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Please note: 
 
Owing to Unisa‟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 2014/2015 Income Tax Act had 
not yet been promulgated and this means that this tutorial letter has been based on a draft Income 
Tax Act as of 30 September 2014.  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 
through an announcement on myUnisa.   
 
In addition, as a result of the Act not being promulgated, the textbook was not finalised and therefore 
some of the paragraph references in this tutorial letter may be incorrect.  When the textbook is fina-
lised 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 state that we want to offer you the 
latest study material.  Unfortunately, the combination of having to have this tutorial letter available for 
you on registration and the fact that the South African Parliament was very late in promulgating the 
Income Tax Act has resulted in this unfortunate situation.  We would like to emphasise that at under-
graduate level this should not impact negatively on your taxation studies or on the content presented to 
you. 

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 in the end.  Please read 
through this introduction very carefully – it could save you valuable time and help to avoid 
unnecessary queries.  
 

2. PURPOSE OF THIS MODULE 

 
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) so that you can determine the 
income tax and VAT principles, which relate to business entities.  This module is presented on 
level 6 of the NQF. 
 
 
3. LEARNING OUTCOMES OF THIS MODULE 
 
The specific outcomes for the module are addressed in each of the study units. 
 
 
4. THE STRUCTURE OF THIS STUDY GUIDE 
 
This study guide is what we call a “wraparound” guide, which means that we make use of a 
prescribed textbook to which the study guide serves as a key.  Remember that the textbook is 
used by many other universities and therefore may contain topics, which are NOT relevant to 
your studies.  It is therefore very important that you 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 study units that take a specific amount of time 
to master.  Therefore, we have divided the syllabus into study 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 acts are the 
Income Tax Act and the Value-added Tax (VAT) Act. 
 

 Secondly, court cases assist us in interpreting the provisions of the acts.  This means that 
you will be exposed to case law. 
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 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 gene-
ral binding rulings, which govern the application of tax legislation. 
 

 Lastly, the way in which you answer income tax and VAT questions, whether in a nume-
rical format or in a discussion, is important.  In respect of the numerical questions, it is 
assumed that you have a fundamental accounting and mathematical knowledge, while 
communication skills are assumed in respect of the discussion-type questions. 

 
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 module 
 
 We suggest that you set specific times aside for study.  Depending on how many modules 

you are attempting, 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 exams. 

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

work through on each date.  Remember that you need to be flexible as some study units 
may take longer than others to work through. 
 

 We suggest that you approach each study unit as follows: 
 

 Take the study guide and see which chapter in the prescribed textbook is dealt with in 
the study unit that you plan to study; then read the applicable portions (as per the study 
guide) of the chapter.  By “read”, we mean just read, 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 section. 
 

 Now take the study guide, follow the specific instructions in it and work through the 
study 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 to keep focu-
sed if you write as well as read.  

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

answer, as this helps you to ascertain what you have understood.  Remember to take 
short breaks from time to time. 

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

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

 
 Once you have attempted 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 learn-
ing process.  Return to the relevant section of the chapter and restudy the topic to help 
you understand where you went wrong.  
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 If you do not understand why your solution is wrong or why the solution in the prescri-
bed 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 on the myUnisa Schedule will tell you 

when you must do the assignments. 
 

 After studying the whole syllabus, you should put aside two hours and answer the exami-
nation paper in tutorial letter 201 (Assignment 03).  It is important that you do the assign-
ment under exam conditions to determine your weak areas.  As soon as you determined 
which topics require more time, you can compile your review program. 
 

 
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 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 through a section of work so that you are aware 
that it exists and 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 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 us 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. 
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● E-tivity 
These are electronic activities.  These activities are not compulsory, but will 
assist you to reinforce the topic that you are busy with. 
  

● 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 you are busy with. 

 
 

● 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 you are busy with.  

 
 
6. PRESCRIBED LITERATURE 
 
The following textbook is prescribed for this module: 
 
 A Student’s approach to Income Tax: Business Activities: 2015.  Venter et al. 
 
This textbook is hereafter referred to as the prescribed textbook in the study guide.  All para-
graph 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, please 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 is merely for students that require additional material or want to do additional 
research in 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 is 
posted on the SARS website, as is other interesting information.  You can find the site at 
www.sars.gov.za. 
 

 

Go to the SARS website and subscribe to the SARS updates. 
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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 
 

Please 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. 
 
 
9. CONTACT WITH LECTURERS AND OTHER STUDENTS 
 
You are welcome to contact any of your lecturers in connection with 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 forum, 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. 
 
Please 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: 

 
TAX3701-15-S1@unisa.ac.za  for Semester 1  
TAX3701-15-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 may be contacted 
between 08:00 and 16:00 from Monday to Friday.   
  
Module cell phone number:  079 365 1124 
Hunting line for lecturers:   012 429 4133 
 
  

mailto:TAX3701-15-S1@unisa.ac.za
mailto:TAX3701-15-S2@unisa.ac.za
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10. STUDY PROGRAMME 
 
Semester 1 – week 1 commences on the first Monday in January; and Semester 2 – week 1 
commences the first Monday in July. 
 

Week Study unit 
Suggested 

hours 

1 
Read Tutorial Letter 101 
Introduction to Tutorial Letter 102 
Study unit 1:  Value-Added Tax 

2 
1 
6 

2 
Study unit 1:  Value-Added Tax 
Study unit 2:  Turnover Tax 

6 
3 

3 
Study unit 3:  Income of a Business Entity 
Study unit 4:  General deduction Formula 
Assignment 1 (Tutorial Letter 101) 

4 
3 
2 

4 Study unit 5:  Special deductions 9 

5 Study unit 5:  Special deductions 9 

6 
Study unit 6:  Capital allowances and 
   recoupment  

9 

7 
Study unit 6:  Capital allowances and 
   recoupment  

9 

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

 
6 
3 

9 Study unit 7:  CGT 9 

10 Study unit 7:  CGT 9 

11 Study unit 7:  CGT 9 

12 
Study unit 8:  Taxation of companies and 
   close corporations 

9 

13 
Study unit 8:  Taxation of companies and close  
   Corporations 

9 

14 
Study unit 9:  Employees tax and provisional 
   Tax 

9 

15 
Revision 
Assignment 3 (Tutorial Letter 201) 

6 
3 

 

 

11. CONCLUSION 
 
We wish you every success with 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 textbook, and if you work through all the examples, you 
will be successful in this module. 
  

This 
tutorial 
letter 

Tutorial 
letter 
103/3 
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STUDY UNIT 1 
 

 
 

 
 
INTRODUCTION 
LEARNING OUTCOMES 
PRESCRIBED STUDY MATERIAL FOR THIS 
STUDY UNIT 
SECTIONS OF THE TEXTBOOK THAT CAN BE 
IGNORED 
 
CONTENT OF STUDY UNIT 
 
1.1 Background 
1.2 The accounting basis 
1.3 Tax periods, returns, penalties and refunds 
1.4 Output VAT 

1.4.1 Supply of goods and services in the 
course of an enterprise 

1.4.2 Importation of goods and services 
1.4.3 Zero-rated supplies 
1.4.4 Exempt supplies 
1.4.5 Deemed supplies 
1.4.6 Non-supplies and no apportionment 

1.5 Time of supply 
1.6 Value of supply 
1.7 Input tax 

1.7.1 Documentation 
1.7.2 The determination of input VAT 
1.7.3 Input VAT denied 

 1.7.4 Deemed input 
1.8 Special rules 
1.9 Adjustments 
1.10 Tax rulings 
1.11 Tax avoidance and unprofessional conduct 
1.12 The influence of VAT on Income tax 

calculations 
1.13 Summary 
 
WRAP UP 
SELF-ASSESSMENT QUESTIONS 
ASSESSMENT CRITERIA 

  

Study Unit 

1 
 

 

 

 

 

            

 

 

 

 

 

 

 

Value-Added 
Tax (VAT) 
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INTRODUCTION 

 
Generally, tax can be classified into two groups, namely direct taxes and indirect taxes. Indirect 
taxes are taxes that are included in the price you pay for goods or services.  Value-Added Tax 
(VAT) is an example of an indirect tax. 
 
In this unit, the calculations relating to Value-Added Tax (VAT) will be investigated.  The Value-
Added Tax Act 89 of 1991 contains the details of how VAT works and how it should be applied. 
VAT is a separate tax from income tax and has its own rules, based mainly on how and when a 
good or service is supplied.  The current VAT rate is 14%. 
 
It is important to understand how to calculate the VAT amount (that is, the portion of the trans-
action value accounted for by Value-Added Tax).  The VAT amount is calculated by multiplying 
the amount of the transaction by the tax fraction.  The tax fraction is discussed below.  When 
calculating the VAT on a transaction it is important to establish which amount has been provi-
ded: it could be the amount before VAT is added (the exclusive selling price) or the amount after 
VAT has been added (the inclusive selling price).  The following basic structure can be used to 
calculate the different amounts: 
 
Selling price excluding VAT   R100 
Add: VAT at 14%     R  14 
Selling price including VAT    R114 
 
This framework can be used to calculate any amount, for example if the selling price (including 
VAT) is R228, the VAT and the selling price excluding VAT can be calculated as follows: 
 
Value (selling price excluding VAT)  R100   R200 (R228 / 114 x 100) 
Add: VAT at 14%     R  14   R  28 (R228 / 114 x 14) 
Consideration (selling price including VAT) R114   R228  
 

 

When an amount includes VAT (i.e. inclusive amount), the tax fraction will be: 
14/114 (as shown in the example above:  
R228 x 14/114 = R28) 
 
When an amount excludes VAT (i.e. exclusive amount), then the tax fraction will 
be: 14/100 or 14% (as shown in the example above:  
R200 x 14/100 = R28) 
 

VAT is a tax that is levied at every stage of the production process, therefore every time a VAT 
vendor (an entity that is registered for VAT purposes) sells goods or services, VAT must be 
levied (this is called output tax).  The VAT vendor buying the goods or services will be allowed 
to claim back the VAT paid (this is called input tax). 
 

 

 
Goods and services sold → OUTPUT TAX 
 
Goods and services bought → INPUT TAX 
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Let us look at the practical example of a business entity (a registered VAT vendor) that manu-
factures and sells wooden tables.  The selling price of a table is R2 000, but the entity must add 
the VAT amount (R2 000 x 14%= R280) to the selling price to calculate the consideration that 
the customer must pay, therefore R2 280.  Although the entity received R2 280, it must pay the 
VAT (output tax) of R280 to SARS and account for income of only R2 000 in its income state-
ment, which will also form part of the entity‟s gross income for income tax purposes.  
 
Assume the customer that bought the table and paid R2 280 for it is also a registered VAT 
vendor and a furniture dealer.  The customer can claim the VAT amount (input tax) of R280 
back from SARS and thus have an expense of only R2 000 in its income statement, which will 
be deductible for income tax purposes. 
 
Do you see that each transaction has a VAT effect on the seller and the buyer?  When you do 
your calculations for a question regarding a business entity, you must consider each transaction 
to establish whether that entity needs to account for output tax (selling) or input tax (buying). 

 

 

 
Work through the following: 
 

EXAMPLE 1 

 
Information: 
 
You are investigating a business supply chain for mince used in a local pie shop. 
You have identified the following activities that take place: 

 Eric, a farmer, produces cattle that he sells to the Witbank Abattoir for 
R16 000.  

 The abattoir slaughters the cattle and sells the meat for R20 000 to a local 
butcher. 

 The butcher makes mince from the meat and sells it to the local pie shop for 
R28 000. 

 The pie shop makes pies from the meat, sells them to the public and receives 
R40 000 from the cash sales.  

 
Required:  
 
Calculate the input and output tax for each stage of the process. All amounts 
exclude VAT. 
 
1. Eric 
2. Abattoir 
3. Butcher 
4. Pie shop  
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SOLUTION EXAMPLE 1 

 
Eric:   Output tax:    R16 000 x 14% =    R2 240 
 
Abattoir:  Output tax:    R20 000 x 14% =    R2 800 
   Less: Input tax:  R16 000 x 14% =   (R2 240) 
   Amount to be paid to SARS      R   560 
 
Butcher:   Output tax:    R28 000 x 14% =    R3 920 
   Less: Input tax:  R20 000 x 14% =   (R2 800) 
   Amount to be paid to SARS     R1 120 
 
Pie shop:  Output tax:    R40 000 / 114 x 14 =   R4 912 
   Less:  Input tax:   R28 000 x 14% =   (R3 920) 
   Amount to be paid to SARS     R   992 
 
 

LEARNING OUTCOMES 

 
After you have completed this study unit, you should be able to:  
 

 discuss the workings of the value-added tax system in South Africa 
 classify goods and services as standard-rated, zero-rated or exempt supplies  
 discuss the application of different VAT rules in different situations 
 calculate the VAT payable by or refundable to a vendor in a practical situation 
 discuss and apply the impact of VAT on business income tax calculations 

 
 

PRESCRIBED STUDY MATERIAL FOR THIS STUDY UNIT 

 
Chapter 1 in the prescribed textbook – Value-Added Tax (VAT). 
 
 

SECTIONS OF THE TEXTBOOK THAT CAN BE IGNORED 

 
The following sections in the textbook can be ignored: 
 
 1.1  Introduction and chapter summary  
 1.2  VAT in perspective 

 1.10.1.2 Indirect exports (par (d)) 
 1.10.1.3 Goods delivered by a vendor to a foreign-going ship or aircraft 
 1.10.1.4 Goods supplied under a rental agreement 
 1.12.6 Deemed supply: Murabaha  
 1.12.7 Deemed supply: Diminishing musharaka  
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CONTENT OF STUDY UNIT 

 

1.1 BACKGROUND 
Textbook sections: 1.6.3, 1.6.3.1 and 
1.6.3.2 

 
An entity must register as a VAT vendor before VAT can be charged and/or claimed.  VAT 
vendors must charge VAT on all goods or services sold, unless these are zero-rated or VAT 
exempt.  Vendors can also claim back the VAT they pay if the goods or services that they 
acquire meet the input tax requirements.  The net amount of tax due must be paid at the end of 
each tax period to SARS. 
 
The Value-Added Tax Act 89 of 1991 (“the VAT Act”) provides for two types of supplies for VAT 
purposes, namely: 
 

 taxable supplies, which are comprised of: 
o standard rated supplies taxed at 14% 
o zero rated supplies taxed at 0% 

 

 exempt supplies, which are not subject to VAT. 
 
As per the VAT Act, registered VAT vendors must levy (charge) output tax on all their taxable 
supplies, i.e. on the value of goods and services they sell or provide.  Vendors are then 
allowed to claim the input tax they have paid on goods and/or services received from other 
VAT vendors. 
 
The following is a mind map – for VAT purposes – of the supply of goods and services: 
 
 

 
 
 

Supply of goods and services 

 

Exempt supplies 
 

 
No output 

tax charged 

 

Taxable supplies  

Standard 
rated 

supplies 
(14%) 

 

Zero-rated 
supplies 

(0%) 
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VAT is calculated in three phases: 
 

Output  
tax 

less 
Input 
tax 

add/less Adjustments equals 
VAT 

payable/ 
refundable 

(textbook 1.5 
to 1.16) 

 
(textbook 1.17 

and 1.20 to 1.22) 
 

(textbook 
1.25 to 1.30) 

 
Complete 

VAT201 return 

 
 

 

When total output tax payable is > total input tax claimable → VAT is payable to 
SARS by the vendor. 
When total input tax claimable is > total output tax payable → VAT is refundable to 
the vendor by SARS. 

 

 
Work through examples 1.6 and 1.7 in the prescribed textbook. 

 
 

1.2 THE ACCOUNTING BASIS Textbook section: 1.3.1 

 
The accounting basis, i.e. invoice basis or payments basis, will determine when VAT will be 
payable.  
 
In terms of the invoice basis, vendors must account for the full amount of VAT included in the 
price of goods or services supplied in the tax period in which the time of supply has occurred. 
This applies to the output tax liability on cash and credit sales as well as to the input tax that 
may be claimed on cash and credit purchases.  
 
According to the general time of supply rule for the invoice basis, a supply occurs at the 
earlier of the following events:  
 

 at the time that an invoice is issued; or  

 at the time that any payment is received by the supplier.  
 
All vendors must account for VAT on the invoice (or accrual) basis unless requirements for 
registering on the payments basis are met.  
 
