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10 16 12 20 

    

  

Part (a) Draft a memo to Mr Cele, referring to case law where relevant, in which you explain 
whether interest paid on his bond will be deductible in determination of his taxable 
income 

Mark
s 

To   Mr Cele 
From  Trainee Accountant 
Subject  Interest on your bond 
 
We refer to your email regarding the tax consequences of the interest earned on the money advance 
to the company on loan account.  The tax consequences are as follows:  

 
 

1 The amount of the interest that accrued to you during the year of assessment will be gross 
income.  

     S 24J(3) does not apply because you are not a holder of an income instrument (not >1 year 
and no discount or premium).  

1 
 

1 

2 The provisions of s 11(a) are not relevant to this discussion as s 23B(2) states that s 11(a) may 
not be applied where a specific provision (s 24J) is available for an item. 

 
1 

3 The deduction of the interest that you incurred on the bond at the bank can only be deducted if 
you meet the requirements of s 24J(2) as you are the issuer in relation to an instrument. 

 
1 

4 The section requires that the amounts can only be deducted from the income of that person 
derived from carrying on any trade, if that amount is incurred  

     in the production of the income  
as the purpose of the loan is to earn interest income above bond interest.   
(PE Tramway) 

 
1 
1 
 

1 

5 In terms of section 1(1) of the Income Tax Act *a trade includes a venture.  Judge Grosskopf 
said in the Supreme Court of Appeal in the Burgess case that the definition of trade should be 
given a wide interpretation (held a venture in the hope of making profit it would constitute a 
trade).   
Note: Solaglass Finance or Sentre Oes or Scribante case (not in the examinable 
pronouncements), Judge Heher said that the ‘…borrowing money and re-lending it at a higher 
rate of interest, thereby making a profit, constitutes the carrying on of a trade…’. (based on 
Burgess) .   

1 
1 
1 
 

1 

*ALT: Practice note 31 deems the earning of passive income to be trade 1 

6 Conclusion: if your interest from other sources exceeded the amount of the exemption.  The 
interest will therefore be ‘income’ and a deduction can be claimed.  

 
1P 

7 We submit that you will be able to meet the burden of proof in terms of section 102 of the Tax 
Administration Act that you are carrying on a trade and that the amounts were incurred in the 
production of income and therefore that the deduction can be made. 

1 
 
 

Please do not hesitate to contact us if you have any questions in this regard. Signed: T Accountant  

Available  12 

Bonus mark 1 

Maximum  8 

Communication skills – presentation; 
 logical argument 

1 
1 

Total for part (a)  
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Part (b) Discuss the normal tax consequences for Pine Jel resulting from the settlement 
agreement with NatBank 

Mark
s 

1 It is quite clear that the creditor reduced the debt in full and that the amount applied as 
consideration for that reduction is less than the amount by which the debt was reduced. There is 
therefore a ‘reduction amount’ as defined in s 19(1) or par. 12A of the Eighth Schedule to the 
Income Tax Act.  

 
 

1 

2 As this was not gratuitously done, the debt was not reduced by way of a donation  
     Neither will any of the other subsections (exceptions eg heir) of s 19(8) nor par. 12A(6)(b) apply.   

1 
 

Waiver of R450 000 – s19(1)  1 

3 The VAT exclusive component of the repairs would have qualified as a deduction under the 
provisions of s 11(d)  

1 
 

4 Therefore the additional loan (R450 000) was used to fund expenditure ( the repairs), and s 
19(2) would apply.   

1 

5 The reduction amount will be deemed to be an amount that has been recovered or recouped by 
the company for the year of assessment in which the debt is reduced and as such it will be 
included in gross income in terms of s 8(4)(a). 

1 
 

1 

6 The remaining capital amount of the R55 263 (R450 000 – R394 737) could be subject to the 
provisions of par. 12A of the Eighth Schedule. As it relates to the capital loan, there are no 
consequences as neither par. 12A(3) nor par. 12A(4) will apply (not an capital asset).  

 
 

1 

Waiver of R800 000 – Para 12A 1 

7 With regard to the remaining loan reduction amount of R800 000 (R1 250 000 – R450 000) in 
respect of the capital due, par. 12A will apply as it is in respect of an allowance asset – par. 
12A(2). 

1 
1 

8 Par. 12A(3) then applies where the reduction amount was used to fund expenditure incurred in 
respect of any asset (which will include an allowance asset).  It requires that the base cost (par. 
20) expenditure be reduced.  

1 
1 

9 In terms of s 19(7) future allowances will be on the reduced base cost of  
R7 200 000 (R8 000 000 – R800 000)  

1 
1 

10 Thus the s 13quin allowance (as determined at the end of the year of assessment) will not be on 
the R800 000 initial expenditure (the taxpayer would not qualify for any further capital allowances 
reversed by the debt reduction.) 

