
 

 
 

 

  DEPARTMENT OF ACCOUNTANCY 
 
  TAXATION 2A 
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TIME:  150 Minutes MARKS: 100 
 `   

ASSESSORS: Mr J Wessels  
  Ms M Wassermann 
 
MODERATORS: Ms M Lephoto 
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INSTRUCTIONS TO CANDIDATES 

 
1. This paper consists of 9 pages, including the cover page.  
2. You are reminded that answers may NOT be written in pencil.  NO tippex may be used. 
3. The marks shown against the requirement(s) for every question should be regarded as an 

indication of the expected length and depth of your answer. 
4. Answer the questions by the use of: 
 - effective structure and presentation; 
 - clear explanations; 
 - logical arguments; and 
 - clear and concise language. 
5. Show all calculations clearly. 
6. Round all amounts to the nearest Rand. 
7. All open spaces must be crossed out with a pen.  Failure to cross out the open spaces will 

disqualify you from handing in your script for a remark. 
 
Question Marks  Time allocated (minutes) 
 1 39 58 
 2 16 24 
 3 32 48 
 4 13 20 
   
Total    100 150 
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QUESTION 1 39 MARKS 
 
Cracker Jack Ltd (hereafter “Cracker Jack”) is a South African manufacturing company, 
which was founded in 2005. Cracker Jack is one of the largest producers of top premium 
grade popcorn in South Africa. (The Commissioner has acknowledged that this is a 
process of manufacture as defined).  Cracker Jack is a resident for tax purposes and has 
a 31 May financial year-end. Cracker Jack is registered as a Small Business 
Corporation as defined in terms of section 12E of the income tax act. 
 
YOU CAN IGNORE VAT FOR THIS QUESTION 
 
Cracker Jack buys all of their maize, which is the main ingredient of popcorn, from farmers 
within a 100 km radius from their factory. Their factory is located in Hopetown in the 
Northern Cape. Cracker Jack is well known for their premium quality product, and 
supplies popcorn to retailers in South Africa, as well as to retailers in other African 
countries.  
 
The accountant requires your assistance with the computation of Cracker Jack’s normal 
tax liability.  
 
The following financial information related to the 2019 year of assessment. 
 
1. Popcorn Sales 

South African cash sales R5 520 000 

South African credit sales R2 472 500 

International sales to other African countries R4 025 000 

 
2. Nu-Kinekor, a big movie house, paid a R300 000 deposit for a large order they placed 

that will be delivered during June of 2019. This money was placed in a separate bank 

account that is only used for deposits. This amount will be paid back to Nu-Kinekor, 

shoulld the transaction for some reason not be finalised. 

 

3. Cracker Jack sold an operating license to a competitor in Kenya for R5 000 000. This 

will enable the competitor to use Cracker Jack’s special recipe. This amount is 

classified as a know-how payment. 

 
4. Cracker Jack earned foreign dividends of R100 000 from an international share 

investment. 

 

5. Cracker Jack incurred the following operating expenses 

Maize purchased as raw materials  R4 600 000 

Salaries and wages R2 300 000 

Provision for bonuses to be paid in July 2019 R550 000 

 

6. Trading stock on hand as per the trial balance on 1 June 2018. 
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Raw materials (to be used in the production process) R1 150 000 

Finished goods (from the production process) R2 000 000 

 
7. Trading stock on hand as per the trial balance on 31 May 2019 

 

Raw materials (to be used in the production process) R950 000 

Finished goods (from the production process) R1 800 000 

 
8. Cracker Jack donated some popcorn it had manufactured to a children’s home in 

Hopetown. The children’s home issued them with a s18A certificate. The cost of the 

popcorn donated was R32 000, whilst the market value of the popcorn on the date of 

the donation was R40 000. 

 

9. During December 2018, Cracker Jack gave all of their employees some popcorn as 

a Christmas gift. The total cost price of this popcorn was R12 500, whilst the market 

value was R18 000. 

 

10. Cracker Jack makes use of a security company to protect their premises. This 

protection includes a full time guard that is stationed at the gate to the factory. The 

cost of the guards is R28 000 per month. On 28 February 2019 Cracker Jacked was 

informed by the security company that they would qualify for a discount of R5 000 per 

month, if they paid for the security services a year in advance. On 1 March 2019, 

Cracker Jack paid the security company R240 000 for the next year’s security 

services. 

 

11. On 1 February 2019, Cracker Jack bought a new machine that packaged the popcorn. 

This machine was bought for R800 000. On the same date, their old machine was 

sold to a competitor for R500 000. The old machine were purchased new and unused 

for R420 000 on 1 June 2016. Both these machines were used in a process of 

manufacture. 

 

12. Cracker Jack owns 5 Volvo trucks that are used for the delivery of Cracker Jack 

popcorn right across South Africa. The 5 trucks were all bought new on 1 January 

2018 for R1 200 000 each. 