In terms of the payment basis, VAT is accounted for when payments are made or received.  
The invoice date is irrelevant. 
 

 

 
Work through examples 1.1 to 1.3 in the prescribed textbook. 

 

 

Did you notice that, in example 1.1, VAT is accounted for on the earlier of invoice 
date or payment of consideration? 
 
Did you also notice that, in example 1.2, the payments basis is subject to very strict 
rules as to when it can be used?  This is to prevent misuse of the system.  
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In example 1.3, a person moves from the payments basis to the invoice basis.  A 
similar calculation can be done for a person who moves from the invoice basis to 
the payments basis.  The effect will simply be that the person will now have to pay 
the output tax on the date that payment is received from the debtor instead of 
having to pay it over on the invoice date. 

 
 

1.3 TAX PERIODS, RETURNS,          
PENALTIES AND REFUNDS  

Textbook sections: 1.3.2 to 1.3.5 

 
The VAT Act provides for different tax periods in order to accommodate different types of busi-
nesses.  For example, large businesses prepare monthly reports and can therefore submit 
VAT201 returns monthly.  Farmers, on the other hand, do not generally prepare monthly finan-
cial information about their businesses and they are accommodated by having to submit 
VAT201 returns only every six months.  
 
The VAT system is a self-assessment system.  This means that the vendor completes the VAT 
return (VAT201) and submits it to SARS. SARS accepts the document and assesses the vendor 
based on the information supplied. SARS does not request supporting documents, but will 
perform an audit from time to time to confirm that all the requirements have been met.  In order 
to ensure the proper working of the system there are various regulations dealing with how and 
when to submit documents.  
 

 

 
Work through example 1.4. in the prescribed textbook. 

 

 

You will note that if the input tax (i.e. VAT claimed on goods or services bought) 
exceeds the output tax (i.e. VAT paid on goods or services sold), SARS will refund 
the difference to the vendor. 

 
 

1.4 OUTPUT VAT Textbook sections: 1.4 and 1.5 

 
The first component of the VAT system is the output tax.  In this section, we look at the various 
aspects of output tax.  
 

Output  
tax 

less 
Input 
tax 

add/less Adjustments equals 
VAT 

payable/ 
refundable 

 
Requirements for levying output tax 
 
For the purposes of our initial discussion, we will assume that the person under discussion is a 
registered VAT vendor and must charge VAT on sales.  In order to know the amount of output 
tax that must be levied, it is important to know the types of supplies the vendor is providing.   
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The VAT Act provides for two types of supplies, namely: 
 

 taxable supplies, which include: 
o supplies at the standard rate (presently 14%), or 
o supplies at the zero rate (0%)  

 exempt supplies, i.e. supplies upon which no output VAT is chargeable. 
 
Always remember that the VAT system works with two persons (or entities): the person selling 
and the person buying.  If a person sells goods or services that are subject to the zero rate, the 
person who is buying the goods or services will also be subject to the zero rate.  The person 
buying the goods or services therefore cannot claim back input VAT at 14% as he/she actually 
paid 0%. 
 
Generally speaking, before output tax can be levied, all the following requirements must be met: 
 

• the supply of 
• goods or services in South Africa  
• by a vendor  
• in the course or furtherance of an enterprise carried on by him. 

 

 

 
Work through example 1.5 in the prescribed textbook. 

 

 

 Remember: 

 The Minister of Finance can change the rates applicable to standard-rated and 
zero-rated supplies at any stage. 

 Exempt supplies, however, can never be subject to VAT.  

 If the standard rate is changed (for example, from the current 14% to 16%) the 
tax fraction will change from 14/114 to 16/116. 

 

1.4.1 Supply of goods and services in the 
 course of an  enterprise 

Textbook sections: 1.6.1, 1.6.2 and 1.7 

 

 

Textbook section 1.6.3.3 

 
It is important to note that when a person no longer qualifies as a micro business (refer to 
chapter 8) because the qualifying turnover of that person exceeds R1 million for a year of 
assessment, compulsory deregistration as a micro business occurs.  Such deregistered micro 
business is then obliged to register as a VAT vendor.  

 
The term “supply” is widely defined in the Act to include transactions under any sale, rental 
agreement and instalment credit agreement.  It also includes all other forms of supply, whether 
voluntary, compulsory or by operation of law, irrespective of where the supply is effected, and 
includes any derivative of the term. 
 
The definition of “goods” includes corporeal movable things, fixed property, any real right and 
electricity. 
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The definition of “services” is very wide and the supply of services would typically include 
(without being limited to) the following:  
 

 royalties - granting the right to use intellectual property, i.e. patents, trademarks, know-
how and copyrights 

 sale of intellectual property 

 commercial services – by electricians, plumbers, builders 

 professional services – by doctors, accountants, lawyers 

 services rendered by advertising agencies 

 acceptance of a restraint, including agreeing not to act or to act in a particular way 

 acceptance of damages or compensation, including the cancellation of agreements 

 provision of facilities by clubs, churches, charities and other non-profit organisations. 
 
Please note that this does not mean that all of the above services are taxable supplies – merely 
that they will constitute services for the purposes of the VAT Act.  
 
The exclusion of “money” from the definitions of “goods” and “services” means that no VAT 
implications will arise in respect of its supply.  This is important because it means that, when 
goods are purchased from a vendor, the initial supply of the item will attract VAT whereas the 
subsequent payment for those goods will not. 
 

 

 
Work through example 1.8 in the prescribed textbook. 

 

1.4.2 Importation of goods and services Textbook sections: 1.8 and 1.9 

 
When vendor A buys goods from vendor B (and both vendors are registered in the Republic of 
South Africa), vendor A will pay the output VAT levied by vendor B on the purchase price. 
Where an individual imports products, the foreign seller will not charge any VAT.  However, the 
government levies VAT as if it were selling the goods to the person who has imported them.  
 
If, for example, a person buys goods from a South African vendor for R114 and pays the vendor 
the full R114, the vendor will have an income of R100 and will be required to pay the R14 VAT 
portion to SARS as output tax at the end of the VAT period.  The rule regarding the importation 
of goods aims to achieve the same thing.  An individual might buy goods from a foreign seller 
for R100 and, in such a case, the buyer would pay the seller R100.  The foreign seller would 
then have to declare the income of R100 to SARS, and the buyer would be required to pay the 
VAT of R14 directly to SARS on importation of the goods. 
 
Provided the goods are taxable supplies used in the course and furtherance of the buyer‟s 
enterprise, the buyer would in both cases be able to claim the VAT paid (R14) back from SARS 
and the seller would retain a R100 income. 
 
The Act contains specific rules for calculating the VAT that must be paid when goods are 
imported.  There is also a section setting out the method for dealing with services that are being 
imported. 
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Work through examples 1.9 to 1.11 in the prescribed textbook. 

 

 

Remember, the 10% customs duty value that is added to the calculation of the 
VAT on imported goods will never be paid over as it simply forms part of the 
method used to do the calculation.  Therefore, in example 1.9, the R120 000 will 
be paid to the seller, the R5 600 to the customs and excise section at SARS and 
the R19 264 to the VAT section at SARS. 

 

1.4.3 Output vat: zero-rated supplies 
Textbook sections: 1.10, 1.10.1.1, 1.10.3 
and 1.10.4 

 

 

Textbook section 1.10.2 

 
As discussed earlier, a supply will either be taxable (at a standard rate of 14% or at a zero rate 
of 0%) or will be VAT exempt.  A supply will, by default, attract VAT at 14% unless it is zero 
rated or exempt.  The VAT Act specifically lists supplies that are zero-rated and those that are 
exempt from VAT.  It is therefore very important to know exactly which supplies is zero rated or 
exempt as all other supplies will be taxable at a standard rate of 14%. 
 
VAT is charged on zero-rated supplies, even though the Minister has set the rate at 0%.  This is 
done for two main reasons:  
 

 Firstly, it determines whether VAT can be claimed back on goods or services purchased.  

 Secondly, it determines what percentage should be used when doing apportionments with 
regard to input tax.  

 
If a business sells goods or services that are classified as zero-rated supplies, that business will 
still be able to claim back all the input tax (at 14%) related to the goods or activities.  This is 
because zero-rated items are classed as taxable supplies. 
 
This section contains a couple of important aspects that you must make sure you under-
stand: 
 

 In the case of a direct export, VAT is charged at 0%.  In the case of an indirect export, VAT 
is charged at 14% and is then reclaimed when the goods leave the country.  Whether an 
export is direct or indirect is determined by where the risk of ownership of the goods being 
exported is transferred.  If ownership changes once the goods are outside of South Africa, 
the export is a direct export. If ownership changes in South Africa, the export is an indirect 
export (1.10.1.2).  
 

 Remember, the zero rating where a business is sold as a going-concern is applicable only if 
all the requirements laid down in the VAT Act are met. You must know what these require-
ments are.  “For example, if an exam question, in referring to a going-concern sale, says 
„some of the assets necessary for carrying on the enterprise are sold separately from the 
business‟ you should know immediately that the sale will not qualify for the zero rate be-
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cause of the requirement that all the assets must be sold.  In other words, the word „some‟ in 
the question is the clue telling you that the sale will not qualify for the zero rating.  (Note that 
this example is different to the one referred to in the textbook (1.10.3)).  

 

 One of the criteria for the sale of a business as a going concern is that both parties should 
be registered VAT vendors (section 11(1)(e)).  Where a person who is not a registered VAT 
vendor wishes to purchase an enterprise as a going concern, this is catered for by the pos-
sibility for voluntary registration.  Such a person may apply for registration provided that 
certain conditions are fulfilled: He or she must intend to purchase the enterprise as a going 
concern and to continue the trading activities of that enterprise as from a specified date.  In 
addition, the total value of taxable supplies made by the supplier of the going concern must 
have exceeded (or must reasonably be expected to exceed) R50 000 over a period of 12 
months.  Provided that these conditions are fulfilled, it is possible for both parties to be regis-
tered and for the enterprise to be supplied as a going concern (section 23(3)(c)). 
 

 It is important to note that if a going concern is supplied to a vendor at the zero rate, but the 
recipient will only use it partially (less than 50%) for purposes of making taxable supplies, an 
adjustment to the recipient‟s output tax must be made in terms of section 18A of the VAT 
Act.  (This is discussed in detail in chapter 1.29 of the prescribed textbook.  Also, see 
section 1.9 of this study unit.)  
 

 Where an enterprise is sold as a going concern, assets that are not related to going-concern 
activities can sometimes be sold together with the assets that do relate to going concern 
activities.  If the value of the taxable supplies concerned with the going concern activities 
totals more than 50% of the total supplies, the total selling price will be taxed at the zero rate 
(1.10.3.3). 

 

 

Note that certain basic foodstuffs are zero-rated, provided that they: 

 are not supplied for immediate consumption (for example, sandwiches and 
other take-away foods) OR 

 are not added to a standard-rated supply (for example, a gift hamper con-
taining a basket of fruit). 

  

 
Work through examples 1.12 and 1.16 to 1.18 in the prescribed textbook and 
make a list of all the zero-rated supplies for yourself. 

 

1.4.4   Output vat: exempt supplies Textbook section: 1.11 

  
If a business sells only goods or services that are classified as exempt supplies it is not permit-
ted to charge any output tax on goods or services supplied and will also not be able to claim 
back any of the input tax it has paid on purchases.  
 

 

Make a list for yourself of all the exempt supplies.  It is important to know these 
items, as your exam question may contain some of them and you will have to iden-
tify them.  
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This section contains several important aspects that you must ensure that you under-
stand: 
 

 Not all services provided by a financial institution are exempt from VAT.  You must be able 
to identify which are exempt and which are not.  If you refer to example 1.19 in the textbook, 
you will see that in some questions, we give you the expenses that were incurred and you 
have to decide if they were exempt or not (1.11.1). 

 

 When studying section 1.11.3 (dealing with accommodation) make sure that you know what 
the differences in respect of VAT are for the following: 

 
o residential accommodation 
o commercial accommodation less than 28 days 
o commercial accommodation more than 28 days 

 
Remember that in situations where a business has a taxable supply (commercial accommo-
dation) and an exempt supply (residential accommodation), the input tax that relates to 
both types of supplies must be apportioned (see section 1.17).  Note that the output tax is 
not apportioned – either the full VAT amount is charged (for taxable supplies) or no VAT is 
charged (exempt supply), unless an exception applies. 

 

 Note that the supply of public transport by road or rail is exempt from VAT if the transpor-
tation: 
 
o is between two places within the RSA 
o is of fare-paying passengers and their personal effects 
o is supplied in the course operations of a transport business, in a vehicle operated by the 

supplier of the transportation service or by a person acting as the supplier‟s agent.  
 

Note these descriptions of some of the terms used above: 
 
Fare-paying passengers  
Where the operator of the vehicle (in which passengers are transported) charges a conside-
ration for the service, the passengers will be regarded as fare paying.  
 
Operation of a transport business  
In order to qualify for the exemption, the supplier of the transport service must be the operator 
of the vehicle in which the passengers are transported.  The supplier need not necessarily be 
the owner of the vehicle or even the employer of the driver, but must be commercially respon-
sible for the transporting of the passengers.  
 
Where the supplier of the vehicle does not operate the vehicle himself, but rents or hires it to a 
third party who uses it for the transport of passengers, the exemption does not apply.  
 
Examples of exempt transport services:  
 

 passenger transport in South Africa by taxi, bus, or train for a consideration 

 ambulance services - transporting of patients in an ambulance for a consideration.  
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Examples of taxable transport services (not exempt):  
 

 passenger transport by air or sea 

 courier services and the transportation of parcels by road, rail or sea 

 game viewing excursions. 
 

 

 
Work through examples 1.19 to 1.23 in the prescribed textbook. 

 

 
When you are doing a question, remember to provide a reason, i.e. exempt supply, 
when an amount is Nil.  If you just give an answer of RNil you may lose marks.  
 

 

1.4.5  Output vat: deemed supplies 
Textbook sections: 1.12, 1.12.1,  
1.12.2, 1.12.3 and 1.12.4 

 

 

Textbook sections 1.12.5 and 1.12.8 

 
When a vendor sells goods to a person and that person takes ownership of the goods, a supply 
has taken place; the vendor has supplied the goods (or services) to his customer.  However, 
there are a number of situations in which it is not clear whether a supply has taken place or not. 
To prevent any dispute arising as to whether a supply has taken place, the Act includes specific 
things, which will always qualify as a supply.  
 
You will note that, for each of the situations in which the deemed supply takes place, the value 
that should be used and the time when the VAT must be recorded are given.  
 
To help you study this section, complete the following table: 
 

Deemed supply When will it apply Value of supply Time of supply 
Ceasing to be a vendor 
 

   

Indemnity payments 
 

   

Supplies to independent branches 
 

   

Fringe benefits 
 

   

Payments exceeding consideration 
 

   

 

 

 
Work through examples 1.24 to 1.33 and 1.36 in the prescribed textbook. 
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The four items listed below will make sense only if read in conjunction with the examples in the 
textbook. 
 
Ceasing to be a vendor - example 1.24 
 

 The value of the supply when a person ceases to be a vendor is effectively the open-market 
value for transactions with connected persons (1.12.1). 

 There is relief available to vendors who deregister because their turnover is less than 
R1 million (vendors who deregister because they intend to register as micro businesses) or 
less than R50 000 (vendors who deregister solely because their turnover is less than the 
prescribed threshold or voluntarily threshold) (1.12.1).  

 If a person who ceases to be a vendor disposes of any goods or rights after the cancellation 
of his registration (and thus after the deemed supply has been accounted for), that person 
will not be seen as carrying on an enterprise for VAT purposes and, therefore, no VAT will 
be due on the supply of the goods or rights.  

 The general rules for deregistration (for VAT purposes) will not apply where a person ceases 
to be a vendor as a result of death or insolvency, provided the enterprise is thereafter con-
tinued by or on behalf of his executor or trustee. 

 
Indemnity payments - examples 1.25 to 1.27 
 

 Not all insurance payments received are deemed supplies.  Did you see that long-term insu-
rance (life insurance, for example) is not subject to VAT?  To know whether VAT is payable 
on short-term insurance compensation, you must know how the compensation was received 
and by whom.  Make sure you know the VAT consequences of each option. 

