who may want to donate their assets to avoid either income tax on income derived from 
those assets or estate duty when such donated assets are excluded from their estates.  
 
Donations tax is also payable on the value of property deemed to have been disposed of by means 
of a donation. Where any property has been disposed of for a consideration that, in the opinion of 
the Commissioner, is not adequate, such a disposal will be deemed a donation. The value of such 
property will be reduced by the considerations paid. For example, if Mr A sells property to Mr B for 
a consideration of R1 000 000 when the market value of such property is R1 500 000 at the date of 
disposal, the disposal would be deemed to have been made by means of a donation for the purposes 
of donations tax with a value of R500 000 (R1 500 000 – R1 000 000). 
 
The donor is liable to pay donations tax by the end of the month following the month in which the 
donation was made. If the donor fails to pay the donations tax within this prescribed period, both the 
donor and the donee will be jointly and severally liable for the tax. 
 
Donations tax is levied at a rate of 20% of the value of the property donated. 
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The following decision tree provides guidance for simplifying understanding of donations 
tax: 
 
 
 
 
 
 
 
 
 
 
 
 
Is the donation or deemed donation specifically exempt  No donations tax is payable 
from donations tax as per section 56 of the Income Tax Act 
No. 58 of 1962? 

 
 
 
 
 
 
Follow the following steps in calculating  No donations tax is payable 
donations tax: 
 
1.  Identify donations in chronological order. 
2.  Determine the value of each donation. 
3.  Apply the general exemption. 
4.  Multiply the remaining value by 20%. 

 
9.3.2  Exempt donations 
 
The following donations are specifically exempt from donations tax in terms of section 56 of the Act: 
 
 donations to a spouse 

 under a duly registered ante nuptial or postnuptial contract or under a notarial contract 
entered into as contemplated in section 21 of the Matrimonial Property Act 88 of 1984 
(s 56(1)(a)) 

 provided that the parties are not separated under a judicial order or notarial deed of 
separation (s 56(1)(b)) 
 

 a donation in contemplation of death (a donatio mortis causa) 
 

 a donation where the donee will not obtain any benefit from the donation until the death of the 
donor 

 
 a donation that is cancelled within six months from the date at which it has taken effect 

 
 a donation made by or to any traditional council or traditional community or any tribe as defined 

in section 1 of the Act as referred to in section 10(1)(t)(vii) 
  

YES NO 

NO YES 

Has there been a disposal of 
property under a donation OR a 
deemed donation of property? 
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 a donation of any right in property situated outside South Africa, which was acquired by the 
donor 

 before he/she became a resident of South Africa for the first time; or  

 by inheritance from a person who at the date of his/her death was not ordinarily resident in 
South Africa; or  

 by a donation, if at the date of the donation the original donor was a person other than a 
company not ordinarily resident in South Africa; or  

 from funds derived by him/her from the disposal of any property referred to in the first three 
items listed above; or  

 from funds derived by him/her from the disposal of or from revenue from replacement 
properties, where the donor disposed of the property referred to in the first three items above 
and replaced it successively with other properties (all situated outside South Africa and 
acquired by him/her from funds derived by him/her from the disposal of any of the properties 
referred to in the first three items above) 
 

 donations made by or to any person referred to in section 10(1)(a), (cA), (cE), (cN), (cO), (d) or 
(e), that is, the government of the Republic of South Africa in the national, provincial or local 
sphere; political parties; public benefit organisations; etc  
 

 a voluntary award that is required to be included in the gross income of the recipient or donee 
in terms of one of the following paragraphs of the definition of "gross income" in section 1: 

 paragraph (c) (certain amounts derived for services rendered), or  

 paragraph (d) (certain amounts derived on, amongst others, the termination of services), or  

 paragraph (i) (taxable fringe benefits) 
 

 a voluntary award that is required to be included in the income of the donee in terms of sections 
8A, 8B or 8C 
 

 distributions by a trust to the beneficiaries of the trust (excluding donations by a donor to a trust) 
 
 a donation of a right (other than a fiduciary, usufructuary or other similar interest) for use or 

occupation of farming property to the donor’s child for no consideration or for an inadequate 
consideration 

 
 a donation made by a company regarded as a public company for tax purposes in terms of 

section 38 
 
 a donation of the full ownership in immovable property to a beneficiary who is entitled to a grant 

or services in terms of an approved project under the Land Reform Programme 
 
 donations between companies, where the donor and the donee form part of the same group of 

companies (as defined in section 1 of the Act) and the donee company is a resident 
 
 any bona fide contribution to the maintenance of any person, provided that the Commissioner 

considers it reasonable, for example, payment of school fees of a child by a parent 
 

9.3.3 Donations by spouses married in community of property 
 
When a spouse makes a donation out of the joint estate, each spouse is deemed to have made 50% 
of the donation.  In other words, if a husband makes a R100 000 donation out of the joint estate, he 
and his wife are each deemed to have donated R50 000.  When a spouse makes a donation out of 
property that is excluded from the joint estate, it will be regarded as having been made solely by that 
spouse. 
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9.3.4 Donations by companies on behalf of shareholders 
 
When a company, at the instruction of its shareholder, makes a donation, the shareholder is deemed 
to have made the donation in his/her personal capacity.  The company would be deemed to have 
declared a dividend of the value of the donation.  Therefore, the transaction would trigger both 
dividends tax and donations tax. 
 
9.3.5 Calculation of donations tax 
 
The following is an expansion of the steps noted in the decision diagram above on how to calculate 
donations tax. 
 
Step 1 
 
After we have identified all the donations and deemed donations that are not specifically exempt 
from donations tax, we list such donations in chronological order.  This is important in order to apply 
the general exemption (to be discussed in step 3) according to the order in which the donations were 
made. 
 
Step 2 
 
The next step is to determine the value of the property donated that was not specifically exempt. 
The value of such donated property will depend on the type of property donated.  The following are 
the types of properties and their values as identified in the Act: 
 
Property other than limited interests or annuities 

 
The value to be attached to any property donated, other than limited interests, is the fair market 
value at the date at which the donation takes effect. Immovable property, on which bona fide farming 
activities are carried out, are valued at the fair market value, reduced by 30%. 

 
Annuity 

 
The value of a donation of a right to an annuity is determined by capitalising the value of the annuity 
at the rate of 12% over the period that is the least of  

 the life expectancy of the donor 

 the life expectancy of the donee 

 the period of enjoyment of the right (if fixed) 
 

For this module, you do not need to know how to calculate the value of an annuity for donations tax. 
Such values will be provided in an examination. 

 
Fiduciary, usufructuary or other similar interests 

 
A fiduciary interest is a limited interest in property that is owned by the fiduciary, usually in terms of 
a will or trust deed, according to which the fiduciary is entitled to the fruits of the property during 
his/her lifetime, but the fiduciary may normally not dispose of the property. A usufructuary interest 
(usufruct) in property is also a limited interest, where full ownership of property consists of two parts: 
 
Usufruct: This is use of the fruit or income from the property.  The holder of this limited interest 
cannot dispose of the property. 

