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Part (a)  Discuss whether, and if so when, Speak Easy will be allowed to deduct 
the amount of R250 000 related to the settlement for damages in its 
determination of its taxable income 

Marks 

In the discussion of the settlement of this claim, the tax effect on the 2016 and 2017 year 
of assessment needs to be considered. For accounting purposes, a provision for a 
contingent liability has been made, whilst the settlement occurred in 2017.  

 
 

 

Provision out of income for a contingent liability carried to any reserve fund in 2016 will 
be denied as a deduction in terms of section 23(e) of the Income Tax Act. 

 
1 

Since no special deduction for such expenditure exists, it is only deductible if it meets the 
criteria of s11(a) of the Income Tax Act, read together with s23(g). 

 
1 

In terms of s102 of the Tax Administration Act, the burden of proof is on Speak Easy to 
prove that the amount is deductible. (No mark if reference is to the Income Tax Act) 

1 

The amount has been actually incurred during the course of and in the furtherance of the 
company's business trade, since it arose out of providing services to its customer. 

 
1 

The amount is clearly expenditure or loss, and is not capital as it creates no enduring 
benefit. 

 
1 

The issue is therefore the timing of incurral – an obligation only came into existence 
when Speakeasy agreed to settle the dispute/contractually committed to pay 
(Golden Dumps) the amount of R250 000 on the 21 July 2016 (2017 year of 
assessment).   

1 
1 
 

The amount of the expenditure has only been actually incurred at the point that an 
unconditional obligation exists (Edgars Stores, Nasional Pers). 

1 
1 

In order to be considered in the production of income (PE Tramway), the risk of incurring 
such an amount must be an inevitable concomitant of the taxpayer's income earning 
operations (Joffe). 

1 
1 

In this instance, it is submitted that the inherent risk of incurring such expenditure is an 
inevitable concomitant, since it relates to the services that the taxpayer provides its 
customers, and must presumably be provided in all weather conditions.  
This expense is thus closely linked/causal connection to the business operations  
Alt: The payment was for damages caused by negligence by an employee and is 
arguably not closely connected/causal connection to the production of income. 

 
 
 

1 

Furthermore, s23(c) prohibits the deduction of any expenditure to the extent that it is 
recoverable under any contract of insurance. 
Alt: As the amount is not deductible the amount recoverable under any contract of 
insurance has no effect. 

 
1 

Conclusion: The taxpayer may therefore deduct only the net amount of R62 500 
(R250 000 * 100/114 less R187 500 * 100/114) in its 2017 year of assessment. 
Alt: The taxpayer may not deduct any amount.  

1 

Available 14 
Maximum 10 

Communication skills – logical argument 1 
Total for part (a) 11 
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Part (b) Calculate, with supporting reasons, Mr Maartens’s balance of 
remuneration for employee’s tax purposes for the month of June 2016. 

Marks 

 Calc R  

Gross salary – (Remuneration def / Par (a) of 4th Sch)   15 000  1 

Right of use of bakkie: note 1    

Cash value = determined value (par. 7(1) 7th Sch) R330 000   

Maintenance plan (par. 7(4)(a)) 3,25%  1 

Used more than 80% for business ((par cB 4th Sch) 
(11 400km / 6months) / 10 000km = 19% private / 81%   
business. 

20%  1 

Thus, 
 
If par 7(7) and/or 7(8) adjustments were applied – no mark 

R330 000 x 
3,25% x 
20%  2 145  

 
 

1P 

All fringe benefits included in ‘remuneration as defined ito par 
(b) of the 4th Sch 

 
 

 

Pilansberg accommodation – fringe benefit no rental value as 
not for private use ito (par. 2(d) / par. 9(7) 7th Sch) 

 
  0  

 
1 

Pilansberg meals – fringe benefit no value (par. 8(3)(b) of 
7thSch) extended working hours or special occasion)    0  

 
1 

Golf shirts: Use for only 2 days could be considered as 
incidental use of asset or for recreational purposes, therefore 
no value in terms of (par 6(4)(a) of 7th Sch). 

