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1.0 Course Title and Code

Tax Law and Practice – CUAC 212

2.0 Time Allocation
4 hours per week and 1 hour will be reserved for tutorials
3.0 Rationale
To enable students appreciate the tax system in Zimbabwe and compute taxation for individuals and businesses alike.

4.0 Purpose
4.1 Enable students appreciate the administration of the tax issues and the origins of taxation
4.2 Enable students compute tax payable for all corporate enterprises and individuals
4.3 Enable students appreciate the Tax law and its effect on business decisions
4.4 Enable students understand the legal implications of tax issues
 5.0 Main Capabilities
By the end of the course, students should be able to:
 5.1 Explain the context and purpose of Taxation.

 5.2 Articulate Tax law in Zimbabwe.
 5.3 Perform tax computations.

6.0 Method of Instruction

Each section of the course outline will be thoroughly demonstrated in the lecture, with comprehensive examples articulated to the students. The following methods among others will be used:

6.1 Lectures

6.2 Demonstrations

6.3 Group discussions

6.4 Tests

7.0 Students Assessments
Coursework comprises of at least two (2) tests and one (1) assignment, which constitute 30% weight of the final mark. Questions in the tests will cover all the pertinent aspects of the course covered up to the time of the test, and will serve as mock exams, in preparation for the final exam.

Final exam constitute 70% of the final mark and will examine all the pertinent aspect of the course. The final mark will be a summation of course work and the exam mark. Course evaluation will be done by students online.

7.1 The range of marks attained by the student will be classified as follows: 

	Degree Class
	Range of Marks
	Description

	1
	75% - 100%
	Distinction

	2.1
	65% - 74%
	Pass

	2.2
	60% - 64%
	Pass

	3
	50% - 59%
	Pass

	F
	0% - 49%
	Fail


8.0 Course Content
8.1 Overview of the Tax System
8.1.1 Structure of the Tax Department

8.1.2 Duties and Powers of the Commissioner of Tax and VAT offices.

8.1.3 Tax Administration and Returns.

8.1.4 Assessment of Taxes, Due Dates (APD), Penalties on overdue tax, refunds on overpayments.

8.1.5 Sources of Information – Statute, Case Law, Statements of Practice.

8.1.6 Basic legal definitions of terms.

8.2 Income Tax on Employees and Unincorporated Businesses.

8.2.1 Basic assessment, Gross Income and Taxable amount.
8.2.2 Fringe Benefits and Allowable Deductions
8.2.3 Lump sum payments and FDS System.

8.2.4 Employee Incentive Schemes and Tax credits
8.2.5 Calculating the Tax liability
8.2.6 Issue of Exempt Income and Credits.
8.3 Taxation of Corporate Business

8.3.1 Impact of Corporation tax on the transactions.

8.3.2 Principles and Scope of Corporation Tax.

8.3.3 Calculating Corporation Tax due.

8.3.4 Minimising or Deferring Tax Liabilities and Capital allowances
8.3.5 Allowances available to companies.
8.4 Taxation of Farmers

8.4.1 Special treatment of farmers.

8.4.2 Allowances available to farmers

8.4.3 Treatment of livestock valuation

8.4.4 Orchards and Vineyards treatment.

8.4.3 Plantations treatment.
8.5 Value Added Tax

8.5.1 Administration.

8.5.2 Computation.
8.6 Capital Gains Tax

8.6.1 Administration.
8.6.2 Assessment including Allowances.

Course Text(s) Recommended Reading

The Income Tax Act [Chapter 23:06]

The Finance Act [Chapter 23:04]

The Capital Gains Tax Act [Chapter 23:01]

Value Added Tax [Chapter 23:12]

Income Tax in Zimbabwe [2001] by LW Hill 5th Edition Durban: Butterworth publication

Zimbabwe Taxation by E Tagara and W Gono [2001] Ng Publishers.

Ernst and Young Tax Guides [www.earnstyoung.com.

Deloitte and Touché Tax Bulletins [www.deloitetouche.com]

Zimbabwe Revenue Authority website [www.zimra.gov.zw]

PART 1: INCOME TAX

CHAPTER 1: INCOME TAXATION OVERVIEW
CHAPTER 1

This chapter introduces the taxation subject by defining the term taxation, its purpose, the various types of taxes and the principles underlying a good tax administration system.

Definition of tax

· Tax is a compulsory amount paid by individuals or businesses to a central or local government of a country.

· Taxation is therefore the charging/levying of stipulated and compulsory amounts on the citizens by their government.

· It is normally paid in the form of cash, but can also be paid in kind.

Purpose of taxation
Taxation serves four broad objectives; Revenue, Redistribution, Re-pricing and Representation.
(a) Revenue
· Source of revenue for financing government expenditure, e.g health care, education, infrastructure development, etc.
(b) Redistribution
· To redistribute wealth among society members.

· To support economically disadvantaged members of the society e.g sick, unemployed and elderly.
· To reduce income gap between the rich and the poor.

(c) Re-pricing
· To influence the prices of goods and services, so as to;

· Address externalities and market failures e.g

· Control imports, prevent dumping, stimulate local industries, reduce unemployment, discourage or encourage consumption in certain sectors of the economy and to regulate consumption.
(d) Representation
· Taxes create demand for representation.

· People generally demand accountability and better governance once taxed. 
Classification of taxes

· Taxes may be classified according to any of the following three ways; 

(i) Based on the person responsible  for  making   the  actual   payment(direct or indirect) or,

(ii) Based on the impact on the person bearing the tax (regressive or progressive),

(iii) Based on administrative classification (income tax, capital gains tax, value added tax, etc.)

(a)  Direct or indirect tax

· Direct taxes are those taxes that are paid by the people or organizations on which the tax is imposed or charged.

· For example, corporate tax.

· Corporate tax is charged on a company, and it is the same company that is responsible for paying it.

· Therefore the impact of the tax is ‘direct’ on the company.

· Indirect tax is a tax that is charged on one person but paid by a different person.

· For example, Value Added Tax (VAT).

· VAT is generally charged on a trader but it is the consumer who is eventually responsible for paying it.

· The consumer therefore indirectly pays the tax.

· Such taxes are often included in the price of the item.  

· So even though the seller sends the payments to the government, the buyer is the real payer.

· The seller is just an agent, collecting the tax from the consumer on behalf of the government.  

· Indirect taxes are also called hidden taxes because the buyer may not be aware of their presence in the price of an item.

(b) Regressive or progressive taxes

· Regressive tax is represented by a flat tax rate.   

· The tax percentage does not depend on the income base.

· For example, the rate of VAT is generally 15% on each transaction, despite the volume/number of transactions or income of the taxpayer. 

· The more a person has, the lower the absolute tax as a proportion of a person's income. 

Example:

Mr Moyo gets disposable income of $50 000 per month, while Mrs Zara gets disposable income of $5 000 per month. They each bought groceries worth $500 (before VAT) in the month of April 2016. Determine the tax paid by each taxpayer as a proportion of the income.

Solution

Mr Moyo 


Mrs Zara

Absolute VAT paid (15%X$500)

$75



$75

Income




$5 000



$500

Tax paid as a % of income


1,5%



15%

· This tax hurt the poor more than the rich as each of them is required to pay the same tax despite the income base.

· Thus Mr Moyo, the richer pays only 1.5% of his income as tax, while Mrs Zara the poorer pays 15% of her income as tax.

· Progressive tax is a tax that increases the tax rate as income increases (the more you have the higher the tax rate).   