 Where an indemnity payment relates to the total reinstatement of goods stolen or damaged 
beyond economic repair AND/OR the vendor was denied an input tax credit on its acqui-
sition (for example, a motor car), no deemed supply will arise in the hands of the insured.  A 
pay-out in respect of the repair of an asset will thus give rise to a deemed supply (an output 
tax), since an input tax could be claimed on the repair expenses. 

 Where the insurer replaces the damaged goods, the insured is not deemed to have made a 
supply, as the replacement of goods does not constitute an indemnity payment.  The insurer 
will, however, have made a taxable supply of the replacement goods to the insured, but for a 
RNil consideration.  The insurer will be entitled to an input tax deduction on the acquisition of 
the replacement goods.  
 

  
 
              Indemnity payment 
 
 
 
 
 
 
 
 
 
 
  

Replacement of asset Pay-out 

No VAT All other assets- 

Deemed supply 

Asset on which input VAT 
was denied (such as motor 

cars and entertain-ment 

assets) - No deemed supply 
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Supplies to independent branches – example 1.28 
 

 There are three types of costs that can be included when making supplies to independent 
branches.  Do you know what they are (1.12.3)? 

 
Fringe benefits – examples 1.29 to 1.33 
 

 The normal rule is that the calculation of the value of the fringe benefit is the same as the 
calculation used for income tax purposes.  (For the purposes of this course, the amount will 
be given).  The exception to this rule is a right to the use of a motor vehicle. 
 

 The consideration in money for the supply of a fringe benefit other than motor vehicles is 
deemed to be the cash equivalent of the benefit (as used for income tax purposes) multiplied 
by the tax fraction. 
 

 The value of the supply for right of use of motor vehicles is calculated differently.  You 
should be able to identify in which situations you must use the 0,3% and when to use the 
0,6% (1.12.4.2). Please note that this is a monthly percentage. Remember, when calculating 
the value of the motor vehicle benefit, the first step is to remove the VAT from the vehicle 
value to determine the value to use for the next steps – but note that this is not the actual 
VAT calculation.  The actual VAT calculation is done only in the fourth step.  You might think 
you are calculating VAT twice, but remember that step 1 obtains the value to use and that 
step 4 is the VAT calculation (1.12.4.2).  You can claim the R85 for maintenance costs only 
and not also for fuel costs.  The percentage usage refers to the percentage of the input tax 
the vendor will be able to claim (1.12.4.2). 
 

  
 
 
 
 
 
 

1.4.6 Output vat: non-supplies and no 
apportionment 

Textbook sections: 1.13 and 1.14 

 
If, at the time of the initial purchase of goods or provision of services, the input tax was denied 
in terms of the VAT Act, no output tax must be levied on the subsequent supply of such goods. 
The rules as to when input tax cannot be claimed are discussed in section 1.7.3.  
 
If a vendor acquires goods or services partly for the purposes of making taxable supplies and, 
subsequently, to sell these goods, the vendor will be deemed to be making a taxable supply of 
goods or services in the course of his enterprise and the total consideration received for such a 
supply will be subject to VAT. 
 

 

 
Work through examples 1.37 and 1.38 in the prescribed textbook. 

In an exam question you must be 

able to identify which fringe bene-

fits are subject to VAT and which 

are not. 
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1.5 TIME OF SUPPLY  Textbook section: 1.15 

 
The time of supply is important for VAT purposes as it determines when you must pay the out-
put VAT and when you can claim the input VAT.  The general rule is that the time of supply is 
the earlier of: 
 

 the date of the invoice;  or 

 the date upon which the payment of the consideration is received by the supplier. 
 

 

After studying this section you should be able to answer the following questions: 
 
1. What is the time-of-supply rule for a connected person? 
2. What is the time of supply for a rental agreement? 

 

 

1.6  VALUE OF SUPPLY  Textbook section: 1.16 

 
As mentioned earlier, to calculate the VAT on the value of a supply (which is the selling price 
excluding VAT), multiply the value by the applicable tax fraction (in this case, 14/100).  
 
To calculate the VAT portion of the consideration (which is the selling price including VAT), 
multiply the consideration by the tax fraction (in this case, 14/114). 
 
The value of the supply of goods or services is either: 

 The amount of money if the consideration is in money 
 OR 

 The open-market value of the consideration if the consideration is not in money 
 LESS  

 The amount of VAT included in the consideration 
 

 

 
Work through examples 1.39 to 1.42 in the prescribed textbook. 

 

After studying this section you should be able to answer the following questions: 
 
1. What is the value-of-supply rule for a connected person? 
2. What is the value-of-supply rule for entertainment? 

 
 

1.7  INPUT TAX Textbook section: 1.17 

 
The second component of the VAT system is the input tax; in this section, we will look at the 
different aspects relating to input tax.  
 

Output  
tax 

less 
Input 
tax 

add/less Adjustments equals 
VAT 

payable/ 
refundable 
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Work through example 1.43 in the prescribed textbook. 

 

1.7.1  Documentation  Textbook sections: 1.18 and 1.19 

 
You will have noticed that to be able to claim input VAT you must have documentation relating 
to the transaction.  We will now look at the documentation that is required. 
 
There are three main types of documents used in the VAT system, namely invoices, debit notes 
and credit notes.  Remember, certain other documents can also be used in specific situations, 
for example a rental agreement. 
 
For an example of a full tax invoice where the consideration exceeds R5 000, please refer to 
page 83 of the VAT404 – Guide for Vendors.  (The guide can be found at www.sars.gov.za. 
under Quick links, select Business & Employers, select „VAT‟, and click on VAT404-guide under 
“all publications” for vendors.) 
 

 

 
Work through examples 1.44 and 1.45 in the prescribed textbook. 

 

1.7.2 The determination of input vat Textbook section: 1.20 

 
If a vendor uses goods or services wholly (100%) in the course of making taxable supplies, 
(standard rated or zero-rated), that vendor will be entitled to claim the full input tax incurred 
when acquiring those goods or services.  If a vendor uses the goods or services wholly in the 
course of making exempt supplies, that vendor will not be entitled to claim any input tax. 
 
If a vendor uses the goods or services only partially in the course of making taxable supplies, 
either one of the following input tax deductions can be made: 
 

 the full input tax (so-called de minimis rule) – if the taxable use is 95% or more of the total 
intended use; or  
 

 the portion of the input tax that relates to the taxable supplies – if the taxable use is less 
than 95% (the input tax being apportioned by the vendor).  

 
A vendor must use the turnover-based method of apportionment unless this does not yield a fair 
approximation.  In such a case, an alternative apportionment method can be used if it has been 
pre-approved by SARS.  (You will be provided with the apportionment percentage in any ques-
tion you need to answer for the purposes of this module.) 
 

 

 
Work through example 1.46 in the prescribed textbook. 

http://www.sars.gov.za/
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Remember that if you get a question where input tax must be apportioned, you 
must first decide if the cost only relates to a taxable supply or an exempt supply.  
 

 If the cost is incurred only to make taxable supplies, the full input tax can be 
claimed – for example, in respect of maintenance on commercial accommo-
dation.  The input tax must therefore not be apportioned. 

 The converse applies when costs are incurred solely for the making of exempt 
supplies.  In such a case, no input tax can be claimed – for example, in respect 
of maintenance on residential accommodation.  

 If the cost relates to both a taxable supply (i.e. commercial accommodation) 
and an exempt supply (i.e. residential accommodation), then it must be appor-
tioned.  For example, the input tax paid in respect of a computer used to pre-
pare accounts for both commercial and residential accommodation (example 
1.46) must be apportioned between taxable and exempt usage. 

 
Note that only input tax is apportioned.  The output tax of a vendor is not appor-
tioned – it is either charged at 14% or 0%, or not charged at all (RNil for exempt 
supplies). 
 
Example of input tax apportionment: 
 
XYZ Company owns a three-storey building.  The ground floor and first floor 
accommodates various businesses while the second floor is comprised of flats 
rented out as residential units.  The SARS Commissioner has agreed to an appor-
tionment set at 80%.  The following information has been provided to you for the 
two-month tax period ended 30 April 2015 (all amounts exclude VAT): 
 
DESCRIPTION 
 

R 

Receipts  
 
Commercial rental received 

 
240 000 

Residential rental received 60 000 
  
Payments made: 
 

 

Insurance (building) 6 500 
Repairs and maintenance (residential units) 15 250 
Advertising (commercial business units) 7 850 
Electricity and water (building) 22 875 
Bank charges 725 

 
Required:  
 
Calculate the VAT payable by XYZ Company for the two month tax period ended 
30 April 2015: 
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Solution: 
 
Output tax R 
Commercial rental received (R240 000 x 14%) 33 600 
Residential rental received (exempt supply) -       

 33 600 

  
Input tax  
Insurance (R6 500 x 80% x 14%) 728 
Repairs and maintenance (input denied – exempt supply) -       
Advertising (R7 850 x 14%) 1 099 
Electricity and water (R22 875 x 80% x 14%) 2 562 
Bank charges (R725 x 80% x 14%) 81 

 4 470 

VAT due to SARS 29 130 
 

 

1.7.3  Input vat denied Textbook section: 1.21 

 
The VAT Act provides that, in certain situations, input tax may not be claimed by a vendor.  In 
such cases, input tax is denied even if the vendor has paid input tax and is going to use the 
goods or services wholly for the making of a taxable supply. 
 
Input tax is denied for the following supplies: 
 

 entertainment (1.21.1) 

 club membership fees and subscriptions (1.21.2) 

 motor cars (1.21.3). 
 
The following is a list of goods or services, which will be classified as being acquired for the 
purposes of entertainment (and for which any input tax deduction will therefore be denied): 
  

 food and other ingredients purchased in order to provide free meals to staff, clients and 
business associates  

 business lunches, golf days, or other entertainment for customers and clients in restaurants, 
theatres and night clubs or at sporting events 

 goods and services acquired for providing employees with subsidised (or free) meals if the 
direct and indirect costs of providing those benefits and facilities are not covered by the price 
charged – for example, catering services, furniture, equipment and utensils used in kitchens, 
canteens and dining rooms 

 beverages, meals, entertainment shows, amusements or other hospitality supplied to custo-
mers and clients at product launches and promotional events  

 capital goods such as hospitality boxes, holiday houses, yachts and private aircraft which 
are used for entertainment. 
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After studying this section you should be able to answer the following questions: 
 
1. When will a person be able to claim input tax on entertainment expenses? 
2. Can VAT be claimed on the following vehicles?  Supply a reason for each ans-

wer. 
 

 Yes/No 

 Motor cycles  

 Station wagons  

 Caravans  

 Minibuses  

 Single cab bakkie/delivery vehicle  

 Ordinary sedan type passenger vehicle  

 Double cab bakkie  
 

 

 

 
Work through example 1.47 in the prescribed textbook. 
 

 

1.7.4  Deemed input  Textbook section: 1.22. 

 

 

Textbook section 1.22.1 

 
When goods are acquired from a non-vendor, a vendor cannot usually claim any input tax 
because the non-vendor did not charge any output VAT.  When second-hand goods are acqui-
red from a non-vendor who is a resident of South Africa, and the goods are situated in South 
Africa, the VAT Act provides that a deemed input tax may be claimed, provided the goods will 
be used in making a taxable supply.  
 

 

 
Work through examples 1.48 to 1.50 in the prescribed textbook. 

 

The tax fraction must be calculated on the lower of the purchase price and the 
open-market value.  For the purposes of this module, when the open-market value 
is not supplied in a question, you will then use the purchase price. 

 

 

1.8  SPECIAL RULES Textbook sections: 1.23 and 1.24 

 
The VAT Act has a number of special rules that must be applied to certain types of assets. 
These rules can influence the time or the value of supply.  
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Work through examples 1.51 to 1.53 in the prescribed textbook. 

 

The special rules included in this section will override the rules that you have 
studied up until now.  Please make sure that you know when to apply these rules. 

 
Take special note of the distinctions between finance lease agreements and rental agreements. 
In the case of a finance lease agreement, the stated or determinable sum of money payable at 
stated dates over a period in the future (i.e. instalments) also includes finance charges.  Should 
any input tax be claimable it will be claimed at the earlier of the time of delivery of the goods or 
the time any payment is received.  In the case of a rental agreement there will normally be no 
finance charges applicable and input tax can be claimed as and when the rental payment is 
made. 
 
 

1.9  ADJUSTMENTS Textbook sections: 1.25 to 1.30 

 
The third component of the VAT system is adjustments. In this section, we look at the different 
adjustments that can be made to input and output tax. 
 

Output  
tax 

less 
Input 
tax 

add/less Adjustments equals 
VAT 

payable/ 
refundable 

 
The adjustment rules apply when goods or services are acquired for a specific purpose (for 
example, wholly for making taxable supplies) but where there is a subsequent change in the 
use of the goods or services, for example to being used wholly or partially for private purposes. 
 

 

 
Work through examples 1.54 to 1.63 in the prescribed textbook. 

 

When studying these rules it is important to understand when the adjustment 
relates to input tax and when the adjustment relates to output tax.  If you refer back 
to the VAT201 return discussed at the beginning of this study unit, you will note 
that the adjustments are not done separately.  Rather, they form part of the input 
and output tax sections of your calculation.  

 
 

1.10 TAX RULINGS Textbook section: 1.31 

 
All written VAT rulings issued prior to 1 January 2007 have been withdrawn and may no longer 
be relied upon (with the exception of rulings specifically confirmed by the SARS Commissioner). 
The advance ruling system previously regulated in the Income Tax Act and the VAT Act is 
now incorporated in the Tax Administration Act 28 of 2011, which came into effect on 
1 October 2012. 
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A binding ruling will provide a taxpayer with clarity and certainty on how SARS will interpret and 
apply the various tax laws as they pertain to a proposed transaction. 
 
 

1.11  TAX AVOIDANCE AND UNPROFES-
SIONAL CONDUCT  

Textbook sections: 1.32 and 1.33 

 
If a person enters into a scheme to avoid or reduce tax, SARS can apply the tax avoidance 
rules to levy the VAT on the transaction in a manner that would have applied had it been carried 
out for bona fide business purposes.  If any person involved in such a scheme is a member of a 
professional organisation, SARS can lodge a complaint with that organisation.  
 
 

1.12  THE INFLUENCE OF VAT ON 
  INCOME TAX CALCULATIONS 

Textbook section: 1.34 

 
VAT has a direct impact on the calculation of income tax.  The cost price to be used for capital 
allowances (in the taxable income calculation) will depend on whether the enterprise has 
claimed back the VAT on the asset or not.  
 
The calculation of the taxable income of an enterprise that is also registered as a VAT vendor 
must, where applicable, exclude VAT.  However, this calculation must include VAT where the 
input tax has been denied, for example in respect of motor vehicles, as defined. 
 
If XYZ Company purchases a motor vehicle as defined for R342 000 (including VAT), the input 
tax of R42 000 (R342 000 x 14/114) will be denied and the cost price of the motor vehicle for 
income tax purposes will be R342 000.  However, if the same amount was spent to purchase a 
delivery vehicle to be used in the making of taxable supplies by XYZ Company, it will qualify for 
an input tax deduction of R42 000.  The cost price of the delivery vehicle would thus be 
R300 000 (R342 000 less input tax of R42 000) for income tax purposes.  
 
 

1.13  SUMMARY No prescribed text 

 
VAT is levied by vendors on all taxable supplies.  Vendors who pay input tax on goods and 
services supplied to them may claim such input tax against the output tax levied on taxable 
supplies.  The scope of the rules in the VAT Act is, however, much more complicated.  The VAT 
Act is indeed a complicated, rule-based document with many exceptions.  With regard to sup-
plies made, great care should be taken to distinguish between standard-rated supplies, zero-
rated supplies and exempt supplies. 
 
With regard to input tax, VAT may be claimed only if it was levied on the supply of goods or 
services, except in the case of second-hand goods acquired from non-vendors.  In addition to 
these basic principles, cognisance must be taken of the special rules concerning a change of 
use, exports, accommodation, financial services, sale of going concerns, fringe benefits, indem-
nity payments, instalment credit agreements, and so forth. 
 

 

 
Work through question 1.1 in section 1.36 of the prescribed textbook. 
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Once you have worked through question 1.1 you will have noted the impor-
tance of studying the rules applicable to, for example, zero-rated supplies, and 
how easy it would be to lose marks in a VAT question if you do not know the 
specific VAT rules. 