 



 62 
 

Bare dominium: This is ownership of property, without the benefit of the use of the fruit or income 
from that property. The holder of this limited interest can only sell the property subject to the usufruct, 
which belongs to someone else. The value of a fiduciary, usufructuary or other similar interest in 
property is determined by capitalising the annual value of the right to enjoyment of the property at 
12% over a period that is the least of 

 

 the life expectancy of the donor 

 the life expectancy of the donee 

 the period of enjoyment of the right (if fixed) 
 

The value of the bare dominium donated is determined by subtracting the value of a usufruct from 
the fair market value of the property in which such limited interest is donated. For example, R 
donates property, subject to the usufruct of X, to K, and the fair market value of such property is 
R1 000 000 and the value of the usufruct interest is R780 000. The value of the bare dominium will 
be calculated as follows: 

 
Value of full ownership of property   R1 000 000 
Less: Value of X’s usufructuary   (R   780 000) 
Value of donation      R   220 000 

 
For this module, you do not need to know how to calculate the value of fiduciary, usufructuary and 
other similar interests where donations tax is concerned. Such values will be provided in an 
examination.  
 
Step 3 
 
Once we have determined the total value of properties donated by a taxpayer, we deduct from this 
value the general exemption allowed.  This exemption will be applied according to the order in which 
the donations were made.  The exemption allowed depends on whether the donor is a natural person 
or not. 
 
General exemption for a donor other than a natural person 

 
If the donor is not a natural person, the general exemption is R10 000 of the sum of all casual gifts 
made by the donor during any year of assessment.  SARS regards gifts such as wedding gifts, 
birthday gifts and Christmas gifts as casual gifts.  When the period concerned exceeds or is less 
than 12 months – for example, when a company changes its financial year end – the amount of R10 
000 must be adjusted proportionately. 
 
General exemption for a donor who is a natural person 

 
If the donor is a natural person, the general exemption is R100 000 of the sum of all property donated 
during any year of assessment. The exemption does not apply to casual gifts only, but to all property 
donated by a natural person. This exemption is not decreased proportionately when the period of 
assessment is less than a full year.  

 
Step 4 
 
The final step is to calculate donations tax payable by applying 20% on the amount remaining after 
deducting the general exemption. 
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Work through the following:  

 
 

EXAMPLE 3 

 
KMB (Pty) Ltd is a company that manufactures office equipment. It commenced business on 
1 July 2014 and made the following donations for its year of assessment ending on 
31 December 2017:  

on 8 November 2017, a wedding gift with a fair market value of R11 850 to Mr Y, an employee 

on 13 August 2017, a sum of R 8 500 to Children of Fire, a public benefit organisation 

on 21 September 2017, R7 000 to the son of a shareholder at the instruction of the respective 
shareholder, to be used by him for school fees 

on 30 August 2017, property that is subject to a usufruct in favour of Ms F, an employee, to Ms E, 
the kitchen assistant (The value of the property donated amounted to R90 000 and the value of the 
usufruct amounted to R76 543.) 

Calculate the donations tax payable by KMB (Pty) Ltd during the 2017 year of assessment. 

Remember to use the decision tree demonstrated earlier to assist you in calculating donations tax 
payable. 

 SOLUTION:  EXAMPLE 3 

  
13 August 2017 – Children of Fire            R 
Donations to a public benefit organisation is exempt from donations tax.  
 
30 August 2017 – kitchen assistant 
Value of entire property         90 000 
Value of usufruct in favour of Ms F                (76 543) 

Value of a bare dominium         13 457 
 
21 September 2017 – donation at instruction of shareholder 
No donations tax consequence to KMB (Pty) Ltd; the donation deemed to   
be made by the shareholder. 
The shareholder will not be subject to donations tax, as the donation may  
be seen as a bona fide contribution to the maintenance of his son. 

 
8 November 2017 
Value of donation of wedding gift         11 850 

Total value of donations          25 307 
 
General exemption – This will be limited to R10 000 per annum only 
against a casual gift, as KMB (Pty) Ltd is not a natural person.  As a 
result, the exemption will be applied only against the donation made 
on 8 November 2017 only, even though such a donation ranked last during 
the year of assessment.          (10 000) 
 
Value of donations, subject to tax        15 307 
 
Donations tax at 20%                3 061   
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After making a donation, a taxpayer is required to complete form IT144 and submit 
it to SARS with payment within the prescribed period. After working through this 
learning unit, go to the SARS website and download this form to see if you will be 
able to complete it based on the knowledge that you have acquired.  
 
In addition, visit learning unit 9 on the myUnisa Discussion Forum and discuss 
any concepts that you do not understand.  If you do understand the concepts, then 
answer those students who have posted questions.  

 
 

POINTS TO PONDER 

 

 What were the reasons for implementing employees’ tax, provisional tax and 
donations tax? 

 Do you think these taxes are additional taxes over and above the normal tax lia-
bility in respect of taxable income? 

 Does donations tax in any way affect the section 18A deduction on donations by a taxpayer 
to public benefit organisations? 

 Why do you think non-residents are not liable to pay donations tax, even when donating 
assets within the Republic of South Africa? 

 
 

WRAP-UP 

 
In this learning unit, we briefly discussed the principles of employees’ tax.  This section is discussed 
in more detail in TAX3702.  For this module, you will only be required to know the basic principles 
of employees’ tax and you will not be expected to make a detailed calculation in this regard. 
 
In this learning unit, we also discussed who is liable for payment of provisional tax and donations 
tax, and we explained why these taxes should be paid and how they are calculated. 
 
You should now be able to answer the following questions:  
 

 What is employees’ tax? 

 Who is liable to pay employees’ tax? 

 What is provisional tax? 

 Who is liable to make provisional tax payments? 

 How are provisional tax payments computed? 

 What are the implications of underestimating or overestimating taxable income in determining 
provisional tax payments? 

 What triggers donations tax? 

 Who is liable to pay donations tax? 

 Which donations are specifically exempt from donations tax? 

 How is donations tax calculated? 
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ASSESSMENT CRITERIA 

 
You will be competent in the calculation of employees’ tax, provisional tax and donations tax when 
you are able to do the following: 
 

 Discuss and apply the principles of employees’ tax.  

 Determine whether a taxpayer qualifies as a "provisional taxpayer". 

 Calculate the estimate of taxable income for all provisional tax payments.  

 Calculate the provisional tax payable on the estimate of taxable income, using the correct tax 
rates and rebates applicable to the provisional taxpayer. 

 Determine and calculate all penalties and interest payable on late or incorrect payments of pro-
visional tax. 

 Identify when a disposal of property is a donation. 

 Identify situations in which certain transactions could be deemed donations. 

 Explain which donations are specifically exempt from donations tax. 

 Calculate the amount of the general annual exemption from donations tax available to a taxpayer, 
if any. 

 Calculate the donations tax payable on any donation at the applicable tax rate. 

 Identify the person liable for the payment of donations tax. 

 Indicate the period for which donations tax will be payable. 
 
 
 

Literature consulted 
 
7. Income Tax Act No. 58 of 1962 

 
8. www.sars.gov.za  
 
9. A Student's Approach to Income Tax (Business Income) (2017) 
 

  

http://www.sars.gov.zaa/
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INTRODUCTION 

 
Trusts are established as a method of tax and estate planning.  Assets are sold or transferred to the 
trust to be managed by a trustee for the benefit of the beneficiaries. 
 