1 
 

Available 17 

Maximum 15 

Communication skills – clarity of expression 1 

Total for part (b)  
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Part (c) Discuss the value-added tax consequences, if any, for both parties, of the 
acquisition of the property and the settlement agreement between Pine Jel and 
NatBank 

Marks 

VAT on the acquisition of  property  

1 The original supply was of fixed property.  In terms of s 9(3)(d) where goods consisting of fixed 
property are supplied in terms of a sale, the supply is deemed to take place on the earlier of 
date on which any payment in respect of the consideration for the supply is made or 
registration in the deeds office.   

 
 
 
1 

2 In terms of s 16(4)(a)(ii), where the provisions of s 9(3)(d) applies and the vendor accounts for tax 
on the invoice basis, output tax is only accounted for to the extent that payment of any 
consideration which has the effect of reducing or discharging an existing obligation relating to the 
purchase price for that supply has been made during that tax period.   

 
1 

3 The supplier (Natbank) must therefore account for output tax at the tax fraction of the amounts 
of the purchase price that have been settled to date  

      (R1 m + R5.4 m+R3.75 m = R10,150 m  
x 14/114 = R1 246 491.  

1 
 
1 
1 

4 S 22(1) (irrecoverable debts) does not apply in respect of the R800 000 as the supplier has not 
accounted for the output tax on the supply and the tax was not payable on that amount. 

 

5 The recipient (Pine Jel) will be able to claim an input tax, subject to it having the required 
documentary proof, of the input tax  
R3.75m x 14/114 = R460 526 
in the tax period that the payment was made – see s 16(3)(a)(iiA).  

1 
 

1 
1  

6 As no input tax has yet been claimed on the irrecoverable debt (R800 000)  no adjustment  is 
necessary for the recipient (Pine Nel).  

 

Settlement agreement: write off of the amount in respect of the repairs (R450 000) and the 
building (R800 000) liabilities 

 

1 The supply of credit is a financial service (s 2(1)(f)) and is  
    exempt from the imposition of VAT in terms of s 12(a) (read with s 7(1)(a).   

1 
1 

2 There will therefore be no output or input tax consequences for either party (the supplier or 
the recipient).   

1 

3   Section 22 (irrecoverable debts) of the VAT Act will not apply to the write off of the repairs as the 
liability to the person who physically made the repairs has been settled. 

 

Maximum  11 

Communication skills – clarity of expression; logical argument 1 

Total for part (c)  
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Part (d) Calculate the normal tax liability of Mr Benade for the 2015 year of assessment Mark
s 

 R R  

Salary – gross income  480 000 1 

Severance benefits paid by an employer in respect of retrenchment: 
Included in gross income ito par d,  
Subject to a different tax table 

 
 

500 000 
 

(500 000) 

1 

Leave pay (on retrenchment) – variable remuneration  20 000 1 

Medical aid contributions paid on behalf of an employee R28 800 defined 
taxable benefit (para 12A) of the 7th Schedule  
After retirement Mr Benade’s medical aid contributions will have a nil 
value.  
This does not apply to his spouse (para 16 read with 12(5(a) (R 1 800x4) 

 
 

 
28 800 

- 
 

7 200 

 
1 
1 
 

1 

Repurchase of shares -     

The value of the vehicle received will be a dividend to the extent that 
the contributed tax capital is not reduced – s 1(1) = 395 000 – (400) 

 394 600 1 

The dividend is therefore exempt from normal tax (s 10(1)(k)(i))  (394 600) 1P 

Taxable income before lump sum and taxable capital gains    

Disposal of shares – in specie (share buy-back)    

Amount received 395 000   

Less: Amount included in gross income (394 600)   
    Proceeds 400  1P 

Base cost (75 000)  1 

Capital loss will not be ring-fenced  (74 600)  1 

As it subject to dividends tax, it is not an exempt dividend and thus par. 
19(2) will not apply as this is not an extraordinary exempt dividend 

   

Less: Annual exclusion (30 000)  1 

Carried forward and no inclusion (44 600)  1P 

Taxable income (excluding the lump sum)  536 000  

Lump sum – severance benefit as defined in s 1    

As such it is subject to tax in terms of table applicable to lump sums    

Severance benefit 500 000   

Add: Previous lump sum benefit 100 000  1 

Amount subject to tax  600 000   

Tax thereon per table 18 000  1 

Less: Tax on previous withdrawal benefit (R100 000 at 0%) Nil   1 

Normal tax (R140 074 + (R536 000 – R528 000) x 38%)  143 114 1P 

Rebates: Primary  (12 726) 1P 

*Tax payable on lump sum  18 000 1P 

Medical rebate: Section 6A (R514 x 8) + (R257 x 4)   (5 140) 1 

Section 6B 25% of  
(R36 000 – (4 x R5 140) =                                       R15 440 
less 7,5% of R536 000                                             (40 200) 

  
– 

0.5 
1P 

0.5P 

Normal tax liability (R143 114 – R12 726 +R18 000 – R5 140)  125 762  

Less: PAYE     (R138 832  + R18 000                                                                                     (156 832) 1 

Amount due by SARS                                                                                                               (31 070)   

Available 23 

Maximum 20 

Total for part (d)  
 