 

 

 
Work through question 1.2 in section 1.36 of the prescribed textbook. 

 

 

Taxation and accounting are integrated subjects.  You may therefore expect to 
apply some accounting knowledge when answering a taxation question.  For this 
study unit you are expected to be able to do journal entries.  In the study units 
that follow you will be expected to know the principles for preparing financial 
statements to the extent that this relates to taxation. 

 

 
Work through question 1.3 in section 1.36 of the prescribed textbook. 

 

 

The total amount included in a cashbook will generally be the amount including 
VAT as this represents the total amount received.  If the information provided is 
from a general ledger, it will exclude the VAT, as VAT will have been recorded in 
a separate general ledger account (such as the VAT control account).  Remem-
ber, these are the general rules: always read the information provided carefully 
as certain amounts may include VAT.  For example, a question may state that 
the amounts reflected are the totals of the relevant columns in the cashbook, 
which would mean the VAT component has already been removed if there is a 
separate VAT column in the cashbook.  

 

 

 
Work through question 1.4 in section 1.36 of the prescribed textbook. 

 

 

Please note that this question differs from Question 1.3 as the vendor is now 
registered on the payments basis and therefore accounts for VAT when the cash 
transaction takes place (that is, when payments are received or when payments 
are made). 
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WRAP UP 

 
In this study unit, we investigated the different sections of the VAT Act.  We also examined each 
of the three components of the VAT system, namely output tax, input tax and adjustments. 
Please read section 1.35 „Summary‟ in this regard. 
 
You should now be able to answer the following questions:  
 
 When does a person need to register as a vendor for VAT? 

 How does the VAT system work?  

 When and at what rate is VAT levied?  

 How long is a VAT period?  

 What are the requirements for the documents that are the driving force of the VAT sys-
tem?  

 When is a supply standard rated, zero-rated or exempt? 

 When should output tax be accounted for? 

 What constitutes a deemed supply? 

 When should input tax be accounted for?  

 Under which other special circumstances must output tax be raised?  

 When will input tax be denied?  

 What are the timing rules for supplies?  

 How is the value of a supply determined?  

 Which accounting basis may be applied in the VAT system?  

 What do I need to know about returns, penalties and refunds for VAT purposes?  

 Can there be avoidance schemes in respect of VAT?  

 How does the VAT system influence income tax calculations?  
 

 

Please complete the self-assessment test “Value-Added Tax” on myUnisa, 
using the information provided in the self-assessment question 1.1. 

 
 
SELF-ASSESSMENT QUESTIONS – the solutions is at the end of this study guide 
 
QUESTION 1.1  (20 marks, 24 minutes) 
 
Glamour (Pty) Ltd rents out theme costumes and eveningwear.  The company is a registered 
vendor for VAT (Value-Added Tax) purposes, and is registered on the invoice basis.  Jan 
Letaniël is one of the company‟s shareholders and is also a director.  
 
The following information relates to some of the transactions that occurred during the period 
January and February 2015 (all amounts include VAT where applicable, unless otherwise 
stated): 

 
Transaction 1: 
 
During January 2015, some of the eveningwear, a fax machine and a computer were stolen 
from the business during a burglary.  In February 2015 an insurance company paid an amount 
of R128 000 to the company as partial compensation for the eveningwear.  A fax machine to the 
value of R6 000 was also replaced by the insurance company.  The total insurance premium 
paid for all the company‟s assets for the period January and February 2015, is R1 100. 
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QUESTION 1.1  (continued) 
 
Since the above insurance claim took a long time to be finalised, Mr Letaniël decided to sell his 
personal computer to the company on 25 February 2015 for business use.   
 
The selling price was R8 000 (the market value as at 25 February 2015).  Mr Letaniël originally 
purchased the computer for R10 500.  Mr Letaniël used the computer 80% for business pur-
poses as from 25 February 2015.  The company also bought an antique mirror for business use 
from Mr Letaniël‟s mother for R5 000. 

 
Transaction 2: 
 
On 1 January 2015 Glamour (Pty) Ltd purchased a second-hand delivery truck from a non-
vendor for R170 000.  The use of this truck was granted to the supervisor as a "company car". 
Glamour (Pty) Ltd bears the full cost of fuel and maintenance for this vehicle.  During January 
2015, the fuel cost for this truck was R2 550.  This truck was stolen on 31 January 2015 and an 
indemnity award of R150 000 was received from its insurers on 12 February 2015.  To replace 
the stolen truck, Glamour (Pty) Ltd bought a new double-cab bakkie from a vendor on 
14 February 2015 for R220 000.  The supervisor was not allowed to use this vehicle as a com-
pany car. 
 
Transaction 3: 
 
Glamour (Pty) Ltd acquired a portable sound system on 30 April 2014 from a vendor for R4 500, 
in order to create a pleasant atmosphere for clients while shopping (not regarded as entertain-
ment).  This sound system was used 70% for business purposes and the correct amount of 
input VAT was claimed at the time of purchase.  Mr Letaniël decided on 10 January 2015 that 
he would take the sound system to his home permanently to be used wholly for private 
purposes.  The market value of the sound system on 10 January 2015 was R5 000.  On 
15 January 2015, Glamour (Pty) Ltd acquired a new sound system for R6 000, which is used 
100% for business purposes. 
 

REQUIRED:  Marks 

 
Calculate the VAT payable by/refundable to Glamour (Pty) Ltd for the two-month 
tax period ended 28 February 2015. Round all amounts to the nearest Rand.  
Give reasons where amounts are RNil. 

 
20 
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QUESTION 1.2  (28 marks, 34 minutes) 
 
Many Rent (Pty) Ltd earns its income from both commercial rentals (office blocks and factories) 
and residential rentals (flats).  Many Rent (Pty) Ltd is registered for VAT purposes on the in-
voice basis.  
 
As Many Rent (Pty) Ltd makes both taxable and exempt supplies for VAT purposes, the Com-
missioner has applied an output basis of apportionment to arrive at an acceptable input tax ratio 
of 60%. 
 
The accounting system operated by Many Rent (Pty) Ltd has provided the following analysis of 
its income and expenditure for its two-month tax period ending 31 January 2015.  All amounts 
are inclusive of VAT where applicable. 
 
 R       
Income 
Commercial rentals     279 300 
Residential rentals ................................................................................    182 400 
Interest levied on overdue rentals .........................................................        9 690 
Insurance settlement (note 1) ...............................................................    180 400 
 
Expenditure 
Purchase of new factory building, to be let............................................    365 000 
Purchase of two residential flats, to be let .............................................    284 000 
Bank charges ........................................................................................        1 254 
Audit fees ..............................................................................................      14 250 
Salaries and wages ...............................................................................      66 120 
Truck (note 2) ........................................................................................    102 600 
Depreciation (note 2) ............................................................................        5 105 
Maintenance (note 3) ............................................................................      16 416 
Insurance premiums (note 4) ................................................................      15 048 
Interest incurred on mortgage bonds ....................................................      85 500 
Office equipment rentals (note 5) ..........................................................        5 244 
Employees‟ subsistence (note 6) ..........................................................           741 
Fuel .......................................................................................................        2 830 
Bad debts (note 7) ................................................................................      16 188 
Travelling expenses (note 8) .................................................................      12 312 
 
Notes: 
 
1. The insurance settlement of R180 400 was for a truck that was stolen in November 2014. 

The book value of this truck at the time it was stolen was R160 200.  In January 2015, on 
receipt of the insurance settlement, a new truck was purchased by Many Rent (Pty) Ltd 
(see note 2). 

 
2. Depreciation is charged on the two vehicles owned by Many Rent (Pty) Ltd as follows: 
 

 Firstly, a motor car used by its managing director and that was purchased in 2013 for 
R96 900 (including VAT of R11 900).  The managing director had the sole use of this 
motor car for the entire tax period. 
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QUESTION 1.2  (continued) 
 

 Secondly, a truck was purchased in January 2015 at a cost of R102 600 (including VAT 
of R12 600) to replace the truck that was stolen (see note 1).  This truck is used to 
transport the maintenance teams between various buildings. 

 
3. Maintenance costs of R16 416 include paint, paintbrushes and other hardware items pur-

chased so as to affect repair work to the various buildings. 
 
4. Insurance premiums of R15 048 were incurred for the insurance of the motor car, the truck 

and the various buildings. 
 
5. Office equipment rentals of R5 244 were incurred for the two month tax period on the 

following assets: 
 R                    

 Facsimile machine  2 736  
 Photocopy machine  1 482  
 Coffee machine 1 026  

 5 244 
  
6. Employees‟ subsistence of R741 is for tea and coffee provided to employees. 
 
7. Bad debts of R16 188 are made up of debts written off for commercial-rental debtors of 

R9 804 and for residential-rental debtors of R6 384. 
 
8. Travel expenses are made up of R2 508 for hotel accommodation and meals incurred by 

an employee of Many Rent (Pty) Ltd during an out-of-town business trip to locate new 
property to let, and two overseas air tickets costing R9 804 purchased by Many Rent (Pty) 
Ltd.  These overseas air tickets were given to an employee and his wife as part of the em-
ployee‟s salary package. 

 

REQUIRED:              Marks 

Calculate the VAT payable by/refundable to Many Rent (Pty) Ltd for the two-
month tax period ended 31 January 2015.  You must provide reasons why amounts 
may be nil.    

 
28 

 
 

QUESTION 1.3  (20 marks, 24 minutes) 

 
Gloria Kirstenbosch, a resident of the Republic, is a qualified horticulturist (a gardening specia-
list). She worked for a large landscaping business in Durban for a number of years before 
resigning and commencing her own landscaping business on 1 March 2014.  Gloria Kirsten-
bosch trades through the means of a close corporation, namely, "Glorious Gardens CC".  Gloria 
is the sole member of Glorious Gardens CC. 
 
Glorious Gardens CC provides various landscaping and garden maintenance services.  On 
1 March 2014, Glorious Gardens CC secured ten annual garden maintenance contracts for 
offices  and  factories (customers)  in,  and around,  Durban.  Glorious Gardens CC invoiced its  
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QUESTION 1.3  (continued) 
 
customers in both March and April 2014 at a fee of R8 500 (excluding VAT) per customer per 
month.  This monthly fee is fixed for the year. 
 
Set out below are some of the transactions that took place during March and April 2014: 
 
1. On 1 March 2014, Glorious Gardens CC purchased a second-hand truck from a non-

vendor for R79 800 and paid the purchase price in full.  The use of this truck was given to 
the supervisor as his "company car".  Glorious Gardens CC bears the full cost of fuel and 
maintenance.  During March 2014, the fuel for this truck cost R1 250.  An insurance pre-
mium of R684 (including VAT), being its insurance cost for the month of March 2014 was 
paid on 25 March 2014.  This truck was stolen on 31 March 2014 and an indemnity award 
of R74 100 was received from its insurers on 21 April 2014.  This truck has not yet been 
replaced.             (8) 

 
2. A second-hand double cab light delivery vehicle was also purchased by Glorious Gardens 

CC on 1 March 2014 for R105 000 (excluding VAT) from a registered vendor.  Gloria 
Kirstenbosch did not draw a salary during both March and April 2014.  However, she was 
given the use of this double cab light delivery vehicle as her "company car".  She bears its 
full cost of fuel and maintenance.   (4) 

 
3. Glorious Gardens CC purchased second-hand gardening equipment from a non-vendor 

during March 2014 for R32 604 (including VAT).  The purchase price will be settled in four 
instalments of R8 151 each.  The first three instalments were settled on 15 March, 1 April 
and 15 April 2014 respectively.  (The last instalment was settled on 1 May 2014). (2) 

 
4. Instead of paying its employees extra cash to cover their transport expenses to and from 

work, Glorious Gardens CC purchased bus coupons.  It distributes these bus coupons to 
its employees on a weekly basis.  During March and April 2014 Glorious Gardens CC in-
curred R626 on purchasing bus coupons.   (2) 

 

REQUIRED:              Marks 

(a) State whether Glorious Gardens CC is liable to register as a vendor for VAT.  
 Support your answer with a brief explanation. 
 
(b) Assuming that Glorious Gardens CC registers as a vendor for VAT, state 

which category vendor Glorious Gardens CC will be classified as, giving at 
least one reason. 

 
(c) Calculate the net VAT due by or refundable to Glorious Gardens CC for 

each of the above transactions assuming a two-month tax period ended  on 
30 April 2014.  
Your answer must be supported by calculations as well as reasons for not 
claiming input VAT or not accounting for output VAT.  Do each transaction 
separately. 

 
2 
 
 
 

2 
 
 
 
 
 
 

16 
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QUESTION 1.4  (19 marks, 23 minutes) 
 
Stonehedge Convenience Centre CC is a Bengen filling station with a shop on the premises. 
 
The following information was supplied to you for the two-month tax period ended 
31 March 2015: 
 
1. Stonehedge Convenience Centre CC is registered on the invoice basis for VAT purposes 

under Category A. 
 
2. All amounts include VAT at 14% where applicable. 
 
3. Income and expenses for the two month tax period ended 31 March 2015 are as follows: 
 
          R        
 Income    
 Total sales - fuel       2 280 000 
    - shop (all at standard rate)   364 800 
 
 Expenses 
 Purchases - fuel       1 560 640 
   - shop (all at standard rate)   262 200 
 Bank charges (note 1)       6 880 
 Computer (note 2)        1 600 
 Depreciation (note 3)       70 000 
 
 Lease payments (note 4)     1 083 
 Office equipment rentals (note 5)     2 508 
 Tea and coffee for employees     1 272 
 Travel expenses (note 6)     18 605 
 Wages         25 415 
 
Notes: 
 
1. Bank charges include the following items for the two month tax period ended 

31 March 2015: 
              R    
 Cheque book            18 
 Internet banking fees       250 
 Interest charged on overdraft     6 612 
          6 880 
   
2. Mr Naidoo, the owner of the filling station, purchased a second-hand laptop for use in the 

business from a non-vendor.  The purchase price of the computer was R1 600 and the 
market value was R1 780.  The purchase price was paid in full. 

 
3. Depreciation is charged on a single cab „bakkie‟ owned by Stonehedge Convenience 

Centre CC and which is used by the manager.  The single cab „bakkie‟ was purchased in 
2012 for R399 000 (including VAT of R49 000).  The manager had the sole use of the 
single cab „bakkie‟ for the entire tax period. 
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QUESTION 1.4  (continued) 
 
4. Stonehedge Convenience Centre CC leases a photocopy machine from Mashua Nobile. 

The financial lease agreement was entered into on 1 March 2015.  The photocopy ma-
chine cost R25 536 excluding finance charges.  The monthly instalments for the next 36 
months are R1 030.  

 
5. Office equipment rentals for the two month tax period:     
             R          
 
 Printer          1 482 
 Coffee machine        1 026 
 
           2 508 
 
6. Travel expenses are made up of R821 for hotel accommodation and meals incurred by the 

manager of Stonehedge Convenience Centre CC during an out-of-town business trip to 
Cape Town to undergo training in respect of the new software package installed at the 
filling station. 

 
 Air tickets were bought from SAA for a return flight from Johannesburg to Australia for 

R17 784.  The overseas air tickets were for the manager and his wife to attend the annual 
Bengen Convention. 

 
 

REQUIRED:              Marks 

 
Calculate the VAT payable by/refundable to Stonehedge Convenience Centre CC 
for the two-month tax period ended 31 March 2015. 
Should no VAT be applicable, give a reason.  

 
 

19 
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QUESTION 1.5  (12 marks, 15 minutes) 
 
On 1 March 2014, Ann Smith commenced a gardening business.  She is trading through the 
means of a close corporation, Garden Solutions CC.  Ann is the sole member of Garden Solu-
tions CC. 
 
Garden Solutions CC is a registered vendor for VAT purposes on the invoice basis.  Its first tax 
period is from 1 March 2014 to 30 April 2014.  
 

REQUIRED:              Marks 

 
Indicate in each case whether the input tax can be claimed back.  All amounts in-
clude VAT unless stated otherwise.  Give short reasons for your answer. 
 
The following transactions relate to Garden Solution CC‟s first tax period.  
 
1. On 1 March 2014, Garden Solutions CC purchased a second-hand delivery 

vehicle from a used-car dealer (who is a registered vendor) for R61 560.  The 
used-car dealer agreed to allow the corporation to settle the purchase price in 
three equal instalments of R20 520 payable on the 1st day of each month in 
terms of an instalment sale agreement.  On 1 April 2014, Garden Solutions CC 
settled the first instalment in compliance with the agreement. 

