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QUESTION 1 60 marks 
 
Ignore Value-Added Tax (VAT). 
 
Developers Ltd (‘Developers’) is a company listed on the Johannesburg Stock Exchange 
(JSE). Its primary business is the development of residential properties that the company 
sells or leases to unconnected third parties. The company has two wholly-owned 
subsidiaries: 

 Equipment Ltd (‘Equipment’) (a South African resident company that buys and sells 
home appliances and holds an investment portfolio); and  

 Cleaners Ltd (‘Cleaners’) (a company registered and effectively managed in Mauritius 
that provides cleaning services to customers). It derives its income from a foreign 
business establishment in Mauritius and its net income in terms of section 9D of the 
Income Tax Act, Act 58 of 1962, as amended (the Act), is therefore nil.   

 
The Developers group could have established Cleaners in either South Africa or Mauritius, 
but chose Mauritius based on its ‘favourable financial and business environment’. All three 
companies have a 31 December year end. The functional currency of all three companies, 
as determined in accordance with IAS 21 The Effects of Changes in Foreign Exchange, is 
the ZAR.  
 
Shortly before the finalisation of the group annual report for the year ended 
31 December 2014 (‘FY2014’), the financial manager, Mr Jannie Cash, had to be rushed to 
hospital for a medical emergency. The only outstanding matter that he had to attend to in the 
financial statements was the finalisation of the income tax expense note. The Developers 
group elected to present its tax rate reconciliation in the percentage format required in 
paragraph 81(c)(i) of IAS 12 Income Taxes. 
 
Miss Suzie Nerves, a junior staff member in the finance department, was asked to complete 
the tax rate reconciliation, using the information in Mr Cash’s file.  
 
Miss Nerves has prepared the following draft tax rate reconciliation note: 
 

 Note % Miss Nerves’s calculation 

Effective tax rate according to Mr 

Cash 

 

1.1 

 
19,94 

 

    

Effective tax rate according to Miss 
Nerves 

   

Corporate statutory tax rate 1.2 28,00  

Reconciling items    

Temporary differences 1.3 1,50 (2 100 000 – 145 000) x 
0,28 / 36 430 000 

Non-taxable capital gain (land) 1.3 (0,15) 200 000 x 0,28 / 36 430 000 

Foreign profits taxed at lower rate 1.4 (7,14) 20 000 000 x (0,15 – 0,28) / 
36 430 000 

Withholding tax on dividends declared 1.5 2,06 5 000 000 x 0,15 / 
36 430 000  

Dividends received – exempt 1.6 (0,24) 312 000 x 0,28 / 36 430 000 

Depreciation on own office building – 
non-deductible item 

 
1.8 

 
0,07 

 
90 000 x 0,28 / 36 430 000 

Effective tax rate  24,10  

    

Difference  4,16  



ITC January 2015 2 © SAICA 2015 
Paper 3 Question 1 

 

1 Notes from Mr Cash’s file 
 
You may assume that all the information contained in Mr Cash’s file is correct. 
 
1.1 The group’s profit before tax is R36 430 000 and the related income tax expense is 

R7 264 142 (correctly calculated), resulting in an effective tax rate for the group of 
19,94%.  

 
1.2 The ‘applicable tax rate’ for the group in terms of paragraphs 81(c)(ii) and 85 of IAS 12 

is the South African domestic corporate tax rate of 28%. 
 
1.3 The companies in the group have the following temporary differences and assessed 

losses (correctly calculated): 
 

 Developers  Equipment  Cleaners  

 R R R 

31 December 2013    

Other net taxable temporary differences 6 800 000 575 000 0 

Assessed loss 0 (630 000) 0 

 6 800 000 (55 000) 0 

    

31 December 2014    

Other net taxable temporary differences 8 900 000 430 000 200 000 

Assessed loss 0 0 0 

 8 900 000 430 000 0 

    

Movement in other net taxable temporary 
differences 2 100 000 (145 000) 200 000 

 
Cleaners has a plot of vacant land situated 500 metres from its head office building in 
Mauritius. The company uses the land as parking space for employees. During the 
current financial year the land was re-valued by ZAR200 000 (increase) to reflect 
current market prices of similar property in the same area. This revaluation was 
correctly accounted within the accounting records of Cleaners. Capital gains are not 
taxable in Mauritius. 
 
