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QUESTION 2 48 marks 
 
 
Turnkey (Pty) Ltd (‘Turnkey’) is a company managed and controlled in South Africa that provides 
consulting engineering solutions. Turnkey’s range of expertise includes water infrastructure, 
wastewater treatment and flood protection. 
 
Turnkey has established a reputable track record in the water sector in South Africa and is now 
expanding into the rest of Africa. Projects range from feasibility studies and consulting services to 
engineering and project management of large water infrastructure projects.  
 
Turnkey is a registered vendor in terms of the Value-Added Tax (VAT) Act, 1991 (Act 89 of 1991) 
and has a June year end. Turnkey recently secured three new contracts: two in Botswana and one 
in Kenya. 
 
1 Botswana contracts 
 
1.1 Water solutions project 
 
In 2014 the Botswana government launched a tender process for consulting engineers to provide 
water solutions for the Maun area. One of the senior engineers of Turnkey attended a tender 
briefing in Maun to gather more information about the contract. He stayed in Botswana for three 
nights and four days from 8–11 December 2014, during which time he undertook some initial 
feasibility studies. Turnkey prepared and submitted the tender after he returned to South Africa. 
The costs relating to the visit amounted to the following: 
  

 Botswana 
pula (BWP) 

Hotel accommodation in Maun (inclusive of Botswana VAT @ 12%) 4 500 

Car rental (inclusive of Botswana VAT @ 12%) 2 000 

Meals and alcoholic beverages (inclusive of Botswana VAT @ 12%) 1 200 

 
Turnkey was awarded the contract worth BWP10 million on 5 March 2015. The consulting services 
required to provide the water solutions will be rendered from the head office in Tshwane, South 
Africa. Botswana levies a 15% withholding tax on consulting/technical fees. 
 
Turnkey invited one of the senior Botswana officials to visit its head office in Tshwane, to verify the 
progress being made on the contract. Turnkey incurred the following costs relating to his two-night, 
three-day visit to South Africa: 
 

 South African 
rand (ZAR) 

Hotel accommodation in Tshwane (inclusive of VAT) 4 000 

Meals and alcoholic beverages (inclusive of VAT) 2 500 

 
Turnkey invoiced the Botswana government BWP3 million for work done to date on 31 May 2015. 
This amount was still outstanding on 30 June 2015. 
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Exchange rates for the relevant periods: 
 

Date Spot rate 

8–11 December 2014 ZAR1 = BWP0,85 

5 March 2015 ZAR1 = BWP0,70 

31 May 2015 ZAR1 = BWP0,80 

30 June 2015 ZAR1 = BWP0,88 

 Average 
exchange rate 

For the year ended 30 June 2015 ZAR1 = BWP0,75 

 
1.2 Civil construction advice 
 
The Botswana government requested that some expert advice be provided by a civil engineer from 
Turnkey’s Cape Town office with respect to a road construction in Gaborone. The engineer and the 
relevant Botswana government officials met at Turnkey’s Tshwane office for three days where the 
engineer provided the necessary advice. Turnkey incurred the following expenses for its engineer: 
 

 South African 
rand (ZAR) 

Hotel accommodation in Tshwane (inclusive of VAT) 3 900 

Meals and alcoholic beverages (inclusive of VAT) 2 100 

 
Turnkey invoiced the Botswana government R150 000, exclusive of VAT, for the advice offered 
during the three-day period.  
 
2 Kenya contract 
 
In September 2014 a Kenyan company approached Turnkey for assistance with the project 
management of a large water infrastructure project in Kisumu. Turnkey was awarded the contract, 
which amounted to KES24 million (Kenyan Shillings). Because this was a project management 
contract, Turnkey had to send employees to the water infrastructure site in Kisumu. Turnkey 
accordingly sent three employees to Kisumu on 1 February 2015. These employees remained in 
Kenya continuously for nine months before returning to South Africa.  
 
In terms of the agreement, Turnkey invoiced the Kenyan company on 30 June 2015 for work done 
to that date, to the amount of KES14 million. 
 