 
 
 
 
 
 
 
 
 
 
 

2 
 
2. During April 2014, Garden Solutions CC purchased two boxes of Easter eggs 

for R285.  The Easter eggs were distributed to customers as a goodwill gesture 
over the Easter period. 

 
3. A customer whose automatic gates had been damaged by Ann refused to 

settle his account (being R456) for the garden services rendered to him by 
Garden Solutions CC because of the inconvenience caused by the accident. 
Not wishing to pursue the matter any further, the corporation wrote this debt off 
as bad. 

 
4. Garden Solutions CC purchased, for cash, a second-hand computer from 

Ann‟s sister (a non-vendor) for R8 500. 
 
5. On 1 March 2014, Garden Solutions CC purchased a new electric lawnmower 

for R2 052.  This lawnmower was used for March 2014.  Ann found it to be 
underpowered for mowing larger lawns.  On 1 April 2014, Garden Solutions CC 
traded the lawnmower in on a more powerful electric lawnmower.  The new 
lawnmower cost R2 793 and Garden Solutions CC received R1 710 as the 
trade in on the original lawnmower. 

 
6. On 1 April 2014, Garden Solutions CC employed a new landscape gardener to 

provide a landscape gardening service to its clients.  To enable the landscape 
gardener to call on existing and potential clients, Garden Solutions CC purcha-
sed a new motor car for R71 250.  The use of the motor car by the landscape 
gardener constitutes a fringe benefit. The employee bears the full cost of main-
taining the vehicle. 

 
 
 

2 
 
 
 
 
 

1 
 
 

1 
 
 
 
 
 
 
 

3 
 
 
 
 
 

3 
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ASSESSMENT CRITERIA 

 
The content of this study unit is very important and will be tested in assignments and exams. 
 
We could assess this study unit in assignments or in the exams by, asking you to do the follow-
ing: 
 
 Calculate the VAT payable by or refundable to a vendor in a practical situation. 

 
 Discuss the VAT implications of a transaction. 

 
 Discuss the application of the Value-Added Tax system in South Africa with reference to 

the VAT Act.  
 

 Identify goods and services correctly as standard-rated, zero-rated or exempt supplies.  
 

 Apply the different VAT rules correctly in different situations.  
 
 Discuss the impact of VAT on business income tax calculations correctly and with refe-

rence to relevant legislation and case law.  
 
 
Literature consulted 
 
1. Value-Added Tax Act 89 of 1991. 
 
2. www.sars.co.za  
 
3. Venter et al. 2014. A Student’s approach to Income Tax (Business Activities). 
 

  

http://www.sars.co.za/
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INTRODUCTION 

 
Turnover tax is a stand-alone tax and does not form part of the usual calculations for determi-
ning income tax payable by a taxpayer on his or her taxable income.  Turnover tax is calculated 
by simply applying a tax rate (see table in section 8.4 of the prescribed textbook) to a taxable 
turnover.  The taxable turnover basically consists of the turnover of the business with a few 
specific inclusions and exclusions. 
 
Receipts of a business forming part of the turnover tax system will therefore be exempt for pur-
poses of calculating a taxpayer‟s income tax liability in terms of the Income Tax Act (Act 58 of 
1962).  For ease of reference, note that turnover tax is contained in the sixth schedule to the 
Income Tax Act. 
 
The following benefits of turnover tax are foreseen by SARS:  
 

 It’s simple: There are no complicated calculations.  Your tax liability is simply calculated on 
your taxable turnover.  
 

 It’s quick: There is no intensive record-keeping required and you only need to submit one 
annual return and make two six-monthly interim payments a year (if liable for such pay-
ments). 
 

 It can save you tax: Businesses with low turnovers and high profit margins can reduce their 
tax liability with Turnover Tax.  
 

 It can save you money: If you are paying for accounting and tax services, you should save 
money because the requirements are much less time-consuming for turnover tax than for 
VAT, income tax, provisional tax, CGT, and dividends tax. 

 
 

LEARNING OUTCOMES 

 
After you have completed this study unit, you should be able to:  
 

 identify if a business qualifies as a micro business 
 discuss why a business will be disqualified as a micro business 
 calculate turnover tax payable by applying legislation 
 discuss the registration and deregistration process 
 understand and apply the different transitional provisions when migrating from a 

normal income tax system to a turnover tax system 
 
 

PRESCRIBED STUDY MATERIAL FOR THIS STUDY UNIT 

 
Chapter 8 in the prescribed textbook. 
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SECTIONS OF THE TEXTBOOK THAT CAN BE IGNORED 

 
The whole of chapter 8 is important and NO sections of this chapter in the textbook may be 
ignored. 
 
 

CONTENT OF STUDY UNIT 

 

2.1 INTRODUCTION Textbook section: 8.1 

 
A new, simplified tax system – called turnover tax – was introduced on 1 March 2009 and is 
available to any business that qualifies as a micro business.  This system is a substitute for 
income tax, CGT, dividends tax and VAT and is optional.  Payroll taxes, such as employees‟ tax 
and UIF contributions, are excluded as they are taxes generally borne by employees and col-
lected by employers on behalf of government. 
 
If a business meets the qualifying turnover requirements, it can elect to be taxed under the 
turnover tax system.  Qualifying turnover is the total amount received by a taxpayer where such 
turnover does not exceed R1 million for a year of assessment.  Remember that qualifying turn-
over refers to receipts and not amounts received or accrued, as provided for in the definition of 
gross income. 
 
 

2.2 QUALIFYING AS A MICRO BUSI- 
 NESS 

Textbook section: 8.2 

 
Turnover tax is available to sole proprietors (individuals), partnerships, close corporations, co-
operatives and companies.  Public benefit organisations and recreational clubs are not permit-
ted to use the turnover tax system as they also conduct activities other than business activities 
and they already enjoy special tax treatment. 
 
When studying the paragraph make a list of the following: 
 

  amounts that are excluded from qualifying turnover 

  persons specifically included to be registered as a micro business 

 persons specifically excluded and disqualified from being registered as micro busines-
ses 

 
Qualifying turnover is merely a method to determine whether a person qualifies as a micro 
business or not.  The next step is to calculate the taxable turnover. 
 

 

 
Work through example 8.1 in the prescribed textbook. 
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2.3 CALCULATING TAXABLE TURNOVER Textbook sections: 8.3 and 8.4  

 
Taxable turnover is calculated as follows: 
 
Cash receipts from the carrying on of business activities (paragraph 5 of the 6th Schedule): 
 

 include all amounts not of a capital nature that are: 
o received by a registered micro business (in cash only) 
o received during that year of assessment  

 includes all amounts realised from the carrying on business activities in South Africa 

 exclude any amounts refunded to any person in respect of goods and services supplied 
during the current or previous year of assessment. 

 
Plus: Inclusions (paragraph 6 of the 6th Schedule): 
 

 50% of the amounts received from the disposal of capital assets mainly used for business 
purposes 

 in the case of a close corporation, co-operative or company, 100% of the investment income 
received, excluded dividends or foreign dividends. 

 
Less: Exclusions (paragraph 7 of the 6th Schedule) 
 

 100% of investment income received by sole proprietorships (individuals) and partnerships  

 certain government grants that are exempt from income tax in terms of the Income Tax Act 

 any amount that accrued to the business prior to its registration as a micro business and that 
was subject to tax in terms of the Income Tax Act 

 salary income (excluding a notional salary payment made by a sole proprietor to himself or 
herself) which will be taxed in terms of the current personal income tax system 

 any refund received from any person for goods and services supplied to the micro business.  
 
 
Turnover tax is the tax payable by a registered micro business on taxable turnover and calcu-
lated by applying the rates fixed annually in Parliament to the taxable turnover. 
 

 

 
Work through example 8.2 in the prescribed textbook. 

 
 

2.4 REGISTRATION AND DEREGISTRA-
TION 

Textbook sections: 8.5 and 8.6 

 
Registration for the turnover tax system is voluntary.  A micro business that is registered for 
turnover tax can, however, be deregistered in the following ways: 
 

 voluntary deregistration, or 

 compulsory deregistration 
 

 

 
Work through example 8.3 in the prescribed textbook. 
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2.5  ADMINISTRATION  Textbook section: 8.7 

 
Though a micro business is not subject to the provisional tax requirements in the Act, paragraph 
11 and 12 of the 6th Schedule of the Act, however, specifically provide for rules for interim 
payments of the turnover tax:  
 

 The first payment must be submitted to SARS within six months of the beginning of the year 
of assessment (on/or before 31 August). 

 The second payment must be submitted to SARS before the end of the year of assessment 
(on/or before 28 February). 

 An annual (final) tax return reflecting the actual amount of taxable turnover must be sub-
mitted by the due date (as declared by SARS each year).  A further payment will be neces-
sary where the assessed turnover tax on the actual taxable turnover for the year of assess-
ment exceeds the interim payments that were made.  

 Additional tax of 20% may be charged if the estimate of the taxable turnover for the second 
interim payment is less than 80% of the actual turnover for the year of assessment. 

 Where micro business are broken up between connected persons to ensure that the busi-
ness remains within the R1 million threshold, the turnover of all the business activities will be 
added together to determine the threshold. 

 

 

 
Work through examples 8.4 and 8.5 in the prescribed textbook. 

 

2.6 TRANSITIONAL MATTERS  Textbook section: 8.8 

 
Transition rules have been put in place to cater for situations where micro businesses migrate 
between the turnover tax system and the normal income tax system (whether or not they then 
register as VAT vendors or continue under alternative provisions).  
 
The transition rules cover the process when a micro business needs to register or deregister for 
turnover tax during the year of assessment.  
 

 

 
Work through question 8.1 in section 8.10 in the prescribed textbook. 

 

 

Have you noted the following? 

 Receipts from debtors are not included in taxable turnover as these have 
already been included in the previous year‟s turnover. 

 You should remember to include only 50% of the amount received for the 
disposal of certain business assets.  
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Work through question 8.2 in section 8.10 in the prescribed textbook. 

 

 

 Question 8.2 is a very good question that deals with the difference between 
normal tax payable and turnover tax payable. 
 

 Also note that, in answering question 8.2, you should first discuss if a business 
does qualify as a micro business. 

 

 

 
Work through question 8.3 in section 8.10 in the prescribed textbook. 

 

 

 Note that the business referred to in question 8.3 was deregistered as it no 
longer qualified as a micro business. 

 
 

 

If possible, determine “WHAT ARE THE REQUIREMENTS FOR A MICRO BUSI-

NESS TO QUALIFY FOR TURNOVER TAX? on the SARS website at: 
http://www.sars.gov.za/FAQs/Pages/302.aspx 
 

 
 

POINTS TO PONDER 

 

 What were the reasons for implementing turnover tax? 

 Do you think all businesses should change to turnover tax if they qualify? 

 Why do you think businesses are now allowed to be registered for both turnover tax and 
VAT? 
 

 

WRAP UP 

 
In this study unit, we had a look at turnover tax: when a business qualifies as a micro business 
and how to calculate taxable turnover. 
  
You should now be able to answer the following questions:  
 

 Who will qualify as a micro business? 

 How is turnover tax calculated? 

 How are capital gains treated? 

 What are the tax implications for dividends declared? 

 What happens if a business no longer qualifies as a micro business? 
 
 
 

http://www.sars.gov.za/FAQs/Pages/302.aspx
http://www.sars.gov.za/FAQs/Pages/302.aspx
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ASSESSMENT CRITERIA 

 
You will be competent in turnover tax when you are able to:  
 

 Discuss if a business qualifies as a micro business and know which persons are speci-
fically included and excluded.  

 Calculate taxable turnover 

 Calculate the turnover tax due.  

 Apply the transitional rules when migrating from the one tax system to the other tax 
system. 

   Discuss the circumstances when a business will be required to deregister from turnover 
tax. 

 
 
Literature consulted 
 
1. Income Tax Act 58 of 1962 

 
2. www.sars.co.za  
 
3. Venter et al. 2014. A students approach to income tax (Business income) 
  

http://www.sars.co.za/
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INTRODUCTION 

 
The Income Tax Act has a specified structure or framework that must be applied in order to 
determine the taxable income of a taxpayer. You will remember this framework from TAX2601. 
The same framework is used in this module (TAX3701) to show you where the study unit fits in. 
 

 
 
In this study unit, the first component of the framework, namely income (comprising gross 
income as well as exempt income) is discussed and we show you how to calculate a corporate 
entity‟s income for any given year of assessment. 
 
South African residents and non-residents are dealt with separately for income tax purposes.  
This study unit therefore also looks at the definition of a resident and discusses the tax liability 
of residents and non-residents respectively. 
  

Income 

Gross income 

Definition 

Specific 
inclusions 

Less  

exempt income 

less 

Deductions 

General 
deductions 

Specific 
deductions 

Capital 
allowances 

gives 

Taxable income  
before capital gain 

add 

Taxable capital gain 

gives 

Taxable income 



TAX3701/102 
 

 

 

51 
 

LEARNING OUTCOMES 

 
After you have completed this study unit, you should be able to:  
 
 state the requirements of the gross income definition (together with the applicable case law) 

and apply it in a practical situation.  
 apply the special inclusions, exempt income and foreign income rules in a taxable income 

calculation. 
 determine the taxable income of a non-resident. 
 determine the source of income. 

 
 

PRESCRIBED STUDY MATERIAL FOR THIS STUDY UNIT 

 
Chapter 2 in the prescribed textbook. 
 
 

SECTIONS OF THE TEXTBOOK WHICH CAN BE IGNORED 

 
2.2  Selecting an enterprise type 
2.3  Tax implications of the different enterprise types 
2.5.1  Resident (only ordinary resident and physical presence test sections) 
2.5.7 Amounts deemed to be of a capital nature 
2.8 General deduction formula 
2.9.1 Net income from controlled foreign companies 
2.9.4 Normal tax rebates for certain taxes 
2.11 Limiting of losses when calculating taxable income 
2.12 Calculating the taxable income of a company or close corporation 
2.13 Summary 
 
 

CONTENT OF STUDY UNIT 

 

3.1 INTRODUCTION Textbook sections: 2.1 and 2.4 

 
Before we discuss gross income, special inclusions and exempt income, you need to under-
stand the concepts of residents and non-residents.  In TAX2601, you were required to apply the 
gross income definition only to residents.  In this module, the principles for non-residents are 
added. 
 
Since this module deals with the taxation of companies and close corporations (not natural per-
sons), you need to consider only the requirements below (and not the physical presence test) to 
determine whether a company or close corporation is a resident of the republic or not.  
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A person other than a natural person is a resident of the Republic if it is: 
 

 incorporated, established or formed in the Republic, or 

 effectively managed in the Republic. 
 
It is necessary to determine whether an entity is a resident for tax purposes, for the following 
reasons:  
 

 Residents are taxed on all (worldwide) income.  (Residents are covered in sections 3.2 to 
3.5 of this study guide.) 

 
 Non-residents are taxed only on income received from a South African source, or on 

income, which is deemed to have been received from a South African source.  (Non-resi-
dents are covered in section 3.6 of this study guide.) 

 

 

 
Read sections 2.1 and 2.4 in the prescribed textbook. 

 
 

3.2 GROSS INCOME Textbook section: 2.5 and 3.7.6 

 
You have already learned (in TAX2601) about the requirements that income must meet to be 
considered as gross income.  This section is a revision of these requirements and is supported 
by court cases additional to those that you encountered in TAX2601. 
 
You will need to learn the name as well as the principle (conclusion) of each of the tax court 
cases mentioned in the textbook.  (Note that it is not necessary to learn the numbers added 
next to the case names for completeness purposes.)   You will be required in the exam to list 
the name and principle under the appropriate criteria for the gross income definition when consi-
dering whether an amount should be included in gross income or not.   
 

The following are facts and the final outcome of a court case that is important for the purposes 
of this module (but that is not mentioned in the textbook).  It relates to the “in favour of” gross 
income requirement.  You will be required in the exam to discuss the facts briefly, as well as the 
issue addressed and the final outcome of this court case.  
 