 

0 

 
 

1 

Golf shirts – asset acquisition at less than actual value (par. 
2(a) / par 5 of 7th Sch) - note 2 

(220 – 100) 
x 15  1 800  

 
1 

Employer contribution to RAF (par. 2(l) / 12D 7th Sch) 

(1 500/2)/(15 000 * 5%)    750  

 
1 

Remuneration:   19 695   

S11(k) contribution to RAF (par 2(4)(bA) of 4th Sch)    

Contributions - employer and Mr Maartens (R750 + R750) 1 500  1 

Limited the lesser of:   1 

 350 000 x 1/12, and  29 167    

 27,5% of remuneration (R19 695)  5 416    

Actual contribution less than s11(k) limit, therefore all 
deductible 

 
( 1 500) 

 
1P 

No deduction under s18A as the employer did not make the 
donation on Mr Maartens's behalf (par. 2(4)(f) of 4th  Sch) 

  
0 

 
1 

Balance of remuneration   18 195   

Notes to solution: 
Note 1: From 1 March 2015, the determined value is equivalent to the retail 
market value on the date the employer obtained the vehicle, excluding 
finance charges (par. 7(1)(a) of 7th Sch). Retail market value includes VAT 
(as per Regulation 362 definition: not a dealer, manufacturer or rental 
company). Please note that his travel is reviewed on a monthly basis 
indicating employer approval. 
Note 2: It may be arguable whether the market value of clothing previously 
worn would still be the same as when the clothing was new. No adjustment 
is made for VAT as the fringe benefit inclusion must be at the market value 
to the employee, not the employer.  

 

Available 13 

Maximum 9 

Total for part (b) 9 
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Part (c)  Discuss the income tax consequences for Mr Maartens for his 2017 
year of assessment of – 

 the amount of R30 000 paid to him by Speak Easy on 31 August 
2016; and 

 his income protection policy. 

Marks 

The amount of R30 000 paid to Mr Maartens by Speak Easy Ltd on 31 August 
2016 

 

The R30 000 received by Mr Maartens will be included in gross income per par. (d)(i) 
or par. (f), as a special inclusion 

1 

It is an amount in respect of to the termination of employment (dismissed) by his 
employer and he is over the age of 55. 

1 

The amount will be taxed separately from other taxable income in the normal tax tables 
as it is a severance benefit as defined. 

1 

The amount will be taxed in terms of the severance benefit / retirement tax table. 1 
Because this is the only lump sum that Mr Maartens ever received from an employer, 
there will be no hypothetical tax 

 
1 

Conclusion: As the R30 000 is less than R500 000 exempt threshold of the severance 
benefit tax table, no normal tax is payable on the amount received. 

 
1P 

 
The income protection insurance policy  

Mr Maartens is prohibited from deducting the premiums paid on this policy under 
s11(a) by s23(r). 

1 

The amounts received each month from the income protection insurance policy form 
part of his gross income. 

1 

The received amounts are however exempt from income tax in terms of s10(1)(gI). 1 
For capital gains tax purposes, para 55(1)(a)(i) and para 55(1)(e) of the Eighth 
Schedule the policy would be disregarded. 

 
1 

Available 10 
Maximum 9 

Total for part (c) 9 
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Part (d)  Draft a memo in which you advise Speak Easy Ltd, with reasons, of all 
the VAT consequences for the company for the VAT period ending 30 
June 2016 of the following: 
 The company-branded single-cab bakkie; and 

 The refreshments, accommodation and golf shirts purchased for 
the company’s team-building event. 

Marks 

To: Directors of speak Easy 

From: A Student 

Subject:  VAT consequences for the VAT period ending 30 June 2016 

Date: xxx 

 

 

 

The company-branded single-cab bakkie  

The right of use by Mr Maartens is a fringe benefit and a deemed supply (s18(3)). 1 

Section 10(13) read with Regulation 2835 is used to value the right of use of a motor 
vehicle fringe benefit for the deemed output on the supply. 

 

Determined value (excl VAT) (R330 000 x 100/114)*  289 474  1 
The bakkie is not a ‘motor car’ as defined in the VAT Act) 
x 0,6% per month  

 
0,6% 

1 
1P 

Deemed supply per month 1 737   

 x 14/114  1 

 x 2 months 1 

Deemed output for the two-month period 427   

* Please note that although it can be argued that the retail market value and the 
determined value are not the same, no other values where provided in the question. 
Candidates would have been expected to use this figure. 