 

On 31 December 2018, one of Cracker Jack’s truck drivers was involved in an 

accident. The truck was written off, and the driver unfortunately did not survive the 

accident. Cracker Jack’s insurance paid out an amount of R850 000 for the damages 

they incurred.  
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13. The senior management of Cracker Jack felt deeply sorry for the family of the 

deceased truck driver, and paid them a lump sum benefit of R500 000 on 31 January 

2019 to compensate them for their loss. 

 

14. Cracker Jack runs its manufacturing operations out of a factory building in Hopetown, 

which was acquired from its previous owners on 1 June 2005 for R2 415 000. The 

previous owners originally built this building in 1986 and brought it into use in the 

same year. 

 

15.  During September 2015, Cracker Jack decided to assist their employees by 

providing them with residential accommodation on the Cracker Jack property. 

Cracker Jack asked their factory manager, who is very good with his hands, to build 

ten 2-bedroom apartments at a cost of R200 000 each. These units were completed 

by March 2016 when the employees moved in. The employees were allowed to stay 

there rent-free. 

REQUIRED 
 

a) Discuss, with reference to case law, whether or not the deposit received from Nu-

Kinekor should be included in Gross Income. (Refer to note 2) (4) 

b) Calculate the taxable income of Cracker Jack Ltd for the 2019 year of assessment.

 (35) 

QUESTION 2 16 MARKS 
 
Hope Molefe is a 37-year-old surgeon. She is a South African tax resident who is a 
provisional taxpayer. She is permanently employed by the Heart Private Medical Hospital 
group where she earns a fixed salary.  
 
Hope also runs a private practice and earns income by consulting with patients after 
hours.  
 
She presents you with the following information: 
 

 Her adjusted taxable income calculated by SARS and reflected on her first 

provisional tax return for 2019 was R852 000. Hope however decided NOT to 

make a first provisional tax payment for the 2019 year of assessment, as she 

assumed that her employer deducted enough employees tax on a monthly basis. 

 She was assessed for the 2018 year of assessment on 27 September 2018 and 

the assessment indicated a taxable income of R1 100 000. 

 Hope estimated that her taxable income for the 2019 year of assessment will 

amount to R1 000 000. This estimate included an amount of R50 000 that was for 

dividends earned on an American share investment. Another R20 000 of this 

estimate was for interest that she earned from a South African bank account. 
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 Her permanent employer deducted R20 000 per month from her salary for 

employees’ tax purposes. 

 On 31 August 2019 she received the income tax assessment from SARS for the 

2019 year of assessment indicating that her actual taxable income, including the 

interest and dividends above, amounted to R1 050 000. 

 
 REQUIRED: 
 
2.1 Confirm whether or not it was correct for Hope not to have made a payment for the 

first provisional tax return.  (6) 

2.2 Calculate any further provisional tax payments payable by Hope Molefe for the 2019 

year of assessment. (7) 

2.3 Explain whether Hope Molefe is liable for any penalties on her second provisional 

payment for 2019, and at what rate the penalty is levied. (2) 

 
QUESTION 3 32 MARKS 
 
You have recently decided to join a competition for university students who studies tax. 
In order to win the prestigious tax award as most promising young university student, you 
have to answer all of the below queries correct. 
 
Query 1 4 marks 
 
George Small has recently started speculating with crypto currencies. George has 
developed an algorithm, which determines whether the price of a specific crypto currency 
will rise or fall. 
 
Over the course of the last 2 years, George has made a substantial amount of money 
through buying Bitcoin when the price is low, and selling when the price is high. 
 
REQUIRED: 
 
Explain to George how his trading in crypto currencies will affect his taxable income. Your 
answer should refer to case law. 
 
Query 2 6 marks 
 
Lydia Maseko, a 68-year-old South African resident, needs help with the calculation of 
her tax liability for her 2019 year of assessment. Lydia is a receptionist at the local old 
age home where she earns a salary of R15 000 per month. Lydia was off sick with 
pneumonia during the year, and could not work for 2 months. During this time she did not 
earn her monthly salary from the old age home, but received a UIF payment of R4 000 
per month for the two months that she was off sick. 
 
Lydia is disabled and received a monthly disability pension of R2 000. She also earned 
interest on an investment to the value of R15 000 for the 2019 year of assessment. 
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REQUIRED: 
 
Calculate Lydia’s normal tax liability for her 2019 year of assessment. 
 
Query 3 6 marks 
 
Compu-Sales (Pty) Ltd declared a cash dividend of R1 200 000 on 5 March 2019. This 
dividend was paid to the shareholders on 18 May 2019. 

 

The shareholders are made up as follows: 

Shareholder Shareholding 

SDG (Pty) Ltd 
Lesedi Trust (a registered PBO) 
Allen Pension fund 
Various South Africa residents 

45% 
20% 
15% 
20% 

 
REQUIRED: 
 
Calculate the amount each of the shareholders will receive, and state when Compu-Sales 
(Pty) Ltd has to pay over withholding tax (if any) in respect of the dividends declared. 
 