Trusts have also been used to limit a taxpayer's tax liability.  For this reason, certain provisions in 
the Act have been created to ensure that tax avoidance does not occur.  
 
These tax avoidance provisions are also applicable in situations other than trusts and must always 
be kept in mind when preparing a tax computation. 
 
In this learning unit we discuss the mechanisms of trusts and you are shown how to calculate a 
taxpayer's tax liability from trust income received or accrued to him or her. 

 

LEARNING OUTCOMES 

 
After completing this learning unit, you must be able to 

 

 calculate the taxable income of a trust 
 calculate the taxable income of beneficiaries of a trust 
 discuss and correctly apply the section 7 rules 
 

 

PRESCRIBED MATERIAL FOR THIS LEARNING UNIT 

 
Study chapter 11 in the prescribed textbook. 
 
 

SECTIONS OF THE PRESCRIBED TEXTBOOK THAT CAN BE IGNORED 

 
The whole of chapter 11 is important and you may not ignore ANY sections of this chapter in the 
prescribed textbook 
 
 

CONTENT OF LEARNING UNIT 

 

10.1 THE NATURE OF A TRUST Textbook sections: 11.1 and 11.2 

 
For tax purposes, a trust is a separate legal person.  The difference between a trust and a company 
is that a trust can distribute profits to a beneficiary resulting in the beneficiary and not the trust paying 
tax on those profits.  If a company distributes profits to shareholders it must still pay the tax on the 
profit; the dividends are after-tax profit.  A trust is a very tax-efficient vehicle as you will see in this 
learning unit. 
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Read sections 11.1 and 11.2 in the prescribed textbook. 

 

 

 
Work through example 11.1 in the prescribed textbook. 

 
 

 

Note how the growth in the value of an asset can be "fixed" through the use of a 
trust.  The value of the asset (loan) remains the same in the hands of the donor, 
while the increase in market value of the asset (flat) occurs in the trust. 

 
 

10.2  RATE AT WHICH A TRUST IS TAXED Textbook sections: 11.3 

 
Trusts (excluding special trusts) are taxed at a flat rate of 45%. 
 

 

 
Work through example 11.2 in the prescribed textbook. 

 

You should now be able to complete the following matrix.  Indicate who will qualify 
for which rebate: 
 

 Trust Beneficiary or donor 
(natural persons) 

Primary rebate   

Secondary rebate   

Interest exemption   
 

 

 

Read section 11.3.2 in the prescribed textbook (This will not be tested in this 
module) 

 
 

10.3  PERSON LIABLE FOR TAX ON   
         INCOME OF TRUST 

Textbook sections: 11.4 

 
When a trust receives income, the income might be retained in the trust or it might be distributed to 
a beneficiary. Usually the income is taxable in the hands of the party where it finally ends up, but 
there are specific sections in the Act that stipulate that this income may sometimes be deemed 
taxable in another person’s hands. 
 
Sections 7(1) to 7(8) and 25B are therefore very important and should be thoroughly understood in 
order to determine in whose hands any income received into the trust will be taxed. 
 

 

 
Work through examples 11.4 and 11.5 in the prescribed textbook. 



 70 
 

 

Any reference in these sections to a donation to a minor child also includes a 
donation made to a trust from which the minor child will receive income from. 

 
 

10.4  VESTED RIGHTS TO INCOME  
         (section 7(1) and 25(B)) 

Textbook sections: 11.5 

 
If a taxpayer has a vested right to income, he will be taxed on this income, whether it is paid out to 
him or not. 
 

 

A vested right is an unconditional right to an asset or the income produced by an 
asset held in a trust.  Where a beneficiary does not have a vested right to income 
held in a trust, his right to any income which is distributed to him becomes vested. 

 

10.5  TRANSACTIONS BETWEEN SPOUSES  
          (section 7(2)) 

Textbook sections: 11.6 

 
You must be able to recognise when income received by one spouse is deemed to be that of the 
other spouse. 
 

 

 
Work through examples 11.6 and 11.7 in the prescribed textbook. 

 

The only difference between the two examples is that in example 11.7 the property 
is donated to a trust rather than to Sue, as in example 11.6.  Sue has a vested right 
to the income in both examples, but section 7(2) overrides section 7(1).  Therefore, 
Harry is taxed on the income from the property, as the donation was mainly done for 
the purpose of avoiding tax. 

 

10.6  TRANSACTIONS BETWEEN PARENTS 
          AND CHILDREN (section 7(3)) 

Textbook sections: 11.7 

 
This section is based on the following basic scheme of tax avoidance: 
 
A parent would decrease the amount of tax he had to pay by creating a trust and naming his minor 
children beneficiaries of the trust.  The parent would then transfer income-producing assets to the 
trust.  The income would be distributed to the minor children who would pay tax at a lower rate than 
the parent because the minor children have a lower taxable income than the parent.  Section 7(3) 
ensures that the income is taxed in the parent's hands. 
 
This section is applicable to the donation of an asset to a minor child by his parent and NOT to 
donations made by any other relative such as grandparents, uncles and aunts, or other persons, to 
a minor child. 
 

 

 
Work through examples 11.8 in the prescribed textbook. 
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Always look at the age of the child and the child’s marital status.  Even if the child 
is under the age of 18 years but is or has been married, the child will no longer be 
seen as a minor and then this section is NOT applicable. 

 

 

10.7  CROSS DONATIONS  
 (section 7(4)) 

Textbook sections: 11.8 

 
This section closed a loophole in the Act.  If a parent wanted to avoid being taxed on the income 
from a donation to his minor child (section 7(3)), a cross-donation offered a possible loophole.   
 
Example: Mr A would try to side-step section 7(3) by making a donation to Mr B with the provision 

that Mr A's minor child would receive a donation from Mr B in return.  The provisions of 
section 7(4) have the effect that Mr A is now taxed on the income from the donation 
received by his minor child from Mr B.  Note that Mr B does not have to be a relative of 
the minor child and the value of the cross donations do not have to be equal. 

 
 

10.8  DONATIONS LINKED TO A  
         CONDITION (section 7(5)) 

Textbook sections: 11.9 

 

Income arising from a donation which has a condition linked to it would, for as long as the condition 
remains unmet, be taxed in the hands of the donor.  The person who created the condition (if he is 
not the donor) and the beneficiary to whom the condition applies are NOT taxed on this income. 
 

 

 
Work through examples 11.9 in the prescribed textbook. 

 

Section 7(5) also applies when the beneficiary does not have a vested right to this 
income and the income is retained in the trust. 
 
Note that section 7(1) overrides section 7(5).  If the beneficiary has a vested right 
to income, even if it is retained in the trust, or if the right is vested because of the 
income being distributed to the beneficiary, the beneficiary and NOT the donor will 
be taxed on the income as a result. 
 