 

The company’s team building event (the refreshments, accommodation and golf shirts)   

The refreshments and accommodation are entertainment as defined. 1 
However, they are not denied an input tax as the employees are required to spend at 
least one night away from their usual place of residence for work purposes (s17(2)(a) 
proviso). 

1 

Therefore an input tax of R68 772 [(R360 000 + R200 000) x 14/114] can be claimed in 
two-month VAT period ending 30 June 2016. 

1P 

There is no fringe benefit and thus no supply in terms of section 18(3) as it is the supply 
of entertainment.  It is irrelevant that it has no value in terms of the 7th Schedule.   

1 

Golf shirts: The right of use of the shirts by the employees could be considered as 
incidental use of the asset of the employer’s business or for recreational purposes, 
therefore no value will be placed on this benefit in terms of par 6(4)(a) of the Seventh 
Schedule. As the cash equivalent is Rnil, there is no VAT effect 

1 

The 100 golf shirts were acquired for the actual consideration of R15 000 and the  
input tax to be claimed is R1 842 (R15 000 x 14/114) 

1 
1P 

The 15 golf shirts sold to Mr Maartens were supplied for R1 500 and the output tax 
charged would equal R184 (R1 500 x 14/114). 
Alt: The 15 golf shirts sold to Mr Maartens were not supplied in the course or furtherance 
of the enterprise for R1 500 and no normal output tax would be charged but a s18(1) 
change of use would result in an output tax @ market value. 

1 

The deemed supply of assets at below market value is a fringe benefit in terms of 
s 18(3) and would result in output tax of R221 ((R220 – R100) x 15 x 14/114), being the 
fringe benefit value multiplied by the tax fraction. 

1 

Available 15 
Maximum 12 

Communication skills – presentation (memo format) 1 
Total for part (d) 13 
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Note: It may be arguable whether the market value of clothing previously worn would still be the 
same as when the clothing was new, thus the output tax calculation may differ. 

 
 

Part (e)  Advise Mrs Adeyemi on the South African income tax consequences 
for her of the payments made by Speak Easy. 
 Assume that Mrs Adeyemi’s remuneration proxy is equal to 

R780 000. 

 Ignore all double tax agreements. 

Marks 

Mrs Adeyemi is a non-resident and will be taxed on South African source income in 
terms of s 9(2) or when s 9(2) is not applicable, case law principles. 

1 

Working and living in South Africa, means that we need to determine the originating 
source of her income and where it is located (Lever Bros & Unilever), thus the services 
Mrs Adeyemi performs to Speak Easy in South Africa  

 
1 
1 

If the amounts received by her for accommodation, security and school fees 
considered taxable fringe benefits in terms of the 7th schedule, it and will be included 
into gross income in terms of par (i) of the gross income definition. 

 
 

1 

As per par. 9(3C) of the 7th Schedule, the value to be placed on the accommodation is 
the lesser of the ‘residential accommodation formula’  
or the cost incurred (amount paid) by the employer. 

 
1 
1 

However, as per par. 9(7A), as Mrs Adeyemi is in the country for less than two years 
(24 months), the accommodation provided will have a Rnil rental value as  
R20 000 is less than the tax-free portion of R25 000 (par. 9(7B)(ii)). 

 
1 
1 

The R11 400 security payment (R1 900 x 6) is a free service /or a debt paid.  
R36 000 school fees (R6 000 x 6) could constitute a benefit granted to the relatives of 
an employee  and are taxable as fringe benefits in terms of pars 2(h),10,13 and 16 of 
the 7th Schedule and included in gross income under par. (i). 

1 
1 
 
 

If the payment of school fees is seen as a bursary, s 10(1)(q) will not apply as her 
remuneration proxy exceeds R250 000. 

1 

Please note: The exemptions under s10(1)(nB) are not applicable to the security 
payments and the school fees. Technically six months of the residential 
accommodation could have been exempted, but as this is already exempted per the 7th 
Schedule it is not relevant to this discussion. 

 

Available 11 
Maximum 7 

Communication skills – logical argument 1 
Total for part (e) 8 

Total for the question  50 

 


