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Candidate Marker a b c   

40 

 
 

7 11 22   

     

 
Part (a) Briefly discuss whether the corporate card expenses incurred by Magic 

as reflected in workpaper A110 will be deductible for tax purposes 
Marks

1 In terms of s 102 of the Tax Administration Act, the taxpayer (Magic) bears the 
burden of proving that the amount is deductible for tax purposes.  

1 

2 Magic will qualify for the deduction if the expenditure meets the requirements of 
s 11(a) read with s 23(g) of the Income Tax Act. 

1 

3 S 11(a) provides for a deduction of expenditure or losses actually incurred in 
the production of the income, provided such expenditure and losses are not 
of a capital nature. 

1 

4 To determine whether the expenses were incurred in the production of income, 
one needs to consider, inter alia, the purpose for which the expenditure was 
incurred and not necessarily the consequences thereof. (Warner Bros)  

 
1 

5 In this case, the consequence of the corporate credit card expenditure was that 
the personal expenses of the directors (i.e. monthly groceries and clothing) were 
paid, but it seems as if the purpose of the corporate credit cards was rather to 
remunerate the directors for services rendered. 

 
1 
 

6 From the information provided in the working papers, it appears as if the 
corporate credit cards were issued as part of directors’ remuneration (forms part 
of the remuneration policy). The directors are not required to account for the 
expenditure, nor are they required to prove that the expenditure incurred relates 
to the operations of Magic. The payments were therefore made to remunerate 
the directors for services rendered. (Any valid reason why payment for 
services rendered.) 

 
 
 
 

1 

7 The benefit received by the directors will be a taxable fringe benefit, therefore 
an expense for Magic incurred in the production of income. The amounts 
paid in respect of the corporate credit cards should also have been taken into 
account for employee’s tax purposes. 

 
1 

8 The payment made by Magic to the directors for services rendered will not be of 
a capital nature.  

1 

9 The corporate credit card expenses incurred by Magic are therefore deductible 
for tax purposes. 

1P 

10 However, since all of the directors who were issued with the corporate credit 
cards are also shareholders of Magic, one needs to consider the possibility of a 
dividend as defined.  

 
1 
 

10.1 If the expenditure was transferred or applied by Magic for the benefit of or on 
behalf of any person in respect of any share in that company (rather as a 
reward for services rendered), the amounts paid would constitute a dividend as 
defined and will therefore not be deductible for tax purposes by Magic.  

1 

10.2 There was, however, no indication in the information provided that the 
corporate cards were issued in respect of shareholding rather than a reward for 
services rendered, and it is therefore not considered to be a dividend. 

1 

11 Any valid discussion regarding VAT implications.  1 
Available 13 
Maximum 6 

Communication skills  – logical argument 1 
Total for part (a) 7 
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Part (b) Prepare the related party disclosure in the separate financial statements 
of Magic for FY2014 in terms of IAS 24 Related Party Disclosures, with 
reference to workpapers A105 and A110 

Marks

 MAGIC LTD  
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 

30 APRIL 2014 

 

 Note 38: Related parties  
1 Parent and subsidiaries   
1.1 Magic is controlled by Starmedia / Starmedia is the parent of Magic / Magic is a 

subsidiary of Starmedia  
1 

1.2 Magic’s interest in the ordinary voting shares of its subsidiaries, are:  
 Sweety - 100% 1 
 GameIT - 100% 1 
 Transactions with related parties  
2 Transactions with parent   
2.1 Interest paid to Starmedia Rxxx 1 
2.2 Balance owing to Starmedia / Loan from Starmedia  Rxxx 1 
2.3  The loan bears interest at a market-related variable rate and is 

 repayable on demand. 
1 

3 Transactions with subsidiaries  
3.1 Service fees paid – paid by Magic Rxxx 

1 
  Refreshment sales at all Magic cinemas are handled by Sweety. 
3.2 Royalty fee received – paid by GameIT Rxxx 

1  Negotiations for the purchase of distribution rights of video games 
based upon movies, as well as the distribution of the video games 
are all handled by GameIT. 

 Year-end balances arising from receivables and payables:  
3.3 Receivables i.r.o. royalties – subsidiaries  Rxxx 1 
3.4 Payables i.r.o. services fees – subsidiaries  Rxxx 1 
3.5 The outstanding amounts are payable / receivable within 30 days 

and are unsecured and interest free.  
1 

3.6 No bad debts or provision for expected credit losses have been 
recognised in respect of receivables. 

1 

4 Key management personnel compensation  
4.1 Post-employment benefits    Rxxx 1 
4.2 Short-term employee benefits     Rxxx  1 

Available 14 
Maximum 10 

Communication skills – presentation 1 
Total for part (b) 11 
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Part (c) Discuss any concerns you may have about Magic’s compliance with the 
recommendations of the King Code on Governance Principles for South 
Africa and the King Report on Governance (King III) for South Africa 

Marks

1 There is no balance of power with a majority of non-executive directors on 
the board of Magic as required by principle 2.18 of the King III Code of 
Corporate Governance. 

1 

1.1 There is currently only one independent non-executive director, Mr Hart, 
versus six executive directors.  

1 

1.2 As the directors and the shareholders are satisfied with the composition of 
the board and not prepared to appoint additional directors, the company will 
never comply with King III and therefore needs to disclose the facts and 
circumstances of non-compliance. 

1 

2 Matters regarding leadership and ethics:  
2.1 The board of Magic does not provide effective leadership based on an ethical 

foundation (principle 1.1).  
1 

2.2 The board does not act in the best interest of the company (principle 2.14). 1 
2.3 This is evident from the following:  
  The directors’ remuneration might be fraudulent in nature, with hidden 

expenses. 
 

  Being party to tax evasion regarding the tax on fringe benefits. 2 
  The directors presented a misleading calculation of EBIDTA. Max 

  Non-compliance with debt covenants.  
(Only award mark if not yet awarded under 5.3 or 6.2) 

 

  The approval of the directors’ remuneration policy knowingly causes 
harm to the company.  

 

3 Matters regarding directors’ remuneration:  
3.1 Magic does not remunerate directors and executives fairly and responsibly 

(principle 2.25). This is evident from the following: 
1 

3.2 Directors’ remuneration is not based on individual performance, but rather on 
aspects such as trading profit, personal traveling costs, etc. (principle 2.25.1). 

1 

3.3 
 

Directors’ remuneration is determined by the financial director, Bret Future, and 
not by the board with the assistance of a remuneration committee (principle 
2.25.2). 

1 

3.4 The remuneration of the independent non-executive director, Mr Hart, should 
be based on a base fee plus and attendance fee per meeting (principle 
2.25.4). Mr. Hart’s director’s fee was not addressed in the remuneration policy. If 
his remuneration is assumed to be based on the same policy, it will not be in 
compliance with principle 2.25.4. If he did not receive any remuneration, there 
were no directors meeting during the year. 

1 
 
 
 

3.5 The emoluments/remuneration policy is not approved by the shareholders of 
the company (principle 2.27). The remuneration policy should be tabled to 
shareholders for a non-binding advisory vote. 

1 

3.6 The directors are in breach of principle 2.26 which requires a company to 
disclose directors’ remuneration, seeing that they are only willing to disclose 
the basic salary of the registered directors. 

1 

4 Magic does not have the following required minimum committees according to 
the King III Code of Corporate Governance:  

 
 

  Effective and independent audit committee (principle 2.23.5)    1 
  Risk committee (principle 2.23.6)    1 
  Nomination committee (principle 2.23.6) 1 
  Remuneration committee (principle 2.23.6) 1 
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5 The board of Magic does not ensure that the company complies with laws and 

regulations applicable to the company (principle 2.9 and chapter 6). This is 
evident from: 

 
1 

    
5.1 Non-compliance with IFRS regarding disclosure of directors’ remuneration / cost 

of inventories. 
1 

5.2 Non-compliance with the Company’s Act in terms of the following:  
  fraudulent financial reporting regarding directors’ remuneration;  

  approval and disclosure of director’s remuneration;  
  non-compliance in terms of annual financial statements since audited 

financial statements not finalised within six months after year-end; 
 

2 
  contravention of s 76 which requires that directors act in good faith and in the 

best interests of the company; 

Max

  no audit committee as required by s 94;  
  no social and ethics committee as required by s 72 / regulation 43.  
5.3 Non-compliance with debt covenants (audited financial statements within six 

months after year-end and in compliance with IFRS, limit on directors 
remuneration, EBITDA interest cover ratio, days working capital) 
(Only award mark if not yet awarded under 2.3 or 6.2)

1 

5.4 Possible non-compliance with the Income Tax Act in respect of tax on fringe 
benefits. 

1 

6 The board of Magic does not appreciate that stakeholders’ perceptions affect 
the company (principle 8.1). This is evident from the following:  

1 

6.1 They do not have audited annual financial statements eight months after year 
end. 

1 

6.2 Directors are not concerned about debt covenants. 
(Only award mark if not yet awarded under 2.3 or 5.3)

1 

7 Considering all the issues arising, it is questionable whether ongoing training 
and development of directors are conducted through formal processes 
(principle 2.20).  

1 

8 Since the directors serve on various boards within the group as well as “several 
other unrelated companies”, it is questionable whether they are able to 
discharge their duties with the necessary care, skill and diligence. 

1 

Available 26 
Maximum 20 

Communication skills – clarity of expression 1
Communication skills – logical argument 1 

Total for part (c) 22 
TOTAL FOR PART I 40 

 