 

10.9  DONATIONS WHERE CONTROL  
         IS RETAINED (section 7(6)) 

Textbook sections: 11.10 

 

This section is based on the following basic scheme of tax avoidance: 
 
A donor includes a provision in the trust deed stating that the donor has the power to revoke the 
beneficiary's right to income or to confer the right on another person.  By doing this the donor could 
determine each year which member of his family or which of his friends had the lowest tax rate and 
could then name that person as a beneficiary.  In this way the donor could decrease his tax liability.  
The beneficiary would then quietly return the after-tax income to the donor. 
 
Control is retained if the donor has the power to revoke the right to income and/or transfer the right 
to income to another person.  Then section 7(6) have the effect and the donor will be taxed on this 
income. 
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Work through examples 11.10 in the prescribed textbook. 

  

10.10  DONATION OF INCOME  
           (section 7(7)) 

Textbook sections: 11.11 

 

 

 
Work through examples 11.11 in the prescribed textbook. 

 

The donor is taxed on investment income if he cedes it to someone else but retains 
ownership in the underlying property, or if he gives the underlying property to some-
one else (including a trust) but retains the right to regain the property in the future.  
Therefore even if the income is distributed to the beneficiary or is retained in the 
trust, the donor will be taxed on the income.  

 

 

10.11  DONATIONS BETWEEN RESI- 
           DENT AND NON-RESIDENT  
           (section 7(8)) 

Textbook sections: 11.12 

 

 

 
Work through examples 11.12 in the prescribed textbook. 

 

A resident who donates an asset which produces income for a non-resident or to a 
trust whose beneficiary is a non-resident will be taxed on the income produced, 
whether it is distributed to the non-resident or retained in the trust.   

 

 

10.12  LOANS BETWEEN TRUSTS  
           AND CONNECTED PERSONS  
           (section 7C) 

Textbook sections: 11.13 

 

The provisions contained in section 7C is effective from 1 March 2017, that is, for years of assess-
ment ending on 28 February 2018. 
 
A low-interest or an interest-free loan that is provided to a trust can have the following consequen-
ces: 
 
  It can trigger the application of section 7 due to the fact that the interest-saving by the trust is 

regarded as a ‘donation, settlement or other disposition’ for purposes of section 7 
  It could also trigger the application of section 7C and a deemed donation in the hands of the 

natural person if the loan is provided to a trust by a connected person. 
 

 

 
Work through examples 11.13 and 11.14 in the prescribed textbook. 
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10.13  MISCELLANEOUS PROVISIONS Textbook sections: 11.14 

 
 

 

Study section 11.14.1 of the prescribed textbook (general remarks amount section 
7). 
 
 

 

Read section 11.14.2 of the prescribed textbook  
 

 

 

 
Work through examples 11.15 and 11.16 in the prescribed textbook. 

  

10.14  THE NATURE OF INCOME  
            FROM A TRUST 

Textbook sections: 11.15 

 
Income received by a trust retains its nature when distributed out of the trust.  But it should be noted 
that dividend income distributed from a trust in the form of an annuity loses its exempt status. 
 

 

 
  Read section 11.15 to 11.16 in the prescribed textbook  
 

 

 

 
  Work through examples 11.17, 11.18 and 11.19 in the prescribed textbook. 

 

Note that the loss that cannot be used in year one is carried forward to year two 
where it is firstly applied to the trust and then the balance can be used for the 
beneficiary.  Prepare a diagram to indicate how the loss will flow between the 
trust and the beneficiary for two years. 

 
 

10.15  SUMMARY OF INCOME TAX  
           CONSEQUENCES OF TRUSTS 

Textbook sections: 11.18 

 
This section provides you with a summary of how to apply the different rules that relate to the taxation 
of a trust and the beneficiaries of a trust. 
 

 

 
  Work through examples 11.20, 11.21 and 11.22 in the prescribed textbook. 

 

The steps outlined in this section should be used every time a trust question 
needs to be answered.  
 
You will NOT be required to compile the distribution table in the exams.  It will 
be supplied. 
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Remember the trust should only be taxed on the income if the donor is deceased 
and no one has a vested right to this income.  You can ignore non-resident trusts 
for this module. 

 

Summarise the main steps that you should follow when calculating the tax liability of a 
trust and/or its beneficiaries 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

10.16  CAPITAL GAINS TAX  
           IMPLICATIONS OF TRUST 

Textbook sections: 11.19 

 
For capital gains tax, there are similar provisions to those that apply to normal income tax income. 
 
 

 

Study section 11.19.1 and 11.19.2 in the prescribed textbook  
 

 

 

Section 11.19.3 and 11.19.4 in the prescribed textbook  
 

 

 

 
Work through examples 11.23 in the prescribed textbook. 

 

SUMMARY 

 
It is important to always begin by determining whether the beneficiary has a vested right to the 
income.  If he does, consider whether any of the section 7 provisions (except s7(5)) is applicable.  
Sections 7(2), (3), (4), (6), (7) and (8) override a vested right.  If none of the sections is applicable 
THEN the beneficiary is taxed on the income distributed or retained in the trust to which he has a 
vested right. 
 
Where low-interest or an interest-free loan is provided by connected persons of a trust, the provi-
sions of section 7C needs to be considered. 
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Work through question 11.1 to 11.2 in the prescribed textbook (Examination 
preparation). 

 

While studying these questions did you note the following: 

 You are not required to know the reference to the sections in the Act.  
They are included in the solution for purposes of easier referencing. 

 As stated earlier in the study unit, you will not be required to create the 
distribution table which shows how the income should be distributed. 

 Remember that a natural person is entitled to an interest exemption if 
they have earned interest for the year.  This exemption is equal to the 
interest received and accrued, up to the following maxima:  
- under 65 years = R23 800 
- 65 years and over = R34 500 

 Remember that dividends distributed in the form of an annuity lose their 
exemption and will therefore be taxable. 

 
 

POINTS TO PONDER 

 

 Why can a trust distribute the income directly to its beneficiaries without pay-
ing any tax? 

      Why don’t more people make use of trusts? 
 
 

 

WRAP-UP 

 
This study unit deals with the taxation of income retained in a trust and distributed by a trust.  It is 
essential that you have a thorough understanding of the section 7 anti-avoidance provisions when 
determining the tax liability for trusts, donors and beneficiaries of a trust.  
 
It is important always to begin by determining whether the beneficiary has a vested right to the 
income.  If he does, consider whether any of the section 7 provisions (except s7(5)) is applicable.  
Sections 7(2), (3), (4), (6), (7) and (8) override a vested right.  If none of the sections is applicable 
THEN the beneficiary is taxed on the income distributed or retained in the trust to which he has a 
vested right. 
 
Where low-interest or an interest-free loan is provided by connected persons of a trust, the provi-
sions of section 7C needs to be considered. 
 
Capital gains tax must not be forgotten when the trust disposes of an asset.  It is important to know 
who should be taxed on the capital profit since the trust is not automatically taxed on the capital 
profit arising from the disposal.   
 