· Progressive taxes  reduce  the  tax  burden  of people  with smaller incomes, since  they take a smaller  percentage  of their  income. 

· The tax is usually represented by tax bands which are based on the income classes (economic classes).

· For example, tax on employment income.

· The tax bands will generally look like this;

Income band
($)


Rate of tax (%)

Up to 3600



0%

3601 to 5000



20% etc.

(c)  Administrative classification

· Taxes may be classified according  how they are administered(charged and collected) by the government as follows;

· (i)  Income tax- this is tax levied on employment income, alternatively known as Pay As You Earn (PAYE).

· (ii) Excise duty- this is a tax imposed on specified goods, usually harmful goods, to discourage consumption.

· (iii)  Sales tax- this is a form of tax levied when a commodity is sold to its final consumer.

· (iv)  Customs duty-this is a charge for the movement of goods through a political boarder (exports and imports).

· (v)   Value-Added Tax-this is tax on supply of goods and services including imports.  VAT is collected at each stage of the production chain, as opposed to the point of final sale.

· (vi) Stamp duty-this is tax levied on the purchase of fixed property (land and buildings) and shares.

· (vii)   Estate duty-this  is a form of a property tax levied on the value  of property owned  by an estate

· (viii)  Capital gains tax-this is tax levied on the profit realised upon the sale of marketable securities and immovable property.

· (i)   Corporation tax-this is a tax on the profits of a company and a form of income tax on trade and investment.

Sources of Tax Law

· There are basically three sources of tax law in any given country; namely, (i) Legislative  bodies that  enact  tax  laws (Legislative Law),  (ii)Courts  that adjudicate  tax  disputes(Case Law) and  (iii) Agencies that administer the tax law(Departmental Practices).

(a) Legislative law

· Tax legislation is the most authoritative source of tax law.

· Tax legislation is drafted by or with the concurrence of the Ministry of Finance.

·  It is then promulgated into law by a Parliament.  

· The law is usually updated each year through a Finance Bill.
· This is the law which is passed by Parliament and approved by the Senate.

·  Examples of such Statutory Acts are: Income Tax Act [Chapter 23:06], Capital Gains Tax Act [Chapter 23:01], Finance Act [Chapter 23:04], Value Added Tax Act [Chapter 23:12] and Estate Duty Act [Chapter 23:03]. 

· Legislation includes government Statutory Instruments issued from time to time.
(b) Case Law/Judicial Precedence

· This is a very important source which in most cases tends to explain certain words and phrases not given enough or clear meaning in the Acts. 
· This usually emanates from celebrated cases tried at the law courts in regard to disputes on taxation in Zimbabwe. 
· The resultant judgment by the judicial officer becomes law, which can be authoritative.
· It should be noted that case law may cover legal cases from other countries. 
· In such instances cited cases are used in a persuasive manner rather than authoritative.
(c) Agency interpretation/Departmental Practice

· The tax   legislation   may be difficult to   interpret.   

· Tax agents (e.g ZIMRA in Zimbabwe) may therefore issue written statements stating how they interpret and apply provisions of the existing tax laws.
· These are practices or instructions given by the Commissioner General of the Zimbabwe Revenue Authority (ZIMRA) to his subordinates to explain certain legislation. 

· These practices are not published as law, rather are cascaded to persons, bodies or organizations with something to do with the Authority. 

· As a result they have no legal force, they are just practices that have been in use for a long time and have generally been accepted as a normal way of conducting business.

Tax Administration
· The majority of taxes in Zimbabwe are administered by the Zimbabwe Revenue Authority (ZIMRA) through the Commissioner General (CG). 

· The CG's   main   duties   are   to   implement   the   statutes, oversee   the   process of Zimbabwe tax administration and ensuring the effective running of ZIMRA across the country.

1.8 Principles of a good tax system

· The following tax principles should govern, a good tax system:

(i) Vertical equity principle
· Every member of state should contribute towards the burden of tax in accordance with his/her ability.
(ii) Horizontal equity principle
· Taxpayers in the same economic circumstances should receive equivalent tax treatments.

(iii) Certainty
· The tax which an individual is bound to pay ought to be exact, and not arbitrary.

· The amount, timing and manner of payment should be known.

(iv) Simplicity
· The tax legislation must be in simple language and easily understood by the subjects.
(v)Tax neutrality or efficiency principle
· Tax should act as resource allocation by assuring that economic decisions are diverted to best location.

(vi) Flexibility
· Tax system should be able to accommodate changes in business, technology and markets.

(vii) Effectiveness
· Is essentially the capacity of the tax system to achieve its objectives 
· Thus a tax system should be able to generate revenue.

(viii) Consistence and coherence
· Transactions with the same commercial results should have the same tax result.
Definition of a Person

· Tax is charged on income earned by a "person", out of employment, business venture, supply of goods and services, on sale of certain immovable assets etc.

· A "person" includes a natural person and an artificial person e.g.  Company, trust, cooperative or other body   corporate, excluding a partnership and a joint venture.
· Joint ventures and partnerships are conduit pipes (flow entities) of theirs members.  
· Income earned by joint ventures or partnerships is taxed in the hands of the partners in proportion to their agreed profit or loss sharing ratios.

Basis of Taxation

· The  extent  to which persons are  taxed  on  income  they  earn  depends on  the  tax  law of a specific country. 
· Some countries tax their residents  based  on worldwide income (residence-based approach)

· Others tax persons based on source jurisdiction/territorial approach (source-based approach).
· The residence based income tax approach tax the subjects or residents of a country on income earned by them wherever earned.

· The source based approach levy taxation on income earned within the country irrespective of whether the person is a resident or not.
Definition of Residence

· A person is assumed ordinarily resident in Zimbabwe if he/she is a nationality of or domicile in Zimbabwe.

· A  person  whose aggregate  stay  in  Zimbabwe  exceeds  183  days   in  any  year of assessment is  also  deemed  ordinarily  resident  in  Zimbabwe.  
· A  body  corporate  is  an  ordinary resident  if  it  is  incorporated,  established,  formed  or  has  its  place of  effective  management in Zimbabwe.

1.5 General Framework for the Computation of Income Tax 
· According to section 6 of the Income Tax Act, the Commissioner General is authorised to charge and collect Income Tax from persons throughout Zimbabwe for the benefit of the Consolidated Revenue Fund.

1.5.1 What is Income Tax?
· It is Tax on Taxable income.
‘Taxable Income’ Formula
	
	Gross Income
	XX

	Less
	Exemptions
	(XX)

	
	Income
	XX

	Less
	Allowable Deductions
	(XX)

	
	Taxable Income/(Assessed Loss)
	XX


1.5.2 Calculation of Income tax

In terms of section 7 of the Income Tax Act income tax is calculated as follows: 

a) Determine the taxable income of the taxpayer for the year of assessment, 

b) Apply the appropriate rates of tax as per the charging Act and, 

c) Grant the taxpayer the tax credits to which he is entitled to. 
	