On 31 December 2013 there was some uncertainty about the future profitability of 
Equipment and it was not probable that future taxable profits would be available 
against which unused tax losses could be utilised. 
 

1.4 An amount of R20 million from Cleaners is included in the group’s profit before tax. 
Mauritius has a corporate tax rate of 15%.  All the services were rendered in Mauritius.   

 
1.5 Developers paid a gross dividend of R5 million in cash to its shareholders on 

28 December 2014. All the shareholders are natural persons.  
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1.6 During FY2014 Equipment received the following gross dividends from its investments: 
 

Received from R 

XYZ Ltd, a South African resident company 
 In cash 

 
30 000 

ABC Ltd, a South African resident company 
 Inventory in specie 

 
250 000 

DEF Plc, a company listed on the London Stock Exchange (LSE), and 
managed in the United Kingdom (UK), in which Equipment holds a 
10% equity interest and voting rights 
 In cash – this dividend is not deductible in the determination of tax 

payable on income in the UK 

 
 
 
 

8 000 

GHI Plc, a dual listed company on the JSE and LSE 
 In cash 

 
9 000 

JKL Plc, a company listed on the New York Stock Exchange (NYSE), 
in which Equipment holds a 0,5% equity interest 
 In cash 

 
 

15 000 

 312 000 

Note  

 All the requirements of section 64G were complied with.   

 None of the foreign dividends were subject to a withholding tax.   

 

 
1.7 On 31 December 2007 Developers commenced with the construction of residential 

properties that the company intended to sell as inventory. 
 
1.8 On 14 January 2014 Developers commenced with the construction of its own office 

building. This building was funded from surplus cash and it was brought into use on 
1 April 2014 at a total cost of R3 600 000 (which is not less than the arm’s length price 
of the building). No further capital costs were incurred in respect of this building before 
it was sold. 

 
 On 1 September 2014 Developers decided to sell its own office building and to rent 

office facilities from an unconnected third party. Management were of the opinion that 
it could probably sell the building at a substantial profit, given the rising prices of office 
buildings. Accordingly, the building was actively marketed and advertised from 
1 September 2014. After receiving numerous offers, the building was eventually sold 
for a cash amount of R5 million on 15 December 2014.  

 
 Management consulted senior counsel specialising in tax, who confirmed in writing 

that special inclusion paragraph (jA) of the gross income definition of the Act would not 
apply to the sale of this office building.   

 
 On 1 September 2014 the carrying amount of the building was lower than its fair value 

less cost to sell.  
 
 The following information relates to Developers’ own office building:  

 
 
 
 

In 2008 Developers had also sold its previous owner-occupied office building, for a 
similar reason. 

 

 R 

Depreciation from 1 April to 31 August 2014 90 000 
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1.9 Developers received gross foreign interest income of R190 000 at a market-related 
rate in respect of which it paid non-recoverable withholding tax of R22 800. 

 
1.10 Developers offers registered learnership agreements to some of its employees.  

 

 Four learnership agreements were registered on 1 January 2013, of which three 
were completed on 31 December 2014 and one remained uncompleted at that 
date. 

 Two learnership agreements were registered on 1 January 2014. One of these 
was with a disabled employee. Neither of these learnership agreements had 
been completed at 31 December 2014. 

 
2 Additional information 
 
2.1 No company within the Developers group had any available STC credits at 

1 January 2014. 
 
2.2 The Developers group has won numerous awards for its corporate social responsibility 

(CSR) initiatives. For example, Developers claims to be the leading ‘green’ residential 
development company in Africa and Cleaners only uses environmentally friendly 
cleaning materials in its operations. The group claims to make a meaningful 
contribution to society through its CSR initiatives. 

 
Shortly after the group’s 2014 year end, the following headline appeared in the 
business media: ‘Leading CSR group does not pay its fair share of taxes.’ 