Having completed this study unit, you should be able to discuss or describe the following concepts 
which were covered in the study material: 
 

 nature of a trust 

 rates at which trust are taxed 

 persons liable for tax 

 vested rights to income 
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 transactions between spouses 

 transactions between parents and children 

 cross donations 

 donations linked to a condition 

 donations where control is retained 

 donations of income 

 donation between resident and non-resident 

 Loans between trusts and connected persons 

 meaning of “donation, settlement or other disposition” 

 meaning of by reason of or in consequence of 

 meaning of income 

 limitation of amounts deemed to be income 

 nature of income from a trust 

 capital gains tax consequences of a trust 

 attribution rules 
 
 

 
 

Literature consulted 
 
1. Income Tax Act No. 58 of 1962 

 
2. www.sars.gov.za  
 
3. A Student's Approach to Income Tax (Business Income) (2017) 
  

http://www.sars.gov.zaa/
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INTRODUCTION 

 
In this learning unit we study the taxation of partnerships and you will be enabled to calculate a 
partner’s tax liability for a year of assessment.  Although a partnership is not a tax entity as such, 
the individual partners will be taxed on their share of partnership profits, and it is important to under-
stand the mechanisms involved in determining the taxable profit derived from the partnership and 
for each partner. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Work through the following: 
 
 

EXAMPLE 1 (Baseline assessment) 

 
The Income Tax Act does not recognise a partnership as a taxpayer.  Each partner is 
taxed on his share of the partnership profits.  This implies that the normal rules that apply 
to an individual also apply to each partner.  
 
Required 
 
Answer the following questions relating to the calculation of a partner’s taxable income: 

1. How much interest received by a natural person will be exempt from tax? 
2. Will drawings taken by a partner be taxable? 
3. How will the tax liability of a partner be calculated? 

SOLUTION TO EXAMPLE 1 

 
1. The pro-rata portion of the interest earned on the business’s bank account together with other 

interest received by the taxpayer will qualify for the R23 800 (persons over the age of 65 years 
will qualify for the R34 500) annual interest exemption. 

 
2. Drawings from the partnership will not be taxed as each partner’s portion of the profit before 

drawings is added to his or her taxable income at the end of the year. 
 
3. The normal taxable income is calculated by adding the portion of the profit from the partnership 

to income from other sources, and then the tax is calculated by using the Tax Table and 
thereafter the rebates are deducted. 

 

LEARNING OUTCOMES 

 
After completing this learning unit, you must be able to 
 

 identify and apply the tax implications that are unique to partners 
 calculate the taxable income of a partnership as well as for an individual partner 
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PRESCRIBED STUDY MATERIAL FOR THIS LEARNING UNIT 

 
Study chapter 7 in the prescribed textbook. 
 
 

SECTIONS OF THE PRESCRIBED TEXTBOOK THAT CAN BE IGNORED 

 
The entire chapter 7 is important and you may not ignore ANY sections of this chapter in the pre-
scribed textbook. 
 
 

CONTENT OF LEARNING UNIT 

 

11.1 TAX IDENTITY OF A PARTNERSHIP Textbook sections: 7.1 and 7.2 

 
A partnership is a legal relationship arising from an agreement between no fewer than two and not 
more than twenty people.  A partner will be assessed individually on his share of the partnership 
profits or losses.  In other words, the partnership is not assessed as a taxpayer. 
 

 

Read section 7.1 and 7.2 in the prescribed textbook. 

 

 

It is important to note that even though a partnership is not a separate entity for 
income tax purposes, it will be a vendor for value-added tax (VAT) purposes and 
must register as a vendor for VAT (refer to learning unit 1) 

 

 

11.2 STRUCTURE FOR THE BASIC 
CALCULATION OF THE TAXABLE 
INCOME OF A PARTNER 

Textbook sections: 7.3 and 7.3.1 

 
The taxable income of the partnership is calculated first.  Each partner's share of the partnership 
profit or loss is then determined and used in the calculation of each partner's personal taxable 
income. 
 

 

 
Study sections 7.3 and 7.3.1 in the prescribed textbook  

 
 

 

If you have to apply a specific limitation that is linked to a person, for example 
donations made, that expense must be deducted for each partner separately.  If 
there is no limit on the deduction, for example wear and tear, it can be deducted 
under the partnership.   
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11.3 CALCULATION OF THE TAXABLE 
INCOME OF A PARTNERSHIP  

Textbook sections: 7.4  

 
The partner portion of the partnership’s profit or loss must be added to other income he might 
receive, for example a salary received or rental income.  The tax liability for the year is calculated 
on the total income for the year using the tax table and deducting the rebates the taxpayer qualifies 
for. 
 
Remember that partnerships may elect to be subject to turnover tax (refer to learning unit 2), provi-
ded that all partners are natural persons, a partner is not involved in more than one partnership 
during the year of assessment or qualifying turnover does not exceed R1 000 000. 
 
You must also bear in mind that when salaries and interest are paid to partners, these amounts will 
be deducted in the calculation of the partnership’s profit and, when the taxable income of each 
partner is calculated, it will be included in their respective taxable incomes.  However, drawings 
received by the partners can be compared to an advance or loan received, and will therefore not be 
deducted as an expense in the calculation of the partnership’s profit. 
 

 

 
Work through examples 7.1 to 7.7 in the prescribed textbook. 

 

Remember, a taxpayer over the age of 65 years at the end of the tax year qua-
lifies for a primary and a secondary rebate.   

 
 

11.4 CALCULATION OF THE TAXABLE 
INCOME OF PARTNERS  

Textbook sections: 7.5 to 7.7 

 
Interest received by the partnership is not taken into account in the tax calculation of the partnership, 
but is added to each partner's income according to the profit-sharing ratio, in order to make use of 
the interest exemption. 
 

 

 
Study sections 7.5 to 7.7 in the prescribed textbook  
 
 

 

 
Work through examples 7.8 to 7.16 in the prescribed textbook. 

 

It is important to remember that the deductions that have been discussed above 
must be deducted in the order that they have been discussed, that is 

• all deductions in terms of section 11(a), general deductions and other allow-
ances 

• contributions to retirement funds (current and arrears)  

• donations to public-benefit organisations  
•  medical expenses  

 
Deductions in the partner's personal tax calculations must be calculated and disclosed in this order 
to ensure that the limitations on deductions are calculated and treated correctly. 
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11.5  LIMITED PARTNERSHIPS Textbook sections: 7.8 

 
A limited partner's liability towards creditors is limited to his contributions to the partnership.  In terms 
of the Act, any allowance or deduction claimed by this partner is limited to the amount for which he 
or she is or may be liable to creditors, plus any income received by him or her or accrued to him or 
her from the partnership. 
 

 
 

 
Work through examples 7.17 in the prescribed textbook. 

SUMMARY 

 
The profit of a partnership must be divided between the partners based on each one’s share of the 
profit.  The profit must be added to other income received and the limitations for deductions applied 
to the total income received.  The tax liability for each partner must be calculated separately using 
the taxable table and the rebates the person qualifies for. 
 

 

 
Work through questions 7.1 to 7.3 in the prescribed textbook (Examination 
preparation). 

 

Did you notice the following while going through the questions: 
 
 Certain transactions where partners are involved result in other trans-

actions, for example retirement annuity fund contributions paid on behalf 
of the partner.  Firstly, the amount paid is deducted in the partnership 
calculation, the reason for this being that it is part of the partnership 
agreement and is therefore deductible for the partnership.  This amount 
must now be included in the individual partner’s hands, as it is a benefit 
he is receiving from the partnership.  The amount can now qualify as a 
deduction in the partner’s hands subject to the normal limitations 
applicable to individuals. (Question 7.1) 

 
 Although the question deals with partnerships, the majority of marks for 

this question are allocated to the content that you studied in the study 
units dealing with deductions, capital allowances and capital gains tax. 
(Question 7.2) 

 
 

POINTS TO PONDER 

 
 

 Why is a partnership not taxed as a separate legal entity? 