COMMISSIONER FOR INLAND REVENUE v WITWATERSRAND ASSOCIATION OF  
RACING CLUBS      (23 SATC 380 (A) – 1960) 
 
This case illustrates the problem encountered by a taxpayer when avoiding the accrual of 
income to such a taxpayer by being obliged to pay such income to another person.  Once an 
amount has been beneficially received by or accrued to a taxpayer, he is taxed on that amount 
even though he may have an obligation to pay it over to some other person. 
 
Facts: 
 
The taxpayer, a non-registered association of racing clubs, organised a race meeting on the 
racecourse of the Johannesburg Turf Club, the proceeds of which were to be divided between 
two non-profit charities.  The proceeds of the meeting amounted to £7,906, which sum, together 
with £369 received from donations, was divided between the two charitable bodies for whose 
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benefit the meeting was stated to be held.  The Commissioner included the £7,906 in the tax-
payer‟s gross income. 
 
Issue: 
 
Should the proceeds, which the racing association were obliged to pay over to the charities, be 
included in the association‟s gross income? 
 
Outcome: 
 
That on the facts, the Association had, in holding the race-meeting, embarked upon a scheme 
of profit-making and was liable for tax upon the proceeds of the meeting notwithstanding the 
moral obligation upon it to distribute the proceeds to the charities in accordance with its decla-
red intention.  The Association acted as the principal in holding the race meeting, rather than as 
an agent, and the proceeds were received beneficially. 

 

 

Study section 2.5 (excluding the ordinary resident and physical presence test 
paragraphs of section 2.5.1 as well as section 2.5.7) of the textbook and work 
through question 2.1 of section 2.14 of the textbook.  
 
When working through this question, you should apply the requirements of the 
gross income definition to each of the amounts received.  Note that the question 
requires you to determine whether each amount is gross income or not, but you 
should also be able to give reasons for your answer (similar to the explanations 
given in notes 1 to 3 of solution 2.1), by referring to the principles contained in 
section 2.5 of the textbook. 

 

 

Study section 3.7.6 of the textbook (the accrual of interest). 
 
Note that the interest received on a loan or investment (financial instrument) is 
taxable according to the gross income definition.  Section 24J does not influence 
the taxability of the amount, but determines the timing of the accrual.  According to 
this section, the interest is spread on a daily basis over the term of the financial 
instrument. In other words, the interest is regarded to be received evenly during 
the year and not only on the specific date that the interest is attributed to the 
investor. 

 

 

When studying the gross income definition, make a thorough summary of each 
criterion that an amount must comply with before it can be included in gross in-
come.  You must be able to answer a discussion question on the applicability of the 
gross income definition (and discuss the applicable case law), as well as apply 
these principles to determine whether an amount should be included in the gross 
income of a taxpayer in a taxable income calculation question.  (Taxable income 
calculations are introduced later in this module – in other words, your knowledge 
on the gross income definition will be integrated in another study unit to enable you 
to calculate an entity‟s taxable income.) 
 

Remember, although amounts of a capital nature are excluded from gross income, these 
amounts could nevertheless be subject to income tax in accordance with the Eighth Schedule to 
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the Act, which regulates capital gains tax (CGT).  This topic is discussed in study unit 7 of this 
module. 

3.3 GROSS INCOME: SPECIAL INCLUSIONS Textbook section: 2.6 

 
Although an amount may be excluded from the definition of gross income as a result of not 
having met any of the criteria of the definition, the specific inclusions contained in paragraphs 
(a) to (n) of the gross income definition have the effect that amounts covered by the provisions 
of these paragraphs are nevertheless included in the gross income of the taxpayer.  For exam-
ple, if a person sells a business, the proceeds from such a sale are likely to be regarded as a 
capital receipt and, consequently, excluded from gross income.  However, if the purchase con-
sideration is received by the seller in the form of regular monthly repayments instead of a lump 
sum, the application of paragraph (a) of the definition, which specifically includes annuities in 
gross income, may result in these receipts, although capital in nature, being specifically inclu-
ded in the gross income of the taxpayer.  
 

 

 
Study section 2.6 in the textbook. 

 
 

3.4 EXEMPT INCOME Textbook section:2.7 

 
Exempt income refers to certain types of income that are included in gross income but that the 
Income Tax Act does not want to subject to tax.  They are therefore deducted from gross 
income to calculate total income. 
 
The income tax legislation is an important mechanism by which government achieves a variety 
of objectives.  For example, by exempting a portion of interest income for individuals from tax-
ation, government encourages individuals to save and this has a positive influence on the eco-
nomy.  These exemptions are contained in section 10 of the Act, and may exempt the taxpayer 
from normal income tax (for example, public benefit organisations) or may exempt the type of 
income (for example, dividends received by a company) fully or partially from normal income 
tax. 
 

 

Although certain amounts may be exempt from income tax (for example, dividends 
in certain circumstances), note that these amounts are nevertheless firstly included 
in gross income.  Once the second component of the framework, namely exempt 
income, is calculated, the relevant exempt portions are deducted from gross in-
come.  The result of this calculation is „income‟. 
 

 

 

 
Study section 2.7 in the textbook. 
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3.5 FOREIGN INCOME Textbook sections: 2.9, 2.9.2 and 2.9.3 

 
Due to the fact that residents are taxed on all (worldwide) income, a resident‟s foreign income 
must also be included in taxable income. 
 

 

 
Study sections 2.9 (introduction section) and 2.9.2 in the textbook.  
 

 
When a resident‟s foreign income has been taxed in the foreign country and is then also inclu-
ded in that resident‟s South African taxable income due to the worldwide income principle, then 
the resident may claim a rebate (refund) in respect of foreign taxes paid. 
 

 

 
Study section 2.9.3 in the textbook. 
 

 

 

 The section 6quat rebate applies only in respect of foreign taxes paid.  No 
rebate applies in respect of penalties or interest paid on foreign taxes. 
 

 If the foreign taxes exceed the calculated section 6quat rebate, taxpayers 
are entitled to carry this excess forward to the following years of assessment 
and to claim this excess as a rebate in future years.   

 

 

Work through Question 2.3 in section 2.14 of the textbook. 
 
When working through this question, you should apply the principles relating to 
foreign income received and the section 6quat rebate that the taxpayer qualifies 
for.  Note that the question does not specifically state that a section 6quat rebate 
should be calculated.  You need to know when a taxpayer qualifies for the rebate.   

 

 

3.6 NON-RESIDENTS Textbook section: 2.10 

 
The definition of gross income makes provision for the taxation of both residents and non-
residents.  Non-residents are taxed on all income from a South African source, or which is 
deemed to be from a South African source.  Consequently, it is important to study the concepts 
of „source of income‟ as well as „deemed source‟ in order to establish the taxability of amounts 
received by non-residents. 
 
The source of income is where that income has its origin.  To determine the source of income, 
two aspects need to be considered:  
 

 the cause of the income, and 
 the location of that cause.  
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Study the entire section 2.10 of the textbook.  
(You do not need to memorise the court cases mentioned in this section of the 
textbook.) 

 
Although the rules with regard to source and deemed source mainly serve the purpose of estab-
lishing whether such amounts will be subject to South African income tax in the hands of non-
residents, these source rules are also relevant in calculating the section 6quat rebate to which 
only residents are entitled. This rebate is not granted in respect of foreign taxes paid on 
amounts, which are from a South African source or are deemed to be from a South African 
source. 
 

 

Work through Question 2.4 in section 2.14 of the textbook  
 
When working through this question, you should apply the relevant exemption 
sections that can be used by non-residents. Note that some of the exemptions can 
apply only if the taxpayer is paying withholding tax. Therefore, if the question asks 
for the total tax liability, you must remember to include the withholding tax in your 
calculation.   

 

 

Go to Study unit 3 on myUnisa‟s discussion forum and discuss any concepts that 
you don‟t understand.  If you do understand the concepts, then answer those stu-
dents who have posted questions.  

 

 

 
Does the self-assessment test “Income of a business entity” on myUnisa? 

 
 

WRAP UP 

 
In this study unit, we have looked at the components of gross income, specific inclusions and 
exempt income.  Gross income represents all income items, whereas exempt income repre-
sents those income items which are included in gross income (either by means of the general 
definition or specific inclusions), but which should be deducted from gross income as a result of 
their exempt status. 
 
The taxation of foreign income of residents and the taxation of non-residents were also con-
sidered.  The section 6quat rebate – in terms of which residents are subject to double taxation – 
was explained.  We also discussed the rules which determine the source of income, as well as 
the deemed source rules.  
 
The Act makes provision for deductions against income as discussed in this study unit.  The 
general deduction formula is dealt with in study unit 4. 
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SELF-ASSESSMENT QUESTIONS 

 
The following questions are examples of the type of questions you can expect in the exam. 
When you attempt these questions without looking at the solutions (provided at the back of this 
study guide) and mark your answer yourself, you can get an indication of whether you have 
mastered this topic or whether you need to go through some sections of the study unit again.  
 
 
QUESTION 3.1  (12 marks, 14 minutes) 
 
Shoe Wholesale (Pty) Ltd, a South African resident, stated in a television interview that they 
intended to give all the money received from shoe sales on 23 December 2014 to a charity.  
The actual receipts from sales on this day amounted to R300 000.  Shoe Wholesale (Pty) Ltd‟s 
year of assessment ends on 31 March 2015. 
 

REQUIRED: Marks 

 
Discuss whether the money from shoe sales amounting to R300 000 will be 
included in Shoe Wholesale (Pty) Ltd‟s gross income for the 2015 year of assess-
ment. 
 

 
 

12 

 

QUESTION 3.2  (15 marks, 18 minutes) 
 
Red Dot (Pty) Ltd is a manufacturing company with a June year-end.  The company also owns 
a block of 15 flats that it purchased in 1992.  Red Dot (Pty) Ltd has been achieving a reason-
able return from the letting of these flats since 1992, and the company does not have a history 
of property dealing. 
 
During January 2015, the company realised that it could make a substantial profit by selling the 
flats individually.  Red Dot (Pty) Ltd has accordingly made an application for a sectional title re-
gister to be opened.  
 

REQUIRED: Marks 

 
Discuss, giving reasons, whether the proceeds from the sale of flats will be inclu-
ded in Red Dot (Pty) Ltd‟s gross income for the 2015 year of assessment. 
 

 
 

15 
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ASSESSMENT CRITERIA 

 
We could assess this study unit in assignments or in the exam by asking you to: 
 

 determine, with reference to the criteria established, whether a person other than a natural 
person (e.g. a company) will be classified as a resident for tax purposes 

 list the requirements of the gross income definition, together with the applicable case law 
(name and principle) 

 apply the requirements of the gross income definition in a practical situation, providing rea-
sons why an amount should be included in gross income or not 

 apply the subjective and objective tests to determine whether a transaction is of a capital 
nature or not 

 apply the special inclusions in a taxable income calculation 

 apply exempt income in a taxable income calculation  

 apply the rules relating to foreign income in a taxable income calculation  

 determine the taxable income of non-residents  

 determine the source of income.  
 
 
 
Literature consulted:  
 
1. De Swardt, RD, Hamel, EH, Mitchell, LD, Nieuwoudt, MJ, Stark, K. & Venter, JMP.  2012. 

Tax workbook. Durban: Lexis Nexis. 
 
2. Venter et al. 2014.  A Student’s approach to Income Tax (Business Activities). 
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INTRODUCTION 

 
A big retail company, Pick & Wear, selling branded clothing in outlets in all the major cities in-
curs expenses relating to running the business.  Sometimes the company pays the private ex-
penses of its directors and the company‟s accountant, Mr Bean Counter, allocates these expen-
ses to the relevant expense accounts in the general ledger. 
  
What would happen if Pick & Wear could claim any expenditure incurred as a taxable de-
duction, regardless of whether such expenditure was for private or business purposes?  
 
The issue here is about the general deduction formula governing the deduction of expenditure 
incurred by a taxpayer in carrying on a trade in the production of income.  The taxpayer would 
ideally want to claim all expenses as tax-deductible expenditure, but not all expenses neces-
sarily qualify as tax-deductible expenditure.  The taxpayer has to convince SARS that a certain 
expense may qualify as a tax-deductible expense.  SARS on the other hand would like to limit 
the deductions a taxpayer may claim as a tax-deductible expense, thus increasing the tax lia-
bility of the taxpayer. 
  
This study unit explains when an expense will qualify for a deduction in the taxable income 
calculation of a taxpayer.  If you refer to the framework (introduced earlier in this module and 
provided again below), this study unit relates to the first category of allowable deductions, 
namely the general deduction formula.  
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LEARNING OUTCOMES 

 
After you have completed this study unit, you should be able to: 
  
 discuss the requirements of the general deduction formula and apply the formula in a prac-

tical situation  
 discuss whether an expenditure will be deductible in terms of the general deduction formula 
 explain the working of section 23 (deductions not allowed in the determination of taxable 

income) and how this affects deductions. 
 
 

PRESCRIBED STUDY MATERIAL FOR THIS STUDY UNIT 

 
Chapter 2 in the prescribed textbook. 
 

 

You need to learn and understand both the general deduction formula and the 
prohibition of deductions in the determination of taxable income.  You also need 
to know how to apply the general deduction formula. 

 
 

SECTIONS OF THE TEXTBOOK THAT CAN BE IGNORED 

 
For the purposes of this study unit, you need to study only sections 2.8 and 2.11. 
 
 

CONTENT OF STUDY UNIT 

 

4.1 BACKGROUND  Textbook sections: 2.8.1 – 2.8.8 

 
Allowable deductions represent those of the expenses incurred by the taxpayer “from carrying 
on any trade” which, in terms of the Income tax Act 58 of 1962 (“the Act”), may qualify as a de-
duction.  These allowable deductions are deducted from „income‟ in the framework.  The result 
of this calculation (income less allowable deductions) is taxable income.  
 
The Act makes provision for the general deduction formula in terms of which most operating 
expenses incurred by the taxpayer during the operation of an enterprise may qualify as allow-
able deductions. 
 
The general deduction formula (section 11(a)) stipulates that expenditure and losses: 
 

 that have actually been incurred  
(meaning that they have been paid or that a liability to pay exists) 
 

 that have arisen during the year of assessment  
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 that have been incurred in the production of income  
(meaning that the income producing action that gave rise to the expenditure was closely 
connected to the income producing activities)  
 

 that are not of a capital nature  
(meaning that the expenditure/loss is more closely related to the income earning opera-
tion than to the income earning structure) 

 

 that do not form part of the fixed capital (such as non-current assets) but rather form part 
of the floating capital (such as trading stock), and 

 
 that do not create an enduring benefit 

 
shall be allowed as deductions, provided that: 
 

 a trade is carried on by the taxpayer, and 

 income is to be derived from such trade. 
 
Section 23(g) of the Act should also be adhered to when applying the general deduction formu-
la.  This section prohibits the deduction of: 
 

 any moneys claimed as a deduction from income derived from trade 
 

 to the extent to which such moneys were not laid out or expended for the purposes of 
trade (meaning not closely connected to the trade carried on). 

 
Furthermore, specific provisions in the Act may further allow specific expenditure as allowable 
deductions, although the expenditure might not be deductible in terms of the general deduction 
formula.  This category of deductions is dealt with in study units 5 and 6.  In this regard, it is 
important to note that, where the Act makes specific provision for a specific deduction of expen-
diture (for example bad debts written off), the general deduction formula may not be used to 
deduct such expenditure as an allowable deduction, and only the specific section in the Act may 
be used.  The Act also prohibits the double deduction of the same expense in terms of more 
than one provision of the Act.  
 

 

Study sections 2.8.1 – 2.8.8 of the prescribed textbook (which explains each of 
the requirements that must be fulfilled before an expense will qualify as an allow-
able deduction in terms of the general deduction formula).  It is important that 
you know the names of the relevant court cases (you do not need to know the 
number of the specific court case) and to take note of them as you read sections 
2.8.1–2.8.8.  A detailed discussion of the Port Elizabeth Electric Tramway Co Ltd 
v CIR 8 SATC 13 is provided below. 