	Taxable Income(TI)
	XX

	Tax thereon/chargeable
	Apply appropriate tax rates to TI as per Finance Act
	XX

	Less Tax Credits
	As per   the  Finance Act
	(XX)

	Add 3% Aids Levy
	3%  of tax thereon/chargeable(where applicable)
	XX

	Tax Payable/Tax liability
	Tax chargeable less tax credits add Aids levy
	XX


· A distinction should be drawn between, Taxable income from employment and Taxable income from trade or investments.
1.5.3 Taxable Income from employment 

· Means any part of the taxable income of a person other than a company, trust or a pension fund, which consists of remuneration as defined in the 13th Schedule of the Income Tax Act. 
· 3% Aids levy is chargeable except in cases specified under section 14(5) of the Finance Act.
1.5.4 Taxable income from trade or investments

· Means any part of the taxable income of a person other than a company, trust or pension fund, which is received by or accrues to him from any trade, investment or other activity, but does not include taxable income from employment. 
· It is taxed at 25% plus 3% Aids levy (25.75%).
CHAPTER 2: GROSS INCOME

2.0 Definition of Gross Income (Section 8(1) of the Income Tax Act (ITA))
· This section is one of the major cornerstones of the Zimbabwean tax legislation.
·  It embraces all income of whatever nature and specifically deals with various types of income.
· Gross income means the total amount received by or accrued to or in favour of a person or deemed to have been received by or accrued to or in favour of a person in any year of assessment from a source within or deemed to be within Zimbabwe excluding any amount proved by the taxpayers to be of a capital nature.
· The term gross income is very important in tax law because it is the starting point in the determination of the tax liability of a taxpayer. 
· The above definition gives a general formula of what should, and what should not, be included in a person‘s taxable income. 
2.1 Components of Gross Income definition

2.1.1 (i)Total amount
· All receipts and accruals, which are money and non-monetary items 
· Amount - Money or any other property corporeal or incorporeal, having an ascertainable money value (section 2). 

· Therefore any cash received or otherwise, is part of gross income, as long as it is not exempt or an amount of a capital nature.

2.1.2 (ii)Received by
· This means that a person is in possession of income or;

·  It has been received on his behalf and for his own benefit. 

· The person must also have a legal claim to the amount received, meaning that we are not talking about stolen amounts, loans or those ones which are left in your custody for the benefit of someone.
· A person does not receive money which, for example, has been stolen: COT v G (1981) 43. 
· Nor does he receive in the sense used in the Act, money which has been lent to him, as held in CIR v Genn & Co (Pvt) Ltd (1955)
·  However, there are some instances where income realised from illegal operations would form part of gross income. (ITC 1624 (1997) 59 SATC 373).
In Brookes Lemos Ltd v CIR (1945) 14 SATC 295, it was held that deposits, charged by the company on glass containers of products supplied to customers, formed part of the company’s gross income.

In ITC 675 (1949) 16 SATC 238, the court held that, since deposits received from prospective purchasers of day-old chicks to be delivered in the future were not refundable at the instance of the depositor, such deposits represented income in the hands of the seller
2.1.3 (iii) Accrued to

· This means that an amount is due and payable but not yet received. 
· This was illustrated in the case Delfos vs. CIR in which the learned judge asserted that income accrues when it becomes ‘due and payable’. 
· In Lategan vs. CIR the judge concluded that income accrues to a person when one becomes ‘entitled to’ the income.
2.1.4 Accrued or received?
· Income may accrue in one year and be received in another, this will likely pose a challenge as to which year of assessment the income should be taxed.
· The phrases: received by or accrued to…in any year of assessment… from the definition of gross income in the Act suggest that income is taxed on the earlier of date of receipt or accrual.
· The principle above gives the Commissioner the right to levy tax in any year. 
· This was recognised in the principle of CIR v Delfos (1933). 
· It should be noted, however, that the Commissioner does not have an unrestricted power to choose the year of assessment.
·  On the basis of the views expressed in Silverglen v SIR (1968), it is submitted that where accruals are disclosed he is bound to use the accruals basis, in which event the receipts basis will be applied only in cases of non-disclosure of accrual, as in the case of Maguire v COT.
2.1.5 Deemed to have accrued to/received by (Section 10).
· To deem is ‘to take as if’. 

· This means that there are some instances whereby it is taken as if income has been received or has accrued to a person, implying that income has been received/accrued to the benefit of a person indirectly. 

· In such instances it should be included in his gross income.
(i) Income not paid over

· It is taken as if you have received an amount that has been reinvested, capitalized, dealt with or accumulated by one’s self or on his behalf by others. 
(ii)Partnership Income 
· Partnership income is deemed to be income of individual partners shared among them using their profit and loss sharing ratios. 
(iii)Donations 
· When a parent donates an asset to his minor child and as a result of the donation income accrues to the minor child then such income is taxable in the hands of the parent.
(iv)Cross Donations 
· When one parent donates to another’s minor child who in turn reciprocates to another kind of donation, both parents shall be taxable on income accruing to their minor children. 

(v)Suspensive Conditional Donations 
· Where a donor donates under a suspensive condition, i.e. an asset is going to be transferred on fulfillment of a future event, and then the donor shall be taxed on the income accruing before a suspensive condition materializes. 

(vi) Donation where the donor retains the power to change the persona of the beneficiary 
· In such a case any income accruing to a person on whom the right is conferred, it shall be deemed to be income of the person conferred, as long as he retains those powers.
2.1.6 A person
· An individual or any other entity with a separate legal identity, for example, a corporate or a trust.
·  It excludes a partnership business.
 2.1.7 Year of assessment
· Year of assessment means a period of 12 months commencing 1 January ending 31 December or any period within the year.

2.1.8 Source
· The Act itself contains no definition of ‘source’. 
· Clarity is sought from decided court cases (case law).
· The test laid down by Watermeyer, CJ, in CIR v Lever brothers and Unilever Ltd (1946) is authoritative, namely that;
· The source of income is not where it comes from (the quarter whence it comes) but the work which was done by the taxpayer which resulted in the income being earned (the originating cause of the income).
· i.e. the quid pro quo (effort, work) which he gives in return for the income.
· The work may be a business, an activity, an enterprise, mental or physical effort, employment of capital to earn income or letting the use of capital to someone else. 
The following have been ruled by the courts as the true sources of the respective incomes: 

	Nature  of Income
	True  Source

	Dividends 


	Shares are the originating cause of dividends and these are located at the place where the principal register of shares is located. Case in point: Boyd Vs C.I.R

	Income from business operations
	Where the business is conducted.
Overseas Trust Corporation Ltd v CIR (1926) 2 SATC 71

	Rent from immovable property
	The originating cause of rent income (In the case of immovable property) is the property itself. The source is therefore where the property is situated.
Case in point: C.O.T Vs United British Machinery (SA) (Pty) Ltd (1964) 26 SATC 163.

	Rent from movable property
	Short term leases(less than 5 yrs) -the originating cause of the income is the business income of the lessor, therefore the source lies where that business is being carried out (where the lessor conducts his business). 

 Long term leases- the asset is the originating cause and therefore the source lies where that asset is being productively employed (where the lessee uses the asset). 

Case in point: C.O.T Vs United British Machinery (SA) (Pty) Ltd (1964) 26 SATC 163.

	Income from services rendered
	The originating cause is the rendering of services and the source lies where these services were rendered. Case in point: I.T.C 77 and C.O.T Vs Shein.

	Director’s fees
	The head office of the company. The originating cause is the directorship exhibited at the company’s general meeting and the place of source is located at the head office of the company which is where the meetings are held. 

Case in point: ITC 106 (1927) 3 SATC 336 and ITC 250 (1932) 7 SATC 46

	Royalties
	Where the author exercised his wits, labour and intellect. Case in point: Millin Vs Commissioner of Inland Revenue (1928) 3 SATC 170

	Interest
	Work done by the money lender in the giving of credit is the originating cause. Therefore the source lies where the credit was offered. 

Case in point: Lever Bros & Unilever Ltd (1948) vs. CIR.