 Why can limited partners only claim a limited amount as a loss? 
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WRAP-UP 

 
You will know you have mastered this learning unit if you are able to answer the following critical 
questions: 
  

 What is the tax status of a partnership? 

 How is the taxable income of a partnership calculated? 

 How is the taxable income of a partner calculated? 

 Is there any difference between the taxation of an “ordinary” partner and a “limited” partner? 
 

 
 
Literature consulted 
 
1. Income Tax Act No. 58 of 1962 

 
2. www.sars.gov.za  
 
3. A Student's Approach to Income Tax (Business Income) (2017) 
 
 
 

 

http://www.sars.gov.zaa/
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SOLUTIONS TO SELF-ASSESSMENT QUESTIONS IN LEARNING UNIT 7 

 
SOLUTION 7.1  (12 marks,  22 minutes) 
 

Adjusted proceeds  R        

Cost  95 000   
 

(1) 

Less: Section 11(e) capital allowance – (R95 000 / 5 yrs x 6/12)   (9 500)  (2) 

Tax value  85 500    

     

Selling price  200 000   (1) 

Less: Tax value   (85 500)  (1) 

Recoupment  114 500    

   

Limited to previous allowances – therefore, recoupment: 9 500   (1) 

   

Proceeds  200 000    

Less: Recoupment   (9 500)   

Adjusted proceeds  190 500   (1) 

    

Base cost    

Cost  95 000   (1) 

Less: Capital allowances   (9 500)  (1) 

Base cost  85 500    

     

Capital gain    

Proceeds (adjusted)  190 500    

Less: Base cost   (85 500)   

Capital gain 105 000   (1) 

 

Taxable capital gain    

Aggregate capital gain  105 000   

Less: Capital loss brought forward  (45 000) (1) 

Net capital gain  60 000    

Taxable capital gain at 80%   48 000   
 

(1) 

      
12  
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QUESTION 7.2  (10 marks,  18 minutes) 
 

Calculate the valuation date value (VDV):    

Cost before 1/10/2001 = R750 000 (R5 000 000 x 5% x 17 = 
R4 250 000) Cost – Allowances = Tax value = R750 000.    

Cost after 1/10/2001 = R10 000    

Total costs = R750 000 + R10 000 = R760 000.   (1) 
    
Adjusted proceeds (given) = R750 000 
 

   

   
As the adjusted proceeds (R750 000) < the total costs (R760 000), paragraph 27  
applies. (1) 

   

The market value was determined:    

Costs before 1 October 2001 ≥ Proceeds (R750 000 ≥ R750 000) (1) 

Costs before 1 October 2001 > Market value (R750 000 > R700 000) (1) 
 
The VDV is the greater of  (1) 

 - market value: R700 000   (1) 

 - adjusted proceeds less paragraph 20 costs on or after 1 October 2001:  
 (R750 000 – R10 000) = R740 000  (2) 

     

Thus, the highest = R740 000 = VDV.    

    

Base cost  R  

VDV  740 000 (1) 

Plus: Costs incurred after 1 October 2001  10 000 (1) 

Base cost  750 000  

   
        
10    
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SOLUTION 7.3  (17 marks,  31 minutes) 
 

2017 year of assessment     

Income tax calculation: determination of recoupment   
     

Tax value  R         

Cost  
                          

1 500 000     

Less: Allowances   (1 200 000)   

 2002 – 2016 (given)   (1 125 000)   (1) 

 2017 (R1 500 000 x 5%)   (75 000)   (1) 

Tax value at date of sale  
                         

300 000    (1) 

     
Recoupment     

Proceeds – indemnity payment 
                          

2 200 000    (1) 

Less: Tax value   (300 000)   (1) 

Recoupment  
                          

1  900 000     

     

Limited to previous allowances – thus, the recoupment =  1 200 000   (1) 

Proceeds calculation     

Proceeds – indemnity payment 
                          

2 200 000     
Less: Recoupment   (1 200 000)    

Adjusted proceeds  
                          

1 000 000    (1) 

     

Base cost calculation     
 
Calculate the valuation date value (VDV)    
     
As the adjusted proceeds (R1 000 000) > the total calculated costs (R300 000),  
paragraph 26 applies.  (1) 
The VDV is the greatest of the 
following three:     (1) 

-  the market value: R850 000     (1) 
-  20% of proceeds less paragraph 20 expenditure on or after 1 October 2001:  
   (20% x R1 000 000 – R0) = R200 000 (2) 
-  time apportionment base cost: R980 000     (1) 

Thus, the time apportionment base cost is the highest.      

   
Base cost = VDV + Costs after 1 October 2001 = R980 000 + R0 
= R980 000   
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SOLUTION 7.3  (continued) 

 
Calculate the capital gain  R         

Proceeds (adjusted)  
                          

1 000 000     

Less: Base cost   (980 000)    

Capital gain  
                                

20 000    (1) 

     

Capital gain deferred – thus, taxable capital gain = R0  (1) 
     

2018 year of assessment     

     

Proportion of the capital gain taken into account for 2018   

R20 000 x 5% (capital allowance for replacement building) 1 000    (1) 

     

Taxable capital gain to be included in taxable income for 2018      

R1 000 x 80%    
                                  

800    (1) 
 
 

      
17  
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SOLUTION 7.4  (13 marks,  23 minutes) 

  R  

Calculation of tax value    

Cost  80 000   

Less: Allowances – R80 000 x 5% x 18 years (72 000) (2) 

Tax value  8 000  (1) 

    

Calculation of recoupment    

Selling price  90 000  (1) 

Less: Tax value  (8 000) (1) 

Recoupment  82 000   

    

Limited to allowances previously claimed 72 000  (1) 

    

Adjusted proceeds    

    

Selling price  90 000   

Less: Recoupment  (72 000)  

Adjusted proceeds  18 000  (1) 

    

Valuation date value (VDV)    

    

Expenditure before 1/10/2001, as calculated 8 000   

Expenditure after 1/10/2001  15 000   

Total expenditure  23 000  (1) 

    

As the proceeds (R18 000) < total expenditure (R23 000), paragraph 27 applies. (1) 

    

Market value not determined    

VDV = Time apportionment base cost =   51 000  (1) 

    

Base cost    

    

VDV  51 000   

Plus: Cost after 1/10/2001  15 000  (1) 

Base cost  66 000   

    

Calculation of capital gain/loss    

    

Proceeds  18 000   

Less: Base cost  (66 000)  

Capital loss  (48 000) (1) 

Assessed capital loss  (2 000) (1) 

Net capital loss  (50 000) 
 

     
15 
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SOLUTION 7.5  (21 marks,  38 minutes) 
 
PART A 
 
(i) Calculation of the proceeds and base cost of Manuals Ltd for the year of assessment ending 

30 June 2017 
                 R                 
Sale of building 
 
Calculation of tax value 
 
Cost                 2 500 000   
Less: Allowances for 2001 – 2017 (R2 500 000 x 5% x 17 years)   (2 125 000) (2) 
Tax value                 375 000  (1) 
 
Calculation of recoupment/section (11(o)) scrapping allowance 
 
No recoupment, as selling price < tax value.      (1) 
No scrapping allowance is allowed in respect of buildings.      
 
