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QUESTION 1                 47 marks 
 
All amounts include Value-Added Tax (VAT), where relevant. 
 

Part A – Mr Brian Gallant and Partman (Pty) Ltd 

 
Mr Brian Gallant is the sole shareholder and director of Partman (Pty) Ltd (‘Partman’). Both Mr 
Gallant and Partman are residents of the Republic of South Africa for tax purposes. Apart from 
his investment in Partman, Mr Gallant does not have any other investments.  
 
The following information may be relevant to the 2013 and 2014 years of assessment of 
Partman: 
 
Partman is a registered VAT vendor and only makes taxable supplies. Its financial year and 
year of assessment both end on the last day of December. 
 
Partman was incorporated in 2005 and has been involved in the manufacture of components 
and parts for the motor industry at a factory in Uitenhage. 
 
The following information has been extracted from the accounting records of the company at  
31 December 2013: 
 

 Notes R 

Sales  (8 850 000) 

Cost of sales 1 4 635 280 

Interest paid  150 000 

Salaries and wages 2 3 258 105 

Profit on disposal of asset 3 (115 167) 

Foreign exchange gain  (20 000) 

Depreciation 4 136 667 

Other tax deductible expenditure  461 000 

Profit before tax  344 115   

   

 
Notes 
 
1 On 1 February 2013 Mr Gallant took consumable stores with an opening stock value of 

R15 000 and an open market value (as defined for VAT purposes) of R11 400 for his 
private use. These consumable stores were not recorded in the accounting records and 
no adjustment was made when Mr Gallant took the consumable stores.  This was taken 
by virtue of him being a shareholder in the company.   
  

2 Included in salaries and wages is an amount of R750 000, which represents a provision 
for bonuses (R500 000 for Mr Gallant and R250 000 for other employees). Mr Gallant and 
the employees were entitled to receive the bonuses in December 2013, but due to cash 
flow constraints the bonuses were only paid on 15 March 2014. 

 
3 On 1 April 2013 Partman acquired a second-hand machine which would have qualified for 

the section 11(e) allowance from a third party (a registered VAT vendor) for R570 000. 
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Partman also bought a new machine for its manufacturing process from a third party 
(another registered VAT vendor) for R228 000 on the same date. Both machines were 
brought into use by Partman immediately after they were acquired. 

 
On 1 June 2013 a fire in the factory destroyed the second-hand machine. Partman was 
insured against this event in terms of its comprehensive insurance policy. The insurance 
company settled the insurance claim on 15 June 2013 for an amount of R598 500. 

 
The accountant had written off depreciation of R16 667 on the destroyed second-hand 
machine with regard to the two months it had been used prior to the fire, and recorded the 
insurance payout as follows: 
 

 R R 

Bank 598 500  

Accumulated depreciation 16 667  

 Second-hand machine  500 000 

 Profit on disposal of asset  115 167 

   

  
No adjustment had been made for any possible VAT implications in respect of the 
insurance payout. 

 
The destroyed machine was not replaced by a new machine as the market conditions 
were poor and sales were declining.  

      
4 Depreciation comprises the following: 

 

 R 

Second-hand machine (see note 3) 16 667 

New machine 80 000 

Other assets (these had a zero tax base at the start of 
Partman’s 2013 financial year) 

 
40 000 

 136 667 

 

Part B: Xolani (Pty) Ltd 

 
Xolani (Pty) Ltd (‘Xolani’) commenced business in the clothing industry on 1 March 2007. The 
business was profitable and earned taxable income until the commencement of the 2010 year of 
assessment. Thereafter the business operations were negatively affected by competition in the 
form of cheap imports of clothing as well as prolonged strike action by its workers. This resulted 
in tax losses.  The financial year of Xolani ends at the end of February.  
 
 Xolani’s cumulative tax losses at each year end were as follows: 
 

Year of assessment R 

28 February 2010 150 000 

28 February 2011 130 000 

29 February 2012 130 000 
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At the end of the 28 February 2011 financial year Xolani suspended its trading activities. During 
the 2013 financial year the company resumed business (re-registered for VAT purposes) and 
made taxable income of R100 000.  
 
However, the shareholders realised that the business would struggle to survive in the tough 
economic conditions and decided to close down the company. It ceased trading on 
28 February 2014 and deregistered as a VAT vendor on that date. 
 
The following assets were on hand at 28 February 2014: 

 

 
Cost per the 

annual 
financial 

statements 

Open 
market 

value (as 
defined in 

the VAT Act) 

 R R 

Motor car  400 000 150 000 

Trading stock  275 000 140 000 

Ten sewing machines (the machines all have the 
same value)  

 
200 000 

 
70 000 

  
The company had been a registered VAT vendor since it started trading and only made taxable 
supplies. All assets had originally been acquired from registered VAT vendors. 
 

Part C: Immovable property in foreign countries 

 
Amore Ltd (‘Amore’) is a resident of South Africa for tax purposes.  
 
Amore owns business premises in Maseru, Lesotho, which are leased to tenants. 
 

  During the 2014 year of assessment gross rentals, the rand equivalent of R600 000, 
accrued to Amore. Tax deductible expenses (in terms of both countries’ domestic laws) 
amounted to the rand equivalent of R400 000. The net rentals were subject to normal tax 
at 35% in terms of Lesotho domestic law. 

  An extract from the double tax agreement between the Republic of South Africa and the 
Kingdom of Lesotho reads as follows: 

‘6.1. Income derived by a resident of a Contracting State from immovable property, 
including income from agriculture or forestry, is taxable in the Contracting State in which 
such property is situated.’ 

 
Amore also owns immovable property in Gambia and the following pertains to this rent-
producing property: 
 

  During the 2014 year of assessment net rentals (you may assume that all expenditure 
qualify for a deduction), amounting to a rand equivalent of R400 000, accrued to Amore 
from this property. 

  Foreign taxes, the rand equivalent of R100 000 (converted at the average rate – section 
6quat(4)), were payable on these rentals. 

  Gambia does not have a double tax agreement with South Africa. 