Mr Brad Smith, ordinarily resident in South Africa in terms of the Income Tax Act, 1962 (Act 58 of 
1962), as amended, has been an employee of Turnkey for the last ten years. He negotiated the 
following with regard to his work done in Kenya, over and above his normal South African salary of 
R50 000 per month: 
 

 ZAR  

Monthly rental paid by Turnkey to the landlord for a fully furnished flat in 
Kisumu 

 
10 000 

Monthly rental, inclusive of Kenyan VAT @ 16%, of a motor vehicle paid by 
Turnkey to the lessor under an operating lease (as envisaged by section 
23A of the Income Tax Act) 

 
 

8 000 

Allowance for meals and incidental costs paid to Mr Smith by Turnkey 
(Mr Smith did not keep any documentation in relation to expenditure 
incurred) 

500 per day 

The right to participate in the Turnkey share option scheme. This scheme is 
only available to selected employees. In terms of the scheme Mr Smith 
became entitled to acquire 10 000 shares in Turnkey at R1 per share on 
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 ZAR  

1 February 2015, when the market value was R10 per share.  These shares 
are not restricted equity instruments in terms of section 8C of the Income 
Tax Act. Mr Smith intends to hold the shares for six years. He estimates that 
the shares will then be worth R25 per share. 

 
Mr Smith was responsible for the fuel in respect of the leased vehicle, which amounted to R2 800 
per month. He kept an accurate logbook of distances travelled in the leased vehicle and travelled a 
total of 3 000 km during February 2015, of which 2 700 km were for business purposes. The total 
kilometres travelled during the nine months in Kenya amounted to 26 000 km, of which 17 000 km 
were for business purposes.  
 
Mr Smith earns interest on money invested in the United States of America. He inherited the 
money from his grandfather in 2010 and invested it immediately with an American Bank. The 
interest, which accrues annually on 28 February, amounted to USD3 500 for the 2015 year of 
assessment. 
 
Mr Smith had no sources of income for the 2015 year of assessment apart from those listed above. 
  
Exchange rates for the relevant periods: 
 

Date Spot rate 

1 February 2015 ZAR1 = KES7,85 

28 February 2015 ZAR1 = KES7,80 

28 February 2015 ZAR1 = USD0,12 

30 June 2015 ZAR1 = KES8,00 

 Average exchange 
rate 

1 March 2014 to 28 February 2015 ZAR1 = USD0,08 

For the year ended 30 June 2015 ZAR1 = KES7,50 

 
Appendix 1 
 
Extract from the double taxation agreement between South Africa and Botswana 
 

 
Article 20 

Technical Fees 
 

1.  Technical fees [means payments of any kind to any person, other than to an employee of the 
person making the payments, in consideration for any services of an administrative, 
technical, managerial or consultancy nature] arising in a Contracting State which are derived 
by a resident of the other Contracting State may be taxed in that other State.  

 

2.  However, such technical fees may also be taxed in the Contracting State in which they arise, 
and according to the laws of that State, but where such technical fees are derived by a 
resident of the other Contracting State who is subject to tax in that State in respect thereof, 
the tax charged in the Contracting State in which the technical fees arise shall not exceed 
10 per cent of the gross amount of such fees.  
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INITIAL TEST OF COMPETENCE, JANUARY 2016 

PROFESSIONAL PAPER 3 
 

 

QUESTION 2 – REQUIRED 

Marks 

Sub-
total 

Total 

(a) Draft a memo to the Financial Director of Turnkey in which you advise, with 
reasons,  whether in terms of the VAT Act –  
(i) the invoices issued by Turnkey in respect of the Botswana contracts 

should have included VAT and, if so, when and at what rate; and 
(ii) the VAT paid on the expenses incurred in point 1.1 and 1.2 of the 

scenario can be deducted as input tax. 
 

Assume that the meeting with the visiting Botswana official was not a seminar 
or a similar event. 
 
Communication skills – layout and structure   

 
 
 

6 
 
7 
 
 
 

1 

 
 
 
 
 
 
 
 
 
 

14 

(b) Discuss and conclude on the South African income tax consequences for 
Turnkey of the withholding tax levied by the Botswana Tax Authorities on the 
consulting fees referred to in point 1.1.   
 
Communication skills – logical argument 

 
 

7 
 
1 

 
 
 
 

8 

(c) Briefly discuss, with supporting calculations, the South African income tax 
implications of the invoiced amounts and the expenses relating to the 
Botswana contract referred to in point 1.1 for Turnkey’s 2015 year of 
assessment.  
 

 Ignore withholding taxes.  

 You do not have to refer to case law in support of your discussion. 
 
Communication skills – clarity of expression 

 
 
 

11 
 
 
 
 

1 

 
 
 
 
 
 
 
 

12 

(d)  Calculate Mr Smith’s taxable income for the 2015 year of assessment. 
Provide reasons for amounts received but not included in his taxable income.  

 

14 

 

14 

Total   48 

 
  