Query 4 5 marks  
 
Russel James is a 24-year-old computer wizard. While surfing on the internet, Russel 
found a way to access people’s bitcoin wallets. Russel started stealing small amounts of 
bitcoin from a large number of people.  
 
During November 2019 the South African Police Division for Computer Crimes caught 
Russell, and he was arrested for theft. 
 
While being detained by the police, he was visited by his brother, who is a tax practitioner. 
His brother mentioned to him that he might also be in trouble with SARS. 
 
REQUIRED: 
 
Explain to Russell what the impact of his actions will be on his tax affairs. You answer 
should refer to case law. 
 
Query 5 8 marks 
 
Irene Naidoo has previously lived in Durban. She has now been appointed by Cadbury 
(Pty) Ltd in Johannesburg as from 1 June 2018. She sold her house in Durban for 
R3 200 000 on 15 May 2018. She has lived in the house since 1 February 2002. The 
original cost price of the house was R450 000. During 2005 she installed a swimming 
pool at a cost of R80 000. She also built an extra carport for R25 000, and installed an 
alarm system to the value of R5 000 during December 2008. During a massive storm one 
evening in January 2011, the carport was damaged beyond repair and Irene had to pay 
R2 000 to remove the rubble.  
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Irene used this property solely for domestic purposes. The sale of this property was the 
only asset sold during the 2019 year of assessment. 
 
REQUIRED: 
 
Advise Irene on the tax consequences of the sale of her house. 
 
Query 6 3 marks 
 
Lebogang Moholo lets premises to Justin Morake for a period of 8 years. According to the 
lease agreement, Justin has to effect improvements to the leased property to the value 
of R1 800 000. 
 
REQUIRED: 
 
Show the effect of the improvements on Lebogang Moholo’s taxable income in the year 
of assessment in which the improvements are completed. 
 
The present value of R1 800 000 over 8 years is as follow: 
 

Discount Rate  

5% R1 218 311 

6% R1 129 342 

7% R1 047617 

 
 
QUESTION 4 13 MARKS 
 
Matrix (Pty) Ltd is a company that manufactures computer equipment.  The company’s 
year-end is 31 March.  For the 2019 financial year the company made a net income before 
tax of R1 200 000. 
 
The following additional information has been established through discussions with the 
financial director and through inspection of the financial statements: 
 
1. Dividend income of R50 000 per the Statement of Comprehensive Income.   

 

2. Matrix (Pty) Ltd earned interest on investments of R80 000. 

 
3. During the 2019 financial year Matrix (Pty) Ltd wrote off the following bad debts: 

i. R75 000 trade debtors. 

ii. R22 000 loans made to employees relating to the sale of Matrix (Pty) Ltd 

merchandise to these employees, which included R2 000 of interest on the 

loans. 

iii. R3 000 personal loans made to employees. 
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4. Matrix (Pty) Ltd was found guilty of uncompetitive behaviour by the competition 

commission. They were fined R100 000 for this behaviour. 

 

5. The following information was obtained from the property, plant and equipment note: 

Delivery vehicles held throughout the year, with a cost of R250 000 in total on 2 April 

2017, were depreciated at 10% per annum on the straight-line basis.  SARS allows 

wear and tear over 4 years.  

 

6. Matrix (Pty) Ltd incurred the following advertising expenses in the current financial 

year: 

i. Newspaper adverts for upcoming sales events   R10 000 

ii. A permanent billboard advertising their product     R28 000 

iii. Provision for 20120 advertising campaign     R100 000 

 

7. Matrix (Pty) Ltd paid one of their previous employees an amount of R300 000 to 

ensure that she does not work for one of their competitors for the next 2 years.  The 

accountant wrote the amount off in full in the Statement of Comprehensive Income. 

REQUIRED: 
 
Calculate the taxable income of Matrix (Pty) Ltd (starting your calculation with the Net 
Income before Tax of R1 200 000). If an amount should not be included or deducted in 
your calculation of taxable income clearly indicate this with a “nil”, and provide a reason. 
Ignore VAT for the purpose of this question. 
 
If not specified in the question, it can be assumed the amount in the question was taken 
into account in the Statement of Comprehensive Income for the calculation of Net income 
before Tax. 
Note: show all calculations clearly. 
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Appendix A 
NORMAL TAX RATES 

PERSONS OTHER THAN COMPANIES AND TRUSTS  
 

Year of assessment ending 28 February 2019 

 Taxable Income Rates of taxes 

 Exceeds  Does not exceed    

 R  R  R R 

 0  195 850  0 + 18% of each  R1  

 195 850  305 850  35 253 + 26% of the amount above 195 850 

 305 850  423 300  63 853 + 31% of the amount above 305 850 

 423 300  555 600  100 263  + 36% of the amount above 423 300 

 555 600  708 310  147 891 +39% of the amount above 555 600 

 708 310  1 500 000  207 448 + 41% of the amount above 708 310 

 1 500 000  +  532 041 + 45% of the amount above 1 500 000 
 

 

 

 

         

 