Calculation of proceeds 
 
As there is no recoupment, no adjustment needs to be made to the selling  
price – thus, proceeds =          300 000  (1) 
 
Calculation of base cost 
 

 All expenditure is incurred before 1/10/2001 as follows: 
                     

 Cost              2 500 000   
 Less: Allowances           (2 125 000)  
       Cost for CGT purposes             375 000         (1) 
 

  Calculate the valuation date value (VDV) 
 
 Proceeds (R300 000) < expenditure (R375 000) – therefore, apply paragraph 27 (1) 

 - The market value is determined and 
 - expenditure before valuation date (R375 000) > proceeds (R300 000),   (1) 
  but expenditure before valuation date (R375 000) < market value (R3 000 000)  (1) 

   
 Then the VDV of that asset must be the lower of                                                                     (1) 
      -    market value – R3 000 000        (1) 
  -    time apportionment base cost – R1 250 000     (1) 
 
 Calculate the base cost 
 Base cost = VDV + Cost after 1/10/2001     
 Base cost = R1 250 000 + R0      
      = R1 250 000           
 
Sale of shares        
 
Proceeds (R500 x 1 000 shares) 500 000  (1) 
Base cost (R400 x 1 000 shares) 400 000 (1) 

14  
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SOLUTION 7.5  (continued) 
 
(ii)  Calculation of taxable capital gain Manufacturing                                  R             
               Building               Shares                          
      R                          R                              
Proceeds    300 000               500 000                         
Less: Base cost   (1 250 000)            (400 000)                        
 
Capital gain/(loss)                                                   (950 000)              100 000   (2) 
 
Capital gain    100 000     
Less: Capital loss   (950 000)  
 
Aggregate capital loss carried forward to the following year (850 000) (1) 
 
Taxable capital gain (to be included in taxable income)      Nil      (1) 

     
 4  

 
PART B 
 
Calculation of the taxable capital gain or loss of Manuals Ltd for the year of assessment ending 
30 June 2018 
      R              
 
Capital gain    1 500 000   (1) 
Less: Assessed capital loss brought forward from 2017   (850 000) (1) 
 
Net capital gain       650 000  
 
Taxable capital gain included in taxable income (R650 000 x 80%)      520 000   (1) 

     
 3  
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SOLUTION 7.6  (10 marks,  18 minutes) 
 
 R       R       

Taxable income  350 000   

Machine Z – cost 525 000   (1) 

Plus: Installation cost 18 500   (1) 

Total cost: Machine Z 543 500      

Capital allowance on machine Z (40% x R543 500)   (217 400) (1) 

Recoupment on machine A (40% x R25 000)  10 000  (1) 

Less: Scrapping allowance on machine P    (9 500)   (1) 

Subtotal  133 100   

CGT calculation    

Capital gain on machine A (40% x R150 000) 60 000   (1) 

Less: Capital loss on machine B (20 000)    (1) 

Aggregate capital gain 40 000    

Less: Assessed capital loss from 2017 (27 000)  (1) 

Net capital gain 13 000    

Plus: Taxable capital gain (80% x R13 000)  10 400  (1) 

Taxable income for 2018  143 500   

Calculated tax liability for 2018 at 28% (R143 500 x 28%)   40 180  (1) 

        
10 
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SOLUTION 7.7  (40 marks, 72 minutes) 
 

Taxable income of Betty B for the year of assessment ending 31 December 2017 
 

 

  R        R      

Taxable income given   2 356 000   

     

Dividends received     

Local dividends – exempt income 
Foreign dividends – taxable    

0  
45 000  

(1) 
(1) 

Dividends paid – not an expense   0  (1) 

     

Insurance     

Current year: R245 000/12 months x 5 (1 Aug 2017 to 31 Dec 2017) (102 083) (1) 

Prepaid: > 6 months and > R100 000 – thus, not deductible 0  (1) 

     

Fixed assets     

     

Machine Forex     

Cost price (€100 000 (euros) x R9,20) 920 000  (1) 

Plus: Freight and insurance costs  23 000  (1) 

  943 000   

     

Section 12C allowance (R943 000 x 40%)  (377 200) (1) 

     

Unrealised foreign exchange difference loss     

€100 000 (euros) x (R9,20 – R10,50)  (130 000) (2) 

     

Portable generator     

Cost price: section 11(e) based on value – thus use market value 95 000   (1) 

Less: Section 11(e) allowance (R95 000 / 5 yrs x 6/12) (9 500) (9 500) (2) 

Tax value  85 500    

     

Selling price/proceeds  200 000    

Less: Tax value  (85 500)   

Recoupment  114 500   (1) 

Limited to previous allowances – thus, recoupment: 9 500   (1) 

Replace asset in the following year (Paragraph 66 is not elected and   

therefore, recoupment is taxed in full).  9 500  (1) 

     

Machine Hotex2     

     

Cost price  1 000 000    

Plus: Installation  50 000   (1) 

  1 050 000    

Section 12C allowance (R1 050 000 x 20%)  (210 000) (1) 
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SOLUTION 7.7  (continued) 
 

Machine Hotex1  R       R        

     

Tax value given  340 000    

Less: Capital allowance for 2017 (R850 000 x 20%) (170 000) (170 000) (1) 

Tax value  170 000    

     

Proceeds – insurance pay-out      (R285 000 x 100/114) 250 000   (1) 

Less: Tax value  (170 000)   

Recoupment   80 000   (1) 

     

Deferral of recoupment – paragraph 65     (R80 000 x 20%)  16 000  16 000  (1) 

(the same as capital allowance for Hotex2)    

     

Trademark renewal (deductible) – section 11(gB)  (75 000) (1) 

     

Design purchased – section 11(gC)     (R120 000 x 10%)  (12 000) (1) 

     

Research and development     

- Salaries – section 11D R451 440 x 150%  (677 160) (1) 

- Machine – section 11D  R108 000 x 50%  (54 000) (1) 

     

Advertising costs – revenue in nature (deductible) 
 

(450 000) (1) 

     

Disposal of East London factory    

Related to the following year of assessment – no CGT in current year 0  (1) 

     

Taxable capital gain calculation      

Adjusted proceeds     

Cost price  95 000    (1) 

Less: Capital allowance – (R95 000 / 5 yrs x 6/12)   (9 500)   (2) 

Tax value  85 500     

      

Selling price  200 000    (1) 

Less: Tax value   (85 500)   (1) 

Recoupment  114 500     

    

Limited to previous allowances  9 500    (1) 

    

Proceeds  200 000     

Less: Recoupment   (9 500)    

Adjusted proceeds  190 500   
 (1) 
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SOLUTION 7.7  (continued) 
 

Base cost     

         R   R        

Cost     95 000    (1) 