	Annuities
	Where will was executed or where the contract was signed. Case in point: ITC 826 (1956) 21 SATC 189 or COT vs. R (1966).


2.1.9 Source deemed to be Zimbabwe (s12)
· There are cases where the ITA assumes that income is from a source within Zimbabwe even if the true source is not Zimbabwe.
(i) Contract for the sale of goods: Sect 12(1) (a)

· If a contract for the sale of goods is made and concluded in Zimbabwe the source of the income is deemed to be Zimbabwe.
(ii) Income derived from rendering of services: Sect 12(1) (b)

· If a person earns income from the rendering of services in Zimbabwe, the source of that income is deemed to be Zimbabwe. 
· A person can render services in the course of employment or in carrying on of a trade. 
· Trade is defined in section 2 of the Act as including any profession, trade, business, activity, calling, occupation or venture, including the letting of any property, carried on, engaged in or followed for the purposes of producing income.
· It does not matter where the funds or payment for the services rendered comes from, what is important is the fact that the services producing the income have been performed in Zimbabwe.
(iii)Income from services rendered by an employee during period of temporary absence from Zimbabwe: Sect 12(1) (c)
· If an ordinary resident of Zimbabwe receives remuneration for services rendered (as an employee) outside Zimbabwe during a period of temporary absence, the source of such income is deemed to be Zimbabwe.
· A period of temporary absence is a period not exceeding 183 days in aggregate during a year of assessment. 
· In literal sense, it is a period less than six months. 
· This section specifically includes a director in the definition of an employee.
(iv) Services rendered to Zimbabwe government: Sect 12(1) (d)

· Remuneration paid to a government official who is an ordinary Zimbabwean resident is deemed to be from a Zimbabwean source regardless of the place where the services are rendered. 
· An exception is services rendered to the Zimbabwe government by a person who is not a resident of Zimbabwe.
(v)Services rendered: Pension and Annuities: Sect 12(1) (e)

· An amount received by a person in the form of a pension or an annuity for services rendered in Zimbabwe from wherever source, is deemed to be from a source within Zimbabwe.
(vi) Interest and dividends: Sect 12(2)

· Foreign dividends and interest received by an ordinary resident of Zimbabwe in any year of assessment is deemed to be from Zimbabwe. 
· The dividends or interest should be received or accrue or deemed to have accrued to the recipient at the time he is an ordinary resident of Zimbabwe.
· Foreign interest is taxable @ 25%+3% AIDS Levy. 
· Expenses incurred on foreign interest are an allowable deduction. 
· Foreign dividends are taxed @ 20%. 
· Any expenses incurred on this dividend income are not allowable as deduction i.e. foreign dividends are taxed gross. These are also not subject to 3% AIDS Levy. 
· To avoid double taxation on such income, a foreign tax relief is granted on income which was subject to foreign tax. 
· The effect of the relief is that the lesser between foreign and Zimbabwean tax is deducted from the amount of tax which is payable in Zimbabwe.
Example 
Mr. Chimutsa is ordinarily resident in Zimbabwe. During the current year of assessment he earned the following income from foreign sources: 
(i) Dividends from Zulu Ltd, a company listed on the Johannesburg Stock Exchange valued at $25 000 net of Non-residents tax (N.R.T) of $5 000. 

(ii) Bank interest from Ekeme Banking Corporation, a Nigerian bank located in Abuja. The amount was $10 000 gross of 10% of Non-residents tax on Interest. 

(iii) Rental income of $40 000 from a commercial property in London, United Kingdom. No tax was charged on this income. 

Required 

Compute Mr. Chimutsa’s tax payable after granting any relief available to him. 

Solution 
Foreign tax relief calculations 

Income 
Zimbabwean Tax 


Foreign Tax 

Relief 

Dividends 
(25 000+5 000)X 20% 6 000 

5 000 


5 000 

Bank interest 
(10 000X 25.75%) 
2 575 

1 000 


1 000

Rental income (source not Zimbabwe)

Tax Thereon 

Tax payable @ 20% 




6 000 

Tax payable @ 25.75% 



2 575 

Less foreign tax relief 


             (6 000) 

Total Tax Payable 




2 575

(vii) Annuities: Sect 12(3)

· An annuity received from outside Zimbabwe is deemed to be from a source within Zimbabwe if the right to the annuity was acquired by the annuitant at the time he was an ordinary resident of Zimbabwe. 
· The right to the annuity should have been acquired by payment of a sum of money or have been acquired by way of a disposal of an asset by the annuitant or by both means.
(viii)Foreign Royalties (Sect 12(4)) 
· Income by way of royalties resulting from the use in Zimbabwe of a design, trade mark, patent, secret formula or film is taxable in Zimbabwe. 

(ix)Recoupment/Recoveries (Sect 12 (5)) 
· Any recoveries made outside Zimbabwe shall be taxable in this country if the taxpayer once enjoyed such a deduction in Zimbabwe. 
· For example disposal of a motor vehicle outside Zimbabwe when it was granted capital allowances here, the recoupment is subject to tax herein Zimbabwe.
2.1.10 Amounts of a capital nature

· Generally, income from disposal of a non-current asset by the taxpayer tangible or intangible is income of a capital nature.
· Such income is not part of gross income as long as the taxpayer is not a dealer in those assets.
·  The intention of the taxpayer when he initially acquired the asset is also an issue to consider on determining whether income is of a capital nature or not.
·  If the taxpayer acquires an asset without the intention of selling it but to use it for generating income, then the proceeds on its disposal are of a capital nature.
·  If the intention was to resell the asset then such amounts from the disposal constitute gross income.
· Examples of capital receipts are insurance policy proceeds, goodwill, lottery wins, inheritance, payment in restraint of trade, damages compensation, fortuitous receipts and proceeds from sale of assets in which taxpayer does not trade. 
· A rough guide to determine whether income is of revenue or capital nature would be as follows: - 
· If the amount flowed from the non-current asset but the asset remained in ownership it should be considered as revenue. 
· If the amount flowed from the sale or exchange of a non-current asset it should be considered as capital.
· Capital receipts may be referred to as the tree while revenue receipts may be regarded as the fruit.
Example 1

 Determine the Gross Income for 2013 from the information given below: 
	Insurance Policy Proceeds 
	12,000 

	Rent from a house in Harare 
	25,000 

	Fixed Deposit account interest 
	1,000 

	Econet Zimbabwe dividends 
	3,500 

	Textbooks royalties from Zimbabwe 
	53,000 

	Rent from a house in Botswana 
	250,000 

	Salary form ZIMRA 
	110,000 

	Allowances from ZIMRA 
	3,600 

	Zimbabwe debenture interest 
	60,000 

	Annuity from a fund in Zimbabwe 
	10,000 

	Gratuity to a war veteran from Zimbabwe Government 
	60,000 

	Leave pay (for December 2013 & January 2014) 
	200,000 

	Cash in lieu of leave 
	12,000 

	Performance related bonus 
	500 

	Commission earned from sell of motor vehicle 
	74,000 

	Loan from local building society 
	50,000 


2.2 SPECIFIC INCLUSIONS IN GROSS INCOME

· The following sub-paragraphs are specific inclusions in gross income even though some of the receipts may appear to be of a capital nature:
2.2.1 Section 8(1) (a) – Annuities
· An annuity is defined as a repetitive annual payment paid to a particular person for life or for some period.
Characteristics
· It provides for an annual payment, even if divided into instalments;
· It is repetitive, payable from year to year, at any rate, for some period and;
· It is chargeable against some person. 
Types of Annuities:
· An ordinary annuity purchased from an insurance company
· An annuity by way of a gift or legacy
· An annuity granted as consideration for the sale of a business or an asset or surrender of a right.
· Pension for services rendered.
(i) Purchased Annuity
· When an annuity results from the payment by an assured of a sum of money from amounts which were not allowed as a deduction when contributions were being made, such annuity is taxable only to the extent that it represents interest on the capital sum invested.
· The purchase price of the annuity is an amount of a capital nature and therefore would not have been allowed as a deduction. 
· The following formula is used to determine the annual taxable portion (interest portion). 