 

 

 The general deduction formula comprises two elements, namely the positive test 
that an expense must comply with (paragraphs 2.8.1 to 2.8.7), and the section 
23 negative test (paragraph 2.8.8) that may disqualify/prohibit a deduction as an 
allowable deduction.  These two elements must always be applied in conjunc-
tion with each other in order to establish the deductibility of the expense.  For 
example, a stock loss suffered by an enterprise, and which is subsequently 
compensated for by an insurance payment, may in all respects be deductible in 
terms of the general deduction formula (positive test).  However, it will be dis-
qualified as a deduction in terms of section 23(c) since the loss has been 
recovered in terms of an insurance contract (negative test). 
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 The requirement that expenses be incurred in the production of income often 

proves to be problematic in a practical situation. In this regard, important tests 
have been established in the South African courts in order to determine whether 
an expense which has been incurred in the production of income, and which has 
a close connection with the operations of the enterprise, has indeed necessarily 
been expended and incurred with the purpose of earning income or to operate 
the business more efficiently.  At least one of these criteria must be satisfied 
before it can be concluded that the expense has, in fact, been incurred in the 
production of income.  

 
 Although expenses of a capital nature are not deductible in terms of the general 

deduction formula, specific sections of the Act make provision for the deduction 
of such expenditure.  This is an example of an allowable deduction that is speci-
fically provided for in the Act.  This category of allowable deductions will be dis-
cussed in study unit 6. 

 

 Work through Question 2.2 „KZN Tax consultants’ in the examination preparation 
section, section 2.14 of the prescribed textbook.   
 
When working through the above question, you should apply the requirements of 
the general deduction formula to each of the expenses by applying both the positive 
and the negative tests in order to establish the deductibility of the expense.  Note 
that, although the question requires that you determine whether each of the expen-
ses is deductible in terms of the general deduction formula, it is important that you 
should also be able to give reasons – by referring to the principles contained in 
paragraphs 2.8.1–2.8.8 (including case law) – why you consider an amount to be 
deductible or not.  These reasons or arguments in accordance with the established 
principles are to be found in the solutions to question 2.2 where each item is fully 
discussed.  
 
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 you have already studied and working through it like this 
will help ensure that you understand that section of the work. 
 

Various court cases have tested the practical application of the principles of the general de-
duction formula.  The most notable cases include the following that should be studied: 
 

 CIR v De Beers Holdings 46 SATC 47 (carrying on a trade) 
 

 Joffe & Co (Pty) Ltd v CIR 13 SATC 354 (expenditure and losses) 
 

 Caltex Oil (SA) Ltd v SIR 37 SATC 1 (actually incurred) 
 

 Port Elizabeth Electric Tramway Co Ltd v CIR 8 SATC 13 (in the production of income) 
 

 Sub-Nigel Ltd v CIR 15 SATC 381 (not of a capital nature) 
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We will now discuss the case of Port Elizabeth Electric Tramway Co Ltd v CIR 8 SATC in order 
to explain the practical application of the general deduction formula.  You must be able to dis-
cuss the facts, issues and outcome of this court case in detail if you are asked to do so in the 
exam.  First, the facts are presented, then the issue being addressed and, finally, the outcome 
of the case is described: 
 

 
Facts 
The taxpayer company carried on business as a tramway company. In the course of the year of 
assessment, the driver of one of its tramcars lost control of the tramcar while descending a 
deep gradient.  The tramcar ran into a building and the driver suffered injuries that subsequently 
caused his death.  The company was compelled by the court to pay an amount of compensation 
to the driver‟s widow and also incurred legal costs in fighting the claim for compensation. The 
taxpayer company claimed both the amount of the compensation paid and the legal costs 
incurred as tax deductions. 
 
Issue 
Would the company have been entitled to claim both the compensation paid to the driver‟s 
widow and the legal expenses incurred in contesting her claim as being expenditure in the 
production of income in terms of the general deduction formula? 
 
Outcome 
The judge in this case held that the general deduction formula allows the deduction of all 
expenses attached to the performance of a business operation performed bona fide for the 
purpose of earning income, whether such expenses are necessary for its performance or 
attached to it by chance, provided they are so closely connected with it that they may be re-
garded as part of the cost of performing it.  The deceased driver was employed by the company 
to drive the tramcar and thereby earned income for the company.  The employment of the driver 
carried with it the potential risk that the driver may be injured and, as a result thereof, the 
payment of compensation would be regarded as cost for the company‟s operations for the 
purpose of earning income. The compensation paid to the drivers‟ widow was thus allowed as a 
deduction.  However, the legal costs incurred in opposing the compensation claim were not 
allowed as a deduction for tax purposes because they were not expended in an operation 
entered into for the purpose of earning income. 

 
Practical application of the general deduction formula: 
 
Pick & Wear Company has suffered a loss of R21 500 (excluding VAT) due to a fire that broke 
out in its manufacturing area.  Fortunately, the company was insured and the loss of R21 500 
was covered under an insurance contract.  The insurer has paid Pick & Wear Company an 
amount of R19 750 to cover the determined loss of R21 500.  What will be the amount that Pick 
& Wear Company may claim as a deduction in terms of section 11(a)? 
 
The first thing to determine in this example is whether Pick & Wear Company was covered for 
the full loss of R21 500 under an insurance contract.  The insurance company has paid Pick & 
Wear Company an amount of R19 750 to cover the determined loss of R21 500.  Thus, R1 750 
of the loss suffered could not be recovered from the insurance company.  Pick & Wear Com-
pany cannot claim for the part of the loss that was covered by the insurance contract (R19 750), 
but may claim the uncovered part of the loss of R1 750 in terms of the general deduction for-
mula as a deduction in terms of section 11(a).  
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 4.2 SPECIFIC TRANSACTIONS  Textbook section: 2.8.9 

 
Some expenses incurred in carrying on a trade may not be deductible for tax purposes as a 
specific deduction, but could be deductible according to the general deduction formula.  The tax 
treatment of some specific transactions is explained in section 2.8.9 of the textbook.  The impor-
tant test to apply when testing for a possible deduction is whether the expenses may: 

 create an asset of a permanent nature for the business, or 

 create an enduring benefit 
and would therefore be expenditure of a capital nature. 
 

 

 
Study section 2.8.9 of the prescribed textbook. 

 
 

4.3 LIMITING OF LOSSES WHEN CAL-
CULATING TAXABLE INCOME  

Textbook section: 2.11 

 
In the past there used to be a practice, especially among professional people, of engaging in 
secondary trades or trades that reported losses annually.  Often, these secondary trades were 
no more than hobbies.  They were misused to save tax for the taxpayer who would deduct the 
losses from these non-profitable trades from salary income or from the profits made as part of 
the profitable trading of the taxpayer.  Since the introduction of section 20A of the Act, this 
practise is controlled to a large extent.  
 

 

 
Study section 2.11 of the prescribed textbook. 

 

 

Do the self-assessment on the “General deduction formula” on myUnisa.  

 
 

WRAP UP 

 
In this study unit, the first category of allowable deductions, namely the general deduction for-
mula, was discussed.  You should be able to answer any question regarding the practical 
application of the general deduction formula as well as any question on the possible prohibition 
of an expense as a deduction for income tax purposes.  
 
The Act makes provision for the deduction of specific expenditure, in addition to the provision 
contained in the general deduction formula.  Consequently, these specific provisions must also 
be considered in order to establish the total allowable deductions for a taxpayer.  We look at 
these specific deductions in study unit 5. 
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Now that you have completed this study unit, please revisit the learning ob-
jectives and make sure that you have attained all of them. 

 
This study unit is a foundational learning unit, but your understanding of the principles that we 
have discussed here, especially the general deduction formula and the prohibition of certain 
deductions, is of the utmost importance in your journey with the principles of taxation from a 
business perspective. 
 
You will know you have mastered this study unit if you can answer the following questions: 
 

 When can an amount be claimed as an expense in terms of the general deduction for-
mula? 

 Which costs are specifically prohibited as deductions for tax? 
 
 
SELF-ASSESSMENT QUESTIONS – the solutions can be found at the end of this STUDY 
GUIDE 
 
QUESTION 4.1  (34 marks, 41 minute) 
 
Case study 1 
 
Bean Counter (Pty) Ltd is an accounting and tax consulting company operated from the private 
residence of Thomas Bean, the sole shareholder of the company.  He has converted a granny 
flat, located on the same stand as his private residence, into company offices.  The company is 
a registered VAT vendor.  Bean Counter (Pty) Ltd has concluded the following transactions for 
the year of assessment ended 28 February 2015 and requires your advice on the correct tax 
treatment of each of the transactions below: 
 
1. R3 700 paid to Maintenance Man on 15 September 2014 to replace the front door of the 

offices that was damaged by an angry client.  Fortunately, the full amount could be recove-
red from the company‟s insurance.   (2)  
 

2. R750 paid to SARS on 31 October 2014 for administrative penalties relating to the late 
submission of the annual income tax return for the 2013 year of assessment.  (2)  

 
3. Monthly rental of R1 140 (including VAT) on a photocopy machine used exclusively in the 

business, payable on the first of each month via debit order to Happy Copiers.            (11) 
 

4. R50 000 paid to Room Contractors on 30 November 2014 for the adding of two rooms to the 
granny flat.  The rooms will be rented out to Bean Counter (Pty) Ltd‟s employees as from 
1 January 2015. (8) 
  

REQUIRED: Marks 

Briefly discuss whether or not the expenses relating to the transactions in case 
study 1 would be deductible by Bean Counter (Pty) Ltd for the 2015 year of as-
sessment in terms of the general deduction formula (section 11(a)) and section 23 
(prohibited deductions) of the Income Tax Act.  Refer to relevant case law if appli-
cable and list the requirements where necessary. 

 
 

23 
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QUESTION 4.1  (continued) 
 
Case study 2 
 
The following transaction relates to Hanzer (Pty) Ltd: 
 
On 1 August 2014, Hanzer (Pty) Ltd acquired the exclusive right to sell one of its flagship pro-
ducts for a period of seven years in the Cape Town area.  The cost of this right was R175 000, 
payable as follows: 
 

 R40 000 on 1 September 2014, and 

 R22 500 for each of the next six years, payable as from 1 September 2015 
 

REQUIRED: Marks 

Briefly discuss the deductibility of the initial payment of R40 000 for the 2015 year 
of assessment and the R22 500 payable for the next six years of assessment in 
terms of the general deduction formula.  You may ignore case law, but you must 
list all the requirements where necessary. 

 
 

3 

 
Case study 3 
 
Daisy (Pty) Ltd has borrowed R120 000 from V-Bank to purchase a delivery vehicle to deliver 
flowers to customers.  The loan was granted on 1 October 2014. Daisy (Pty) Ltd runs a busi-
ness as a florist and the delivery of flowers to customers is part of its main business.  The fol-
lowing information was provided for the year of assessment ended on 28 February 2015: 
 

 Interest of R8 500 paid on the loan from V-Bank 

 Capital of R21 500 repaid against the loan from V-Bank 
 
Daisy (Pty) Ltd also signed a new lease agreement on 1 September 2014 with Big Brother 
Rentals for a period of three years.  A monthly rental of R15 000 is payable on the first of each 
month as from 1 September 2014.  The lease agreement also stipulates that, apart from the 
monthly rental of R15 000, an additional rental amount of 1,5% of the annual turnover for the 
period 1 September 2014 to 31 August 2015 will be paid to Big Brother Rentals if the turnover 
for that period exceeds R850 000.  The turnover for the year of assessment ended                  
28 February 2015, amounted to R820 000. 
 

REQUIRED: Marks 

a. Discuss if the interest paid of R8 500 and the capital repaid of R21 500 
against the loan from V-Bank will be deductible in terms of the general 
deduction formula for the 2015 year of assessment.  
 

 
 

4 

b. Discuss the deductibility of the monthly rental of R15 000, and the 1,5% ren-
tal based on the turnover of Daisy (Pty) Ltd if it exceeds R850 000, in terms 
of the general deduction formula.  List all the requirements where necessary. 

 
 

4 
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ASSESSMENT CRITERIA 

 
We could assess this study unit in assignments or in the exam by, asking you to: 
 

 discuss the deductibility of expenses (including case law) in terms of the general deduction 
formula with regard to a practical scenario 

 apply section 23 (prohibition of deductions) in an income tax calculation question 

 apply the general deduction rules to specific transactions not qualifying for specific deduc-
tions in an income tax calculation question.  

 
 
Literature consulted: 
 
1. Income Tax Act 58 of 1962. 

 
2. www.sars.co.za  

 
3. Venter et al. 2014.  A Student’s approach to Income Tax (Business Activities edition). 
 
 

NOTES 
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SOLUTIONS TO SELF-ASSESSMENT QUESTIONS IN STUDY UNIT 1 

 

QUESTION 1.1  (20 marks)  
  
Transaction 1  

                                                                  R               
Output VAT  
Insurance claim received (R128 000 x 14/114)      15 720  (1) 
Fax machine replaced (not a payment in money)       Nil      (1) 
Output tax   15 720  
  
Input VAT  
Insurance premium (R1 100 x 14 /114)       135  (1) 
Computer 
 (deemed supply) ((R8 000 x 14 /114 = R982) x 80%)  786  

 
(2) 

Mirror (deemed supply, notional input vat) (R5 000 x 14 /114)   614   (1) 
Input tax    1 535  
  
VAT payable (R15 720 – R1 535)   14 185 (1) 
       [7] 
Transaction 2  
  
Output VAT  
Fringe benefit (truck)   
    (R170 000 less notional input tax of R20 877 
        x 0,6% x 14/114 x 1 month)  110   

 
(4) 

Indemnity award received (R150 000 x 14/114)    18 421    (1) 
Output tax    18 531   
  
Input VAT  
Second-hand truck (R170 000 x 14 /114)  20 877   (1) 
Fuel (zero-rated supply)        Nil      (1) 
New double-cab bakkie (Input VAT denied, motor car)        Nil     (1) 
Input tax   20 877   
  
VAT refundable (R18 531 – R20 877)      (2 346)  
   [8] 
Transaction 3  
       
Output VAT  
Sound system (private use) (R5 000 x 14/114)          614 (2) 
Output tax          614  
  
Input VAT  
Old sound system  
– change of use (R4 500 x 14 /114 x 30%)         166  

 
(2) 

New sound system (R6 000 x 14 /114)          737   (1) 
Input tax       903  
  
VAT refundable (R614 – R903)        (289)   

    [5] 
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QUESTION 1.2  (28 marks) 
 
Calculation of the net amount of VAT payable by/refundable to Many Rent (Pty) Ltd for the two-
month tax period ended 31 January 2015 

Note              R                     
Output tax 
 
Commercial rentals (R279 300 x 14/114) 
Residential rentals (exempt supply) 
Interest (financial service – exempt supply) 
Insurance award (R180 400 x 14/114 x 60%) 1 
Taxable benefit for the managing director‟s motor car 
  (R96 900 x 100/114 x 0,3% x 14/114 x 2 months x 60%) 2           

 
 

34 300  
-            
-            

13 293  
 

38  

 
 

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

 
(4) 

Total output tax 47 631   

 
Input tax 
 
New factory building (R365 000 x 14/114) 3           
Two residential flats (exempt supply) 
Bank charges (R1 254 x 14/114 x 60%) 
Audit fees (R14 250 x 14/114 x 60%) 
Salaries and wages (not an enterprise) 
Purchase of truck (R102 600 x 14/114 x 60%) 4          
Depreciation (not a supply) 

 
 
 

44 825  
-            

92  
1 050  

-            
7 560  

-            

 
 
 

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

Maintenance (R16 416 x 14/114 x 60%) 
Insurance premiums (R15 048 x 14/114 x 60%) 
Interest on mortgage bonds (financial service – exempt supply) 
Rentals  
   -  fax machine (R2 736 x 14/114 x 60%)               
   -  photocopy machine (R1 482 x 14/114 x 60%) 
   -  coffee machine (input denied, entertainment asset)                             5                                 
Employees‟ subsistence (supply of „entertainment‟) 
Fuel (zero-rated supply) 
Bad debts ((R16 188 – R6 384) x 14/114)     6          
Hotel accommodation and meals (R2 508 x 14/114 x 60%)   7          
Overseas air tickets (R9 804 x 0% (zero-rated supply))   8          

1 210  
1 109  

-            
 

202  
109  

  -      
-            
-            

1 204  
185  
-            

(1) 
(1) 
(1) 

 
(1) 
(1) 
(1) 
(1) 
(1) 
(2) 
(1) 
(1) 

Total input tax 57 546  
 

 
VAT refund (R47 631 - R57 546) 

 
(9 915) 

 
(1) 
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Lecturers’ notes 

Question 1.2 

 
1. The insurance award is a deemed supply as Many Rent (Pty) Ltd was entitled to an input 

tax credit for the truck (which is not a „motor car‟ as defined).  As only 60% of the input tax 
credit was claimed for the insurance premiums, the output tax is also apportioned to the 
extent of 60%. Remember that this applies when an asset is disposed of via an insurance 
claim or when given as a fringe benefit.  When an asset is disposed in any other way, and 
the full input VAT could not be claimed on acquisition, then output is charged at 100% and 
the remaining input claimed (1.14 in textbook) 

 
2. The use of the motor car by the managing director is a Seventh Schedule taxable benefit 

giving rise to a deemed supply for VAT purposes. 
 