Less: Wear-and-tear allowances     (9 500)   (1) 

Base cost     85 500     

      

Capital gain     

Proceeds (adjusted)     190 500    

Less: Base cost     (85 500)    

Capital gain    105 000   (1) 

 

Hotex1    

Proceeds 250 000   
 
 

Less: Recoupment (80 000)  (1) 

Adjusted proceeds 
 

170 000    
 

 

Base cost    

Cost 850 000   

 
 

Less: Allowances ((R850 000 - R340 000) + R170 000) (680 000)  (1) 

Tax value 
 

170 000    
 

 

Capital gain    

Proceeds (adjusted) 
               

170 000   
 

(1) 

Less: Base cost (170 000)  (1) 

 

 
-          

 

 

Net capital gain    

Aggregate capital gain 
               

105 000   
 
 

Less: Capital loss brought forward (45 000)  (1) 

Net capital gain 
 

     60 000    
 

 

Taxable capital gain (R60 000 x 80%)  48 000  (1) 

    

Taxable income  207 557  
 

     
40 
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SOLUTIONS TO SELF-ASSESSMENT QUESTIONS IN LEARNING UNIT 8 

 
SOLUTION 8.1  (23 marks, 41 minutes) 

R                       R                   

Taxable income – given  1 820 545    

Opening stock – raw material   (430 575) (1) 

Closing stock – raw material            670 980 (1) 
    
Patent (R18 000 x 5%)                 (900) (1) 

Trademark renewal  (8 200) (1) 

    

Operating research expenses (R220 000 x 150%)  (330 000) (1) 

Salaries – research staff (R160 000 x 150%)  (240 000) (1) 

    

Salaries – administrative staff  (80 000) (1) 

Research machine – section 11D (R150 000 x 50%)      (75 000) (1) 
 
Factory X – section 13(1) building allowance   
(R1 000 000 x 5%)  (50 000) (1) 

    
Machine Z – section 12E allowance  
(R159 600 x 100/114 x 100%) – entity is a SBC   (140 000)  (2) 

    

Computer (R31 200 x 30%) –   (9 360) (1) 

 (50% was deducted in prior period)    

Motorcycle: Cost 32 000    

Less: Section12E allowance – 2018 (R32 000 x 50%) (16 000)    (16 000) (1) 

Tax value 16 000    

Proceeds – scrapped 0    

Scrapping allowance (16 000) (16 000) (1) 

    

Learnership agreement – commencement    

 - Not disabled [R20 000 x 6/12]  (10 000) (1) 

 - Disabled [R50 000 x 6/12]  (25 000) (2) 

    

Insurance – current year (s 11(a)) (R150 000 x 3/12)  (37 500) (1) 
Prepaid insurance (R150 000 x 9/12 = R112 500  > than 
R100 000 and > than 6 months; thus, no deduction)  Nil       (1) 
    

Taxable income before donation  1 022 990   
    

Less:  Donation to UNISA (education)    

(R1 022 990 x 10% = R102 299, limited to actual)  (6 000) (2) 
    
 
Taxable income  1 016 990  

 
 

 
Tax liability 189 855      (2)  
(R59 098 + (28% x (R1 016 990 - R550 000)))          

23    
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SOLUTION 8.2  (22 marks, 40 minutes) 
R                      R                   

Net profit – given  4 970 000  

    

Plus: Depreciation (Note)  25 000  (1) 

Less: Insurance payment received  (230 000) (1) 

Less: Dividends received  (500 200) (1) 

No adjustment, as local dividends received are exempt  -       (1) 

    

Machine A    

1/6/2016: Cost price  200 000    

Less: Wear and tear     

 - 2017: R200 000 x 20% (40 000)  (1) 

 - 2018: R200 000 x 20%  (40 000) (40 000) (1) 

Tax value 120 000    

Insurance indemnity (230 000)   

Recoupment (110 000)  (1) 

Limited to previous allowances         80 000  (1) 

    

Machine B    

1/2/2018: Cost price (€90 000 x R13,90) 1 251 000   (1) 

Section 12C allowance (R1 251 000 x 40%)  (500 400) (1) 

Foreign exchange loss (€90 000 x (R13,90 - R15,40)  (135 000) (2) 

    

Leasehold improvement    

Plus: Accounting leasehold improvement     480 000  (1) 

Leasehold improvement (R450 000/9yrs 8 months x 2/12) (7 759) (3) 

(or (R450 000/9,67 x 2/12) or (R450 000/116 months x 2 months))   

Section 13 building allowance: ((R480 000 - R450 000) x 5%) (1 500) (2) 

    

Capital gain on machine A    

Proceeds (R230 000 - R80 000) 150 000   (1) 

Less: Base cost (R200 000 - R80 000) (120 000)  (1) 

Capital gain      30 000    

    

Taxable capital gain on machine A (R30 000 x 80%) 24 000  (1) 

    

Taxable income  4 164 141   

    

Tax liability at 28%  1 165 959  (1) 

        
22    

 
Note: The accounting entries will not always be provided in a question. You should be able to deter-
mine by yourself what the accounting entries would have been based on the information provided 
(using your accounting knowledge). 
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SOLUTION 8.3  (13 marks, 23 minutes) 
 
Red Combo  
The dividend of R210 000 (15 000 x R14) paid to Red Combo (Pty) Ltd is not subject to dividends 
tax (exempt from dividends tax), (1) as the beneficial owner of the dividend is a company that is a 
resident of South Africa (s 64F(1)(a)). (1) Therefore, the amount paid to Red Combo will be 
R210 000 (R14 x 15 000). (1) 
 
The One Scheme 
The dividend of R490 000 paid to The One Scheme is not subject to dividends tax (exempt from 
dividends tax), (1) as the beneficial owner of the dividend is a pension fund (s 64F(1)(f)). (1) There-
fore, the amount paid to The One Scheme will be R490 000 (R14 x 35 000). (1) 
 
Abroad Co 
The dividend of R420 000 paid to Abroad Co is subject to 5% dividends tax in terms of the DTA 
between South Africa and the UK. (1)  
 
                 R 
Dividends declared (R14 x 30 000) (1)      420 000  
 
Dividends tax (R420 000 x 5%) (1)        21 000 
 
Amount paid to shareholder (1) (R420 000 – R21 000)    399 000 
 
Natural persons 
The dividends of R280 000 paid to the remaining shareholders, who are natural persons and resi-
dents of the Republic, are subject to dividends tax. 
                 R 
Dividends declared (R14 x 20 000) (1)      280 000  
 
Dividends tax (R280 000 x 20%) (1)        56 000 
 
Amount paid to shareholder (1) (R280 000 – R56 000)    224 000 

     
13 

 
Note: Device & Co Ltd is obliged to withhold the amount of dividends tax from the amounts payable 
to its shareholders and to pay the amount withheld to SARS. Device & Co Ltd will therefore pay 
R399 000 (R420 000 (dividend) – R21 000 (dividends tax)) to Abroad Co and R224 000 (R280 000 
(dividend) – R56 000 (dividends tax) to its shareholders who are natural persons. 
 
 
 
 
 
 
 
 
 
 
UNISA 
CC/(as) 
TAX3701_2018_TL_103_3_E.docx 