I = ((P x N) – A)/N, where
I = interest content of annuity;
P = the annual payment;
N = number of payments expected (this may be a definite period or, in the case of an annuity payable for life, a number of years based on the life expectancy of the annuitant);   
A = the purchase price of the annuity, that was not allowed as a deduction.

Example

Wachembera [50 years old] purchased a retirement annuity policy with First Mutual many years ago for $1 250. They agreed on life expectancy of 6 years after retirement. During the year he became entitled to $2 100 per annum as an annuity.

Calculate Wachembera’s taxable income 
· Where the annuity accrues over a period of time (i.e. payment is not made once in the year) during the year, apportionment should be done based on period (e.g number of months).
· Where the full amount of the contributions had been allowed as a deduction the annuity receivable shall be taxable in full i.e. the formula above does not apply in such a case. 
· Any sums received after the normal expectation of life has been exceeded will be treated as taxable income, and taxed accordingly, as the whole of the capital cost of the annuity will then have been allowed in full to the annuitant; 
· Where the life expectancy exceeds 10 years the Commissioner adopts 10 years as the maximum life expectancy. (Life expectancy is the period within which a person is expected to live after retirement).
Example
Mr. X. purchased an annuity on retirement from Old Mutual Zimbabwe using $100,000 won from the state lottery. The policy matured and he was entitled to a monthly annuity amounting $2,000 while his life expectancy is estimated at 10 years. Calculate the amount which constitutes gross income for the tax period ended 31/12/2013 assuming that his pension entitlement was with effect from: 
a) 1st July 2013 
b) 1st January 2013 
(ii) Annuity by gift or legacy 

· This type of an annuity is either taxable in full or not taxable at all depending on where the fund is situated. 
· Where the fund is situated in Zimbabwe or deemed to be situated in Zimbabwe, the amount is taxable in full, because beneficiary would not have incurred any expenditure to acquire it.
· Where the fund is not situated in Zimbabwe, the amount is not taxable at all
· A widow’s pension, which is one example of this type of an annuity, is not taxable in Zimbabwe if it is situated outside Zimbabwe even though her late husband may have rendered services in this country in the past. 

(iii) An annuity from sale of assets
· Only the interest content of the annuity is taxable and the calculations are as in a purchased annuity
· The cash value of the business at the date of sale being accepted as ―A, the purchase price of the annuity. The installments receivable should be inclusive of interest. 
(iv) As an annuity or pension for services rendered

· During employment a person may contribute monthly or annually to retirement annuity fund [RAF]. 
· The contributions are allowed as a deduction under section 15(2)(h) subject to the maximum amounts. 
· Upon retirement the person will be entitled to an annuity as income. 
· The annuity is taxable in full if the contributions were allowed as a deduction in full. 
· If the contributions were not allowed in full then the disallowed contributions are spread over the life expectancy of the person and are allowed as a deduction against the annuity received.
Example
 Musarurwa retired at the age of 60 years on 31 December 2016 and is entitled to an annuity of $3 200 per annum. During his working life he was contributing to the employer’s Pension Fund and his contributions exceeded the maximum for those years. The aggregate of the disallowed contributions amounted to $560 .His life expectancy is 8 years from date of retirement.
Calculate his taxable Income per annum.
2.2.2 Section 8(1)(b) Income for services rendered
· Any amount received for services rendered or to be rendered is taxable income.
· If the taxpayer receives income as commutation of amounts due under a contract of service, the full amount is taxable in the year of receipt.
· An amount paid to an employee while proceeding on leave shall be deemed to accrue on the last day of each month during the continuance of the leave.
· An amount received for services to be rendered is gross income in the year of receipt not when the services are actually rendered.
· The value of assets like shares, motor vehicle awarded for services rendered are gross income.
· The value of wedding presents and other gifts to employees are gross income, but if the employer does not claim it as a deduction then they are not taxable to the employee.
· An ex-gratia receipt in the hands of a deceased employee’s widow is an amount of a capital nature since the services were not rendered by her.
Example
Mr Jikirosi received the following amounts during the year:

$

Salary 







21 780 

Bonus 








1 600 

Cash in lieu of leave 





1 240 

Gratuity on termination of service 



1 450

Commutation of amount due under a contract of service 
4 530 

Calculate the gross income of Mr Jikirosi.
2.2.3 Section 8(1)(c) arw 1st Schedule - Lump Sum Payments

· A section is read with a schedule because a schedule gives more details about the section.
Key Definitions

· A Lumpsum payment is an amount received by a person on withdrawal or winding up of a pension, retirement annuity or benefit fund.
· A Pension fund is one fund established by an employer to benefit his employees at the time of retirement. 
· A Benefit fund is defined in the 1st Schedule as the fund established by an employer to cater for his employees in times of ill-health, loss of employment and etc. 
· A Retirement annuity fund is a contract between an insurance company and an individual, whether or not an employee, whereby the latter contributes in order in due course to draw an annuity to supplement, or in lieu of, any pension from his employer’s pension fund.
Circumstances giving rise to Lumpsum payments
· A withdrawal from a fund occurs when an employee resign from the fund before reaching the retirement age as a result of:

· Employee being retrenched before the age of retirement.

· An employee changing employers, which results in a change of pension fund.

· Liquidation or winding up of pension fund which may also result in members being paid back their contributions.

· Such a pension is taxable subject to limitations contained in the 1st schedule.
Types of funds

· The essential elements guiding the taxability of the amount are the type of fund, and the date the member (employee) joined the fund.
· There are three types of funds namely:

· Benefit fund.

· Pension fund.

· Unapproved fund, pension or benefit

· The date 1 July 1960 is a very crucial date in terms of the pension laws. 
· On that date pension laws were amended to allow for increase in contributions made by members to funds.
· Due to the changes in pension’s law the above funds were further broken into:

· Old benefit / pension fund
· Semi-old benefit/pension fund
· New benefit/pension

· An old fund is a fund to which the member joined before 1 July 1960, whose rules did not change after 1 July 1960. 
· A semi- old fund is a fund to which a member joined before 1 July 1960, but whose rules were changed on 1 July 1960.

· A new fund is a fund, which was created after 1 July 1960, or to which the member joined after that date.

Beneficiaries of Benefit Fund

· Beneficiaries of a benefit fund are called Part 1 Beneficiaries.