3. No apportionment is necessary because the factory building is used wholly to make tax-

able supplies. 
 
4. The truck is not a „motor car‟ as defined and therefore an input tax credit is available. 
 
5. The coffee machine is the supply of „entertainment‟ and no input tax credit is therefore 

available (section 17(2)(a)). 
 
6. The input tax credit is not apportioned as the output tax charged on the commercial rentals 

was subject to output tax in full. 
 
7. An input tax credit is available as the entertainment expenditure has been incurred for the 

personal subsistence of an employee of Many Rent (Pty) Ltd because he is obliged to be 
away from his usual place of residence and from his workplace by reason of the duties of 
his office. 

 
8. No deemed supply arises out of this fringe benefit because it is a zero-rated supply. 
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QUESTION 1.3  (20 marks) 
 
(a) VAT registration is compulsory in the case of: 

- Existing businesses whose taxable supplies have already exceeded the R1 million 
threshold within the preceding 12 months, 

- Existing or future businesses that have written contractual commitments to make tax-
able supplies exceeding R1 million within the next 12 months.  

 
 Glorious Gardens CC has annual garden maintenance contracts valued at R1 020 000 

(10 x R8 500 x 12 months) on 1 March 2014.   
 
 Glorious Gardens CC is therefore required to register as a vendor for VAT purposes. (2) 
 
(b) In terms of section 27 of the Act, Glorious Gardens CC will be classified as a category A, 

category B or category F vendor for the following reasons: 
 

 Glorious Gardens CC's taxable supplies for the twelve-month period commencing 
1 March 2014 is unlikely to exceed R30 million (category C); 

 

 Glorious Gardens CC's enterprise does not consist solely of agricultural, pastoral or 
other farming activities (category D); and 

 

 Glorious Gardens CC is not a company or a trust fund whose enterprise consists 
solely of letting fixed property or movable goods to, or the administration or manage-
ment of, companies which are connected persons in relation to the vendor (category 
E).  (2) 

 
 (c) Transaction 1 
 

Notional input tax on purchase of second-hand truck: 
R79 800 x 14/114 = R9 800 
 
Output tax on supervisor's use of the second-hand truck: 
Deemed supply of: 
R70 000 (R79 800 less notional input tax of R9 800) x 0,6% x 14/114 x 1 month = R52 
 
Fuel cost for truck: 
No input tax because fuel is a zero-rated supply. 
 
Input tax on insurance premium on truck: 
R684 x 14/114 = R84 
 
Output tax on indemnity award received: 
Deemed supply of R74 100 x 14/114 = R9 100 (8) 
 
Transaction 2  
 
Purchase of second-hand double cab light delivery vehicle: 
Input tax deduction denied because a double cab light delivery vehicle is a motorcar as 
defined. 
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QUESTION 1.3  (continued) 
 

Deemed output tax on Gloria Kirstenbosch's private use of the second-hand double cab 
light delivery vehicle: 
(R105 000 x 0,3%) - R85)) x 14/114 x 2 months = R56 (4) 
 
Transaction 3 
 
Input tax on purchase of second-hand gardening equipment from a non-vendor, to the 
extent of payment: 
Input tax of (R32 604 ÷ 4) x 3 x 14/114 = R3 003 (2) 
 
Transaction 4  
 
Bus coupons fringe benefit: 
No deemed supply because transport by bus is an exempt supply. 
 
Bus coupons purchased: 
Input tax deduction denied - exempt supply. (2) 

 

 

  
Lecturers’ notes 

Question 1.3 

 
1. The first two parts of this question are the type of theory questions that can be asked 

when testing VAT. 
 
2. In this question, you are working with March and April.  Thus, you must ensure that the 

transaction you are faced with takes place during this period.   Certain VAT calculations, 
for example, fringe benefits, depend on the number of months.  If there is a fringe bene-
fit, you must determine if you should work with one or two months in your calculation. 
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QUESTION 1.4  (19 marks) 
 
Calculation of VAT payable / refundable for the period ended 31 March 2015 
 
Output tax                 R      
 
Sales  -  fuel (zero rated)               -      (1) 
 - shop (R364 800 x 14/114)        44 800 (1) 
Fringe benefits - member‟s single cab „bakkie‟ (not a motor vehicle 
  as defined)  (R350 000(1) x 0,6%(1) x 14/114 x 2(1))         516  
 
            45 316 
Input tax 
 
Purchases - fuel (zero-rated)             -          (1) 
  - shop (R262 200 x 14/114)      32 200 (1) 
Bank charges R(250 + 18) x 14/114)        33 (1) 
Interest paid (financial service – exempt supply)      -          (1) 
Computer (deemed input VAT – (R1 600 x 14/114)                                   196 (1) 
Depreciation (not a supply)             -     (1) 
Finance lease (R25 536 x 14/114)          3 136 (1) 
Office equipment rentals (R2 508 - R1 026) x 14/114     182 (1) 
Coffee machine rental (entertainment)        -     (1) 
Tea and coffee for employees (entertainment)      -     (1) 
Travel expenses (R821 x 14/114)       101 (1) 
Overseas air ticket (zero-rated)         -         (1) 
Wages (not a supply)               -__  (1)      
 
            35 848 
 
VAT payable (R45 316 - R35 848)         9 468 (1) 
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QUESTION 1.5  (12 marks) 
 
1. Garden Solutions CC can claim the full input tax credit of R7 560 (R61 560 x 14/114) on   

1 March, as it purchased a delivery vehicle („bakkie‟) which is not a „motor car‟ as defined.  
        (2) 
 
2. No input tax credit may be claimed for this purchase, as the purchase of Easter eggs con-

stitutes the supply of „entertainment‟ as defined (section 17(2)(a)).    (2) 
 
3. Garden Solutions CC can claim an input tax credit of R56 (R456 x 14/114).              (1) 
 
4. Garden Solutions CC can claim a deemed input tax (notional input tax) deduction of  
 R1 044 (R8 500 x 14/114).         (1) 
 
5. The purchase of the first and second lawnmowers gives rise to the claiming of an input tax 

credit: 
 
 First lawnmower   - R252 (R2 052 x 14/114) 
 Second lawnmower   - R343 (R2 793 x 14/114) 
 

The trade-in of the first lawnmower gives rise to the levying of output tax of R210  
(R1 710 x 14/114).           (3) 

 
6. Garden Solutions CC cannot claim an input tax credit as it purchased a „motor car‟ as defi-

ned. 
 

The fringe benefit gives rise to a deemed supply.  The output tax on the deemed supply 
is calculated as follows: 

 
 [((R71 250 x 100/114) x 0,3%) - R85] x 14/114 x 1 month = R13.   (3) 
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SOLUTIONS TO SELF-ASSESSMENT QUESTIONS IN STUDY UNIT 3 

 
 
SOLUTION: QUESTION 3.1  (12 marks, 14 minutes) 
 
For an amount to be included in Shoe Wholesale (Pty) Ltd‟s gross income, the receipt or 
accrual must satisfy the requirements of the gross income definition (1).  
 
Gross income is defined in relation to a resident (1) in section 1 of the Income Tax Act as: 
 

- the total amount, (1) 
 

- in cash or otherwise, (1) 
 

- received by or accrued to or in favour of the resident, (1) 
 

- during the year of assessment, (1) and 
 

- that is not of a capital nature. (1) 
 
The first two and the last two requirements of the gross income definition are satisfied as the 
amount of R300 000 was received in cash on 23 December 2014 (i.e. in the 2015 year of 
assessment) and it is revenue in nature as it relates to the sale of stock (4).  The question to be 
decided is whether the sales of R300 000 were „received by‟ or „accrued to‟ Shoe Wholesale 
(Pty) Ltd (1). 
 
The company announced publicly, before the date that the sales occurred, that it would donate 
all the money received for sales on 23 December 2014 to „a charity‟ – at that stage unidentified.  
 
In CIR v Witwatersrand Association of Racing Club (1), the circumstances were that the asso-
ciation staged a special race meeting in aid of two non-profit charities.  The net proceeds of the 
race meeting (£7 906) were duly divided between the two charitable bodies.  The Commissioner 
included the £7 906 in the Witwatersrand Association of Racing Club‟s gross income as it was 
received by the Association as the result of a scheme of profit making (1).  The court agreed 
that the Association acted as the principal in holding the race meeting rather than as an agent 
and the proceeds were received beneficially (1).  
 
Shoe Wholesale (Pty) Ltd has a so-called moral obligation to donate the R300 000, but no legal 
obligation (1). The company could change its mind and keep the money.  It is clear, therefore, 
that, at the moment of receiving the money from sales on 23 December 2014 amounting to 
R300 000, this amount accrued to the company, and at that point in time Shoe Wholesale (Pty) 
Ltd receives the money for its own benefit (1). 

 
Total marks = 17, Max = 12 
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SOLUTION: QUESTION 3.2  (15 marks, 18 minutes) 
 
For an amount to be included in Red Dot (Pty) Ltd‟s gross income the receipt or accrual must 
satisfy the requirements of the gross income definition (1).  Gross income is defined as:  
 
- the total amount, (1)  
- in cash or otherwise, (1)  
- received by or accrued to or in favour (1) of the resident, (1)  
- during the year of assessment, and (1)  
- not of a capital nature. (1)  
 
The first four requirements of the gross income definition are satisfied with the sale of flats, as 
Red Dot (Pty) Ltd will receive the selling price in cash during the year of assessment it is sold in, 
and the receipt of the sale transaction will also accrue to Red Dot (Pty) Ltd. (4).  It needs to be 

determined, however, whether the receipts or accruals are “of a capital nature‟ (1).  If the 
receipt was of a capital nature, then it would not be included in Red Dot (Pty) Ltd‟s gross 
income.   
 
In order to determine whether an amount received by a taxpayer is of a capital nature, one 
needs to determine whether the taxpayer‟s intention (1) with the acquisition and subsequent 
disposal of the asset was that of investment (capital) or speculation (revenue). 
 
First, the original intention at the date of purchase must be ascertained (1) (SIR v Trust Bank of 
Africa Ltd) (1).  It would appear, from the facts given, that Red Dot (Pty) Ltd originally acquired 
the block of flats as a capital investment (1).  This is supported by the fact that the company: 
 

 held them for a long time, 

 derived rentals from them, and 

 does not have a history of property dealing (1). 
 
It is further necessary to consider if there has been a change of intention (1).  The mere sale of 
the flats is not sufficient to show a change of intention. In CIR v Stott (1), it was held that every 
man is entitled to realise his capital asset to his best advantage (1).  Where an owner subdivi-
des his land, the planning, extent, duration, nature, degree, organisation and marketing strate-
gies in relation to the concept of a “scheme of profit” will determine whether he is realising his 
asset to the best advantage or embarking on a business venture (1) (Natal Estates Ltd and 
Berea West Estates (Pty) Ltd v SIR) (1). 
 
The opening of a sectional-title register and selling the flats off individually is not a decisive 
indication that Red Dot (Pty) Ltd‟s intention with the asset changed from investment to specu-
lation.  The company is merely realising its capital asset to its best advantage (1).  The pro-
ceeds would then still be capital and will not be included in Red Dot (Pty) Ltd‟s gross income for 
the 2015 year of assessment (1).  

          
Total marks = 24, Max = 15 
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SOLUTIONS TO SELF-ASSESSMENT QUESTIONS IN STUDY UNIT 4 

 

 
QUESTION 4.1 
 
Case study 1: 
 
1. The cost of repairing the front door of the business offices will not be deductible, because 

section 23(c) specifically prohibits this.  The R3 700 expenditure relates to an insured loss.  
A deduction of any loss or expenditure that is recovered under any insurance contract will 
not be allowed as a deduction as it is prohibited in terms of section 23(c).  Because the de-
duction of R3 700 is prohibited, the requirements for section 11(a) do not apply.  Thus, there 
is no need to determine if the expenses would meet the criteria for the general deduction 
formula.                                (2) 
 

2. The R750 paid to SARS for administrative penalties would not be deductible because 
section 23(d) prohibits the deduction of penalties imposed under any other Act administered 
by the Commissioner.  Thus, there is no need to determine if the expenses would meet the 
criteria for the general deduction formula.                           (2) 

 
3. The monthly rental paid of R1 000 (excluding VAT) will meet the criteria for the general 

deduction formula.  There will be a monthly payable amount (rental expenditure) that would 
be actually incurred as this would be payable on the first of each month.  The rental will also 
be considered as expenditure made in the production of income, as the premises will be 
used exclusively in the business of Bean Counter (Pty) Ltd.  The requirements of the general 
deduction formula are: 

 

 Expenditure – in this case there is an amount (R1 000 rental per month) 
 

 Actually incurred – the R1 000 is a monthly payment and therefore it is actually incurred 
 

 In the production of income – in the case of Bean Counter (Pty) Ltd it is closely related to 
the running of the business and is therefore in the production of income. 

 

 Not of a capital nature - the monthly rental paid relates to a capital asset (photocopy ma-
chine), but it is not paid towards the purchase of the asset, but merely towards the rental 
thereof.  It is therefore a recurrent/monthly expense and is closely connected to the in-
come earning operations of Bean Counter and not the income earning structure (New 
State Areas Ltd).  The R1 000 rental expense is therefore not of a capital nature and 
there is no prohibition of this expense in terms of section 23. 
 

The monthly rental of R1 000 therefore meets all the requirements of the general deduction 
formula and will be deducted for income tax purposes in the 2015 year of assessment. 
                                                                                                   (11) 
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QUESTION 4.1  (continued) 
 
4. All the requirements of the general deduction formula‟s criteria must be met, that is, expen-

diture and actually incurred.  However, the question to be answered is whether the 
R50 000 expended is in the production of income and not of a capital nature.  One could 
argue that the R50 000 paid to Room Contractors is not in the production of Bean Counter 
(Pty) Ltd‟s accounting and tax consulting business as it relates to earning of income from 
letting rooms.  It is also not closely connected to or an inevitable concomitant of the income 
earning operations (Port Elizabeth Electric Tramway Company Ltd).  The R50 000 paid is 
of a capital nature since it adds to the income earning structure (New State Areas Ltd) of 
Bean Counter (Pty) Ltd and not to the income earning operations.  It is also a once-off 
expense and it creates an enduring benefit.                                                                      (8) 
 

Case study 2: 
 
The R175 000 incurred by Hanzer (Pty) Ltd for the exclusive right to sell one of its flagship 
products for a period of seven years in the Cape Town area relates to the establishment of an 
income earning asset as opposed to the cost of performing income earning operations for 
Hanzer (Pty) Ltd.  Therefore, the R175 000 incurred is of a capital nature.  The fact that the 
R175 000 is paid in seven instalments does not change its capital nature.         (3) 
                                                                                                          
Case study 3: 
 
Part A 
 
The interest of R8 500 paid on the loan acquired from V-Bank to purchase the delivery vehicle 
will be deductible in terms of section 11(a).  This deduction is not prohibited since the delivery 
vehicle is used exclusively for trade purposes.  However, the capital repayment of R21 500 
against the loan from V-Bank will not be deductible since it is of a capital nature.  In addition, it 
is directly linked to the income earning structure of Daisy (Pty) Ltd and not to its income earning 
operations.                     (4) 
 
Part B 
 
The monthly rental of R15 000 payable to Big Brother Rentals as from 1 September 2014 will be 
deductible in terms of the general deduction formula as it is actually incurred and meets all the 
other requirements of section 11(a).  The rental of 1,5% based on the annual turnover excee-
ding R850 000 is dependent on a condition – that is, whether the turnover will exceed R850 000 
at the end of 31 August 2015.  There is no definite and absolute liability to pay this amount at       
28 February 2015.  Thus, the amount has not actually been incurred and will therefore not be 
deductible in terms of the general deduction formula for the current year of assessment.   (4) 
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