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QUESTION 1                 58 marks  
     
Pine Jel (Pty) Ltd (‘Pine Jel’), a registered value-added tax (VAT) vendor, manufactures and 
sells consumables to mining companies. Pine Jel is a resident of South Africa for tax purposes. 
 
The labour unrest in the mining sector during the past two years has had a negative financial 
impact on the company. As a result the board of directors has approved a restructuring plan, 
which includes reducing the company’s liabilities and closing one division. 
 
1 Building liabilities 
 
Pine Jel acquired a new and unused commercial building for R11 400 000 (including VAT) from 
National Bank Ltd (‘NatBank’) during Pine Jel’s year of assessment ended 31 December 2011. 
NatBank is a registered VAT vendor. The company paid a deposit of R1 million and the balance 
remained due to NatBank. The building was brought into use as envisaged by section 13quin of 
the Income Tax Act, Act 58 of 1962, as amended (‘the Act’), during that year.  
 
At 30 September 2014 R5 450 000 remained outstanding to NatBank. This included an 
additional loan of R450 000 extended by NatBank during Pine Jel’s 2012 year of assessment to 
fund repairs to its building. The repairs had been undertaken by a third party, a registered VAT 
vendor, and paid out of the proceeds of the loan. All interest due on both liabilities has been 
paid in full. 
 
The company was not generating sufficient cash flows to meet its repayment commitments on 
the liabilities. In August 2014 the company issued shares to third parties to raise funds to settle 
the liabilities. On 30 September 2014 Pine Jel reached a settlement agreement with NatBank to 
pay a capital amount of R4 200 000 in full and final settlement of the liabilities. As NatBank was 
of the view that this amount is not recoverable, it reluctantly agreed to waive the amount of 
R1 250 000, which included a complete waiver of the R450 000 used to fund the building 
repairs.  
 
2 Retirement 
 
In order to fund Pine Jel’s retirement and severance costs, one of its major shareholders, Mr 
Abel Cele, advanced money to Pine Jel. Mr Cele raised a bond on his personal residence and 
lent the money to the company at a rate 100 basis points higher than his bond rate. This was 
done to enable him to make a profit on the transaction and to compensate him for the 
unsecured nature of the loan to Pine Jel. The total amount of his interest from other sources 
exceeded R25 000 for the 2015 year of assessment.   
 
3 Retirement of Mr Deon Benade  
 
Mr Deon Benade, a 61-year-old employee of Pine Jel, held a 4% interest in Pine Jel and 
managed one of the company’s divisions. During labour unrest striking workers attacked him 
and he had to be hospitalised. He was so traumatised by the event that he was unable to 
continue to work. Later his doctors advised the company that Mr Benade would not be able to 
return to work at all.  
 
Mr Benade took early retirement on 31 October 2014.  
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He received the following cumulative payslip for the period 1 March 2014 to 31 October 2014:  
 

Code Description R 

3601 Salary 480 000 

3901 Retirement package paid by employer 500 000 

3605 Leave pay 20 000 

3810 Medical aid contributions paid on behalf of employee  28 800 

 
The retirement package and accumulated leave were paid to Mr Benade by means of a single 
electronic transfer on 31 October 2014. In terms of a directive received from the South African 
Revenue Service (SARS), an amount of R18 000 was deducted from the R500 000 severance 
benefit and an amount of R6 480 from the leave pay. SARS has indicated that the leave pay 
does not qualify as a severance benefit. The total employees’ tax on the remuneration, 
excluding the retirement package of R500 000, amounted to R138 832 for the year.  
 
In terms of his employment contract the company has to continue to pay the monthly 
contributions to the medical scheme of both Mr Benade and his spouse after his retirement. The 
contributions for the 2015 year of assessment amounted to R1 800 per month for him.  As part 
of the settlement agreement Pine Jel agreed to contribute R1 800 per month for his spouse, too, 
although she was a member of a separate medical aid.  
 
All the medical expenses of Mr Benade and his spouse were paid by the medical schemes.  
 
Mr Benade has never received any other lump sums from Pine Jel. However, when he left his 
previous company and joined Pine Jel in May 2010, he withdrew R100 000 from his previous 
pension fund. The tax paid on that lump sum amounted to R13 950. He used R75 000 of the 
lump sum to purchase a 4% interest in Pine Jel on 31 May 2010. He has not received any other 
lump sum benefits from retirement funds. His initial intention was to retire from his current 
retirement fund on 1 March 2015, which is the date on which he turned 62.  
 
Mr Benade told Pine Jel that he would like to dispose of his shares in the company. Neither the 
company nor the other shareholders were aware of any person who might be interested in 
buying the shares from Mr Benade. The shareholders all agreed that his 4% interest was worth 
R400 000. The company offered to buy back his shares when its cash flow situation improved. 
  
Mr Benade was interested in buying an off-road vehicle for his personal use. Pine Jel had such 
a vehicle and the shareholders agreed in writing that Pine Jel could purchase Mr Benade’s 
shares in exchange for the vehicle. An independent valuer valued the vehicle at R395 000 on 
30 November 2014. On that date Mr Benade accepted this vehicle in exchange for his 4% 
interest in Pine Jel. Pine Jel provided him with a letter indicating that the contributed tax capital 
of the company had been reduced by an amount of R400 as a result of this transaction.  
 
Mr Benade did not dispose of any other assets and did not earn any other income during his 
2015 year of assessment.  
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INITIAL TEST OF COMPETENCE, JUNE 2015 

PROFESSIONAL PAPER 1 

 

QUESTION 1 – REQUIRED 
Marks 

Sub-
total 

Total 

(a) Draft a memorandum to Mr Cele, referring to case law where relevant, 
in which you explain whether the interest paid on his bond will be 
deductible in the determination of his taxable income. 
  
Communication skills – presentation; logical argument 

 
 

8 
 
2 

 
 
 
 

10 

(b) Discuss the normal tax consequences for Pine Jel resulting from the 

settlement agreement with NatBank. 
 
Communication skills – clarity of expression 

 

15 
 
1 

 
 
 

16 

(c) Discuss the VAT consequences, if any, for both parties, of the 
acquisition of the property and the settlement agreement between Pine 
Jel and NatBank.  
 
Communication skills – clarity of expression; logical argument 

 
 

11 
 
1 

 
 
 
 

12 

(d) Calculate the normal tax liability of Mr Benade for the 2015 year of 
assessment.  

 

20 

 

20 

Total   58 

 