1. Where the lump sum is from an old fund (fund with unchanged rules) the whole amount is not taxable.

2. Where the lump sum is from a fund with changed rules (semi-old fund), the amount to be taxable is arrived at as follows:

Lump sum amount (payment) 






xxx

Less

(i)Amount he would have received

Had rules not changed, or $1 800 whichever is greater 

xxx

(ii)Amount used to purchase an annuity on retirement 

xxx

(iii)Amount transferred to a benefit fund 



xxx

(iv) Amount transferred to a pension fund 



xxx 
 xxx

Taxable income 








  xxx

3. Where the member joined on or after 1 July 1960(New Fund), the amount to be taxable is arrived at as follows:

Lump sum payment 






xxx

Less

Prescribed amount 





1 800
Amount used to purchase an annuity on retirement 
   xxx

Amount transferred to a benefit fund 


   xxx

Amount transferred to a pension fund 


   xxx 

xxx

Taxable income 







xxx

Beneficiaries of Pension Fund

· Beneficiaries of a pension fund are referred to as part two beneficiaries

1. Where the lump sum is from an old fund (fund with unchanged rules) the whole amount is not taxable.

2. Where the lump sum is from a fund with changes rules (semi-old fund), the amount to be taxable is arrived at as follows:
(a) If the amount is $1 800 or less, exempt the full amount.

(b) If the amount is more than $1 800, taxable income is calculated as follows; 
Lump sum amount (payment) 





xxx

Less

Amount he would have received had rules not changed 
xxx

Amount used to purchase an annuity on retirement 

xxx

Amount transferred to a pension fund 



xxx 
xxx

Taxable income 







xxx

3. Where the member joined on or after 1 July 1960(New Fund), the amount to be taxable is arrived at as follows:

Lump sum payment 






xxx

Less

Amount used to purchase an annuity on retirement 
xxx

Amount transferred to a pension fund 


xxx 

xxx

Taxable income 







xxx

Note
· Transfer to a benefit fund is not accepted in respect of a lump sum accruing from a pension fund.

Beneficiaries of unapproved fund (para.10, 1st schedule)
· The whole amount is not taxable in respect of lump sum payment received from an unapproved fund.
· Usually the amount received constitutes a refund of a member’s contribution. 
· Only the interest is taxable.

Lump sum payment 
 

 X

Less: Member‘s own contributions 
(X) 

Gross income amount 
  

 X
Example

Arumando submitted the following with respect to 2014. He joined the funds in 1980.
Lump sum Payment





100 000

Transfer to a pension fund




20 000

Transfer to a benefit Fund




12 000

Members’ own contributions



40 000

Amount used to purchase an annuity on retirement
33 000
Calculate the amount to be included in gross income assuming the above mentioned LSP is from a: 
(a) Benefit Fund 
(b)Pension Fund 
(c)Unapproved Fund 
· It is important to draw a distinction between Lump sum payment and Terminal benefit as defined in the 1st Schedule.

· A terminal benefit would include portion of refund of contributions for services rendered outside Zimbabwe, if any. 
· A lump sum payment would thus be determined as follows:

Terminal benefit








X

Less Proportion of terminal benefit relating to period of service outside Zimbabwe










(X)
Lump sum Payment








 X

· The resultant taxable income is taxed at the top rate of tax for the particular tax payer.
2.2.4 Section 8(1)(d): Income – Lease premium

· A premium is an amount paid by a lessee to a lessor for the right of use or occupation of land and buildings the right of use of plant or machinery, the right of use of any patent, design, trademark, copyright, model, plan, secret process, motion picture film, television film, sound recording or advertising. 
· The premium can be paid in cash or it can be an exchange of other property. 
· A premium is taxable in full in the year of receipt or accrual.
· A premium is described as: consideration having an ascertainable money value, passing from a lessee to lessor, whether in cash or otherwise distinct from or in addition to or in lieu of rent(C.O.T. vs. Butcher Bros)
· A premium does not extend to an amount paid by a lessee to a predecessor lessee for the acquisition by cession of his right, title and interest in the lease. (C.I.R. vs. Myerson)
· A premium between sub-lessee and sub-lessor is gross income to sub-lessor. (I.T.C. 1231 Oscar Pvt Ltd vs C.O.T).
Example

Daniel agreed with the tenant Munya that he should pay $2 500 down payments plus rent of $11 000 per month as from 1 August 2016. He also agreed with tenant Tari that she should pay $4 000 cash and use the property rent free for the next 3 years.

Calculate taxable income for Daniel for the 2016 tax year.
2.2.5 Section 8(1)(e): Income – Value of lease improvements
· When a tenant effects agreed lease improvements on rented business premises and does not get a refund from the landlord, then the value of such improvements is gross income to the land lord.
· The owner of a vacant piece of land may enter into a lease for say 20 years in terms of which, in addition to rent, it is agreed that the lessee is obliged to erect a building which will become the property of the landlord. 
· Alternatively the trader may find a building, which is near to his requirements but which needs substantial additions, and again he may undertake an obligation that he will carry these out at his own expense.
·  In either case the value of the improvements is gross income in the hands of the landlord. 
· Such improvements are known as lease improvements.
· Section 8(1)(e) of the Income Tax Act brings into the lessor‘s gross income the value of improvements effected by the lessee in terms of an obligation in the lease agreement granting the right of use of land or buildings.
· However it should be noted that the value to be brought into gross income is that stipulated in the agreement.
· Thus if there are voluntary improvements by the lessee, the lessor is not bound and no gross income arises (Rex Tea Room Cinema Pvt Ltd vs C.I.R).
· However, If there is an upward revision of the cost of construction before completion of the improvements, the lessor is taxable on the revised amount.(C.O.T. vs Ridgeway Hotel Ltd.)
· But if such revision of the amount takes place after completion of the improvements the lessor is only bound on the original amount. (Professional Suites Ltd vs C.O.T).
·  If there is no stipulated value, an amount representing, in the opinion of the Commissioner, a fair and reasonable value of the improvements should be brought into gross income.
· In practice the Commissioner normally takes the actual cost unless the lessor proves it to be unreasonable.
·  For instance where an agreement states that improvements to the value of $200,000 are to be erected it is this amount, which is considered as the value of the lease improvements. 
· If instead the cost rises to $350,000 the extra $150,000 is voluntary on the part of the lessee and thus does not fall within the provisions of section 8(1)(e).
· If a lease requires the erection of specified improvements to a stated minimum value the amount on which the lessor will be taxed is the fair and reasonable value e.g. cost and not merely the minimum amount stated. 
· This is simply because the lessee must meet the lessor’s requirements even if the cost exceeds the stated minimum.
· The value of improvements accrue as income to the lessor from the date such improvements were effected or completed in equal monthly installments over the unexpired [remaining] period of the lease agreement or 10 years whichever is the lesser period.
· Any untaxed balances shall immediately be taxable upon cancellation, death, cession or assignment or insolvency of the lessor.
· If the initial lease period is extended or renewed, only the initial period shall be considered for the calculation of gross income. 
· If it is silent or indefinite the lease period shall be deemed to be 10 years.
· Where the lease period is renewable only the initial period of the lease is taken into account.
Example

Tamuka and Chasima entered into a ten-year lease agreement on 1 January 2016. Chasima agrees to construct a building to the value of $1,140.Prior to completion of the building the value is amended to $1,200. Buildings are completed in 6 months and put into use on 1 November 2016.

Calculate the gross income amount for Tamuka for the year ended 31 December 2016.
Section 8(1)(f): Income – Benefits from employment

· Remuneration package for employees usually include benefits.
· A benefit is any advantage, which can be connected with an employee’s services. 
· Benefits are taxable to the employee
· Advantage or benefit includes the occupation of quarters or residence, the use of furniture or of a motor vehicle, the use or enjoyment of any other property including a loan, an allowance and a passage benefit.
· For the purposes of this section, a director is regarded as an employee.

Valuation of benefits

· The valuation of accommodation or the use of furniture is according to the benefit enjoyed by the employee. 
· The valuation of other benefits is according to the cost incurred the employer.
· The benefit can be reduced if; 
(i)It is used for both business and private purposes (except for the use of a motor vehicle) or,
(ii) If it is used for part of the year(less than 12months) or,
(iii) If the employee pays the employer for the enjoyment of the benefit.
Housing/Accommodation  
· The question of the ‘value to the employee’ is frequently open to dispute. 
· The Commissioner’s yardstick tends to be, in the case of rent-free houses in a municipal area, the open-market rental which may be reduced to value to the employee.
· Where the house is located outside municipal area (e.g in farms) the Commissioner generally accepts either 12½ % of basic salary or 7% of cost but the amounts are again subject to evaluation. 

Furniture Provided by an Employer 

· The amount to be assessed as the value of furniture provided by an employer should, in general be 8% of the cost of the furniture. 

Motor Vehicle 

· Valuation of Benefit depends on engine capacity. 
· The deemed cost shall be reduced proportionately only where the period of use is less than the year of assessment.
· Thus if a motor vehicle is used for dual purposes (private and business), full benefit is charged on the taxpayer.
· In the case of a motor vehicle, it is submitted that no benefit would arise if the employee were to pay for that portion of use as was for private purposes.
Deemed Motor Vehicle Benefit (per annum)
Engine Capacity 








US$

Up to 1 500cc 








3 600
1 501cc to 2 000cc 








4 800
2 001cc to 3 000cc 








7 200
Over 3 000cc 








9 600
NB: The above figures are on an annual basis and can be apportioned where the period is less than twelve months.
· In the case of a sale or disposal of a motor vehicle to an employee, whether during or on termination of the employee‘s employment, in respect of the year of assessment beginning on the 1st January, 2009, and any subsequent year of assessment, the deemed benefit shall be determined in accordance with the following formula: A – B  where 

A. represents the market value of the motor vehicle; 

B. represents the cost at which the employee acquired the motor vehicle;

· No advantage or benefit in terms of this proviso shall be deemed to have accrued to an employee who, on the date of the sale or disposal is of or over the age of 55.
· In determining the market value of a motor vehicle, the Commissioner- General shall have regard to the valuation of a member of such institution or association of motor dealers or valuers as is prescribed by the Commissioner-General by notice in the Gazette.
Example

On termination of services on 31 December 2016, an employee (aged 45 yrs) was sold a motor vehicle, for $2,000, by his employer. The employer had purchased the motor vehicle on 5th February 2015 for $10,000. The market value of the vehicle at the time of sale was $15,000. 

Calculate the employee’s deemed benefit from this sale.
Loan 

· Where an employer gives an interest free loan (excluding loans for the purpose of the education, technical training or medical treatment of the employee, his spouse or child) to an employee the deemed benefit is LIBOR + 5% where the loan exceeds $100. 
· If the employer charges nominal interest the above percentage shall be reduced accordingly.
Example 
Mr. Zamuko Nanati is employed by Biston Investments (Pvt) Ltd. During the current year he was granted a soft loan of $10 000 by his employer to enable him to finish up his house in Makokoba, Bulawayo. The employer charged him an interest of 3% on value of the loan. The LIBOR rate at the time was 4%. 

Calculate Mr. Nanati’s benefit, if any. 

Solution 
Loan amount





 10 000 

Stipulated interest (4% + 5%) X 10 000 

     900 

Charged by employer (3% X 10 000) 

    (300) 

Loan benefit 





     600

Passage Benefit 

· The cost of any journey undertaken by an employee, his spouse or child as is borne by his employer, is called a passage benefit and is taxable in the employee’s hands. 
· There are, however, exceptions to this rule.
· A journey undertaken to take up employment is excluded if it represents the first such benefit granted by the employer to that employee. 
· The same applies to a journey in similar circumstances on termination of employment. 
· For dual-purpose trips like where the employee, who is required to travel on business, uses the opportunity for a period of leave the whole amount of the passage benefit is taxable in all instances except where the period spent on business exceeds 10 percent of the total period of absence, in which case the amount of the employee’s passage benefit applicable to the period spent on business is not taxable and is determined by the following formula: 

(A x B)/C 

Where A = the number of days spent on business 

            B = the amount of the passage money applicable to the employee; and
            C = the number of days of the employee‘s absence; 

Example

Mr Samusha, who works for Steel Engineering as a production manager, went to a business trip to Brussels in May 2016. He was accompanied by his wife and son. He incurred the following expenses: 

Hotel bookings and meals 


$2 500 

Wife’s touring 



$500 

Paid for jumping castles for his son 
$120 

Mr Samusha spends 3/5 of his time in Brazil doing the business of his employer. 

Calculate Mr Samusha’s passage benefit.
Allowance 

· An allowance is gross income in the employee‘s hands to the extent that he fails to spend it for the purposes of the business transactions of the employer. 
· The area in which this question arises with probably the greatest frequency is that of entertainment allowances, where the employee remains liable on any unspent amount. 
· The whole amount of the entertainment allowance constitutes gross income in the hands of the employee but paragraph 15, 3rd Schedule exempts the portion expended on the employer‘s business.
Grocery or free goods benefit
· The benefit to the employee is the cost of those goods to the employer. 
· This means that the market value of goods is not considered.
2.2.6 Section 8(1)(g): Income from growing crops
· The sales of reaped crops are taxable income. 
· If timber or crops were grown with the intention of sale and the land is sold together with the growing crops the market value of such timber or crops at the time of sale is gross income.
2.2.7 Section 8(1)(h): as read with the 2nd Schedule: Valuation of trading stock

· The value of the following types of stock is gross income: closing stock, stock consumed or donated, stock on hand on insolvency or death, stock attached by court order and stock sold together with business.
· Closing stock is income in the trading account and it is valued at the lower of cost and net realizable value. 
· The stock valuation methods of FIFO and AVCO are acceptable but not LIFO.
2.2.8 Section 8(1)(i).Recoupment from sale of mining assets

· Recoupment arises when an asset used for mining operations is sold. 
· Recoupment is the sale price of an asset. 
· Details under Mining Topic. 
2.2.9 Section 8(1)(j) Recoupment general

· Recoupment arises on sale of an asset on which capital allowances were granted under the 4th schedule. 
· Recoupment is the recovery of capital allowances previously granted and it is taxable income
· Recoupment is restricted to previous capital allowances. 
· Details are under Capital Allowances. 

2.2.10 Section 8(1)(k) Concession (Compromise) By a Creditor-Discounts received. 
· If the sale price of any commodity is adjusted downwards such that the purchaser ends up paying less than the amount previously charged that adjustment is brought into gross income in the hands of the debtor only if the full purchase price was allowable as a deduction before such adjustment.
· Thus discounts received appear as income in the income statement if they are received in the normal course of business i.e. it is not a discount on the acquisition of non-current assets.
Example
Year 2015
Joshua sold goods to Dennis for $8 100 on credit. The sales of $8 100 are taxable to John. The purchases of $8 100 million are allowed as a deduction to Dennis under section 15(2) (a) even if he has not paid.

Year 2016
John agreed with Dennis that he should settle the debt by paying $8 000.
How much is gross income in the hands of Dennis in 2016? 

2.2.11 Section 8(1)(l) Reduction in sale price

· When a tenant acquires leased business premises and in the process the purchase price is reduced by: 

(i)Lease improvements previously effected 

(ii)Lease premiums previously paid 

(iii)Rentals previously paid. 

· Then such amounts so deducted are income to the tenant. 

· NB: On election such income is spread over 6 years.
Example:

Janet leases computers to Molly who has so far paid rentals of $3 000. Molly bought the computers from Janet for $2 000 during the year when the market price was $6 000.
Calculate Molly’s gross income

2.2.12 Section 8(1)(m) subsidies and grants
· If revenue expenditure was incurred and allowed as a deduction and later the taxpayer recovers it by way of subsidy or grant, the amount recovered is taxable income.
· Thus subsidies and grants are taxable income when received in the normal course of business i.e. they are not for acquiring assets of a capital nature.
2.2.13 Section 8(1)(n) Commutation of a Pension from a Retirement Annuity Fund (RAF)
· If a taxpayer makes a commutation from a Retirement Annuity Fund, 1/3 of the total value of the annuity/pension entitlement is not taxable. 
· If the taxpayer commutes more than 1/3, then the excess is taxable. 
· A commutation means giving up the right to receive income in future, and opting for a lump sum.
· This applies only in the case where contributions were first made to that fund on or after the 1st of August 1970.
· Where a reduced pension is received afterwards it is taxable in full in the year of accrual or receipt.
· To be availed a commutation it is necessary that a taxpayer should elect
· Pension entitlement is what the taxpayer is expected to receive over the life expectancy.

Example

Steven retired on 30 July 2016, and received a lump sum payment $2,500 from a retirement annuity fund as pension. His pension entitlement is $5,700.
Calculate his taxable income for 2016.
2.2.14 Section 8(1)(r): Commutation from a Pension fund

· The commutation of a pension is not taxable if the pension itself would not be taxable.
· This subsection brings into gross income any amount accruing by way of a commutation, other than that from a retirement annuity fund, if the pension itself would have been subject to income tax.
2.2.15 Section 8(1)(t): Benefit Arising From Employee Share Option Scheme
· A share option scheme is a plan which gives an employee or a director a right (not an obligation) to buy shares in a company by a certain date at a certain price. 
· The price at which the employee is required to pay for the shares is known as the strike/exercise price. 
· Profits arising out of exercising the option are taxable. This profit is calculated as follows; 
A-(B+C)
A=market value of shares at the time of exercise

B=exercise price/strike price
C=the inflation allowance on strike price

· The inflation allowance (C) is calculated as follows; 
 (D-E) XB)/E
Where 

D is the figure for the All-items Consumer Price Index issued by the Central Statistics Office at the time the employee exercises the share option; 

E is the figure for the All-items Consumer Price Index issued by the Central Statistics Office at time when the shares were offered to the employee pursuant to a share option scheme.
· In a world without inflation the profit is A-B.
· If the employee pays the market price, no benefit arises and no tax is payable
· An employee option scheme which is approved by the CG is exempted from employees’ tax.
Example
Temba was granted 110 000 shares under an employee share option plan at a strike of 68 cents per share. He exercised the option when the share was trading @ 100 cents. Inflation indices where 1.2% and 1.65% on the date of share offer and exercise respectively.

7150
 How much is taxable? 
2.2.16 Section 8(2) Exchange Rate Variations 
· In the case of foreign transactions the gross income is the amount accrued expressed in Zimbabwean currency.
·  If due to a fluctuation in the rates of exchange the amount received differs from the accrued, the amount received, expressed in Zimbabwean currency, constitutes the recipient‘s gross income.
·  If the receipt and the accrual occur in different years of assessment effect must be given to the increase or decrease in the year in which the amount is received, which means that; 
· If receipt and accrual occur in different years any increase or decrease is effected in the year of receipt.
CHAPTER 3: EXEMPTIONS

Section 14: as read with the 3rd schedule
· Exempt income is income received by or which accrues to a taxpayer which is specifically immune from tax. 
· Remember GROSS INCOME less EXEMPTIONS = INCOME
· The schedule sets out the receipts and accruals, which are exempt from tax.
Paragraph 1 
· Exempts the receipts and accruals of Local Authorities, The Reserve Bank of Zimbabwe, The Zambezi River Authority, The Natural Resources Board and The People‘s Own Savings Bank 

Paragraph 2 
· Exempts the receipts and accruals of the certain organisations agricultural, mining and commercial societies not operating for the profit of the members for example Commercial Farmers Union, Z. N. C. C. and Chamber of Mines 
· Approved benefit funds, pension funds, building societies, friendly societies and medical aid societies 
· Clubs, societies, institutes and associations which are organised and operated solely for social welfare, civic improvement, pleasure, recreation or advancement or control of any profession or trade which do not distribute their profits to their members, except as remuneration of services rendered.
· Religious, Charitable and Educational Institutions of a public character and Trusts of a public character.

· Trade Unions
· Employees‘ Saving Schemes
· Statutory corporations, which is declared by the Minister by notice in the Gazette to be exempt. 

Paragraph 3 
· Exempts approved government agencies and special international and financial organization 

Paragraph 4 exempts receipts and accruals of certain persons e.g. 

· President - salary and emoluments paid in respect of his office and a member of staff of the President if the President pays such salary and emoluments.
·  Allowances paid to the spouse of the President or Vice President in respect of duties the spouse performs for or on behalf of the state.
· Salary and emoluments of persons or officials of UN organs and its agencies is also exempt.
· Allowances granted to Senior Government Officials, Minister, Deputy Minister, Provincial Governor, the Speaker and Deputy Speaker. 
· Allowances or value of any benefit, which is granted to any person in full time employment of the State as specified in a Statutory Instrument e.g. housing and transport allowances.
· Allowances payable to a Chief or Headman. 
· Allowances payable by the State to a person in its service in respect of the expenditure incurred by the person in the discharge of his duties outside Zimbabwe. 
· So much of the expenditure of the person in maintaining himself, his family or establishment whilst employed on duty outside Zimbabwe as is in excess of his normal expenditure if he were employed in Zimbabwe. 
Paragraph 4(o) exempts bonus (to include performance related payments) accruing to an employee from employment. The exemption shall not exceed $1 000.
Paragraph 4(p) exempts the greater of $10,000 or 1/3 of up to $60,000 of the amount of any severance pay, gratuity or similar benefit received on cessation of employment due to retrenchment under a scheme approved by the Minister responsible for the Public Service, Labour and Social Welfare. 
Paragraph 4(q) exempts the value of an advantage or benefit referred to in Section 8(1)(f) accruing to a person employed by a licensed investor. The proviso, to this sub-paragraph, ensures that the exemption shall not exceed 50% of the taxable income of such an employee which taxable income is determined after the application of this sub-paragraph but before applying the proviso thereto.
Paragraph 4(s) exempts a reward paid to whistle blowers by the Commissioner General in terms of section 34B of the Revenue Authority Act (Chapter 23:11).
Paragraph 4(t) exempts the value of an allowance in respect of accommodation and transport, or the value of the grant of quarters or a residence to any member of staff of a mission hospital or rural clinic operated or sponsored by any religious body. 
Paragraph 4(u) exempts an award paid to a person from the Recovered Foreign Currency Fund in terms of section 10 of the Exchange Control Act (Chapter 22:05)  

Paragraph 4(v) exempts the first $3,000 being rental income accruing to a taxpayer who has attained the age of 55 years in the year of assessment concerned. 
Paragraph 6(h) exempts a pension paid from a pension fund or the Consolidated Revenue Fund to a taxpayer who attained the age of 55 yrs before the commencement of the year of assessment. 
Paragraph 7 exempts an amount accruing by way of a benefit in respect of the injury, sickness or death of a person which is paid to the person or his dependants or deceased estate— 

a. by a trade union; or 

b. from a benefit fund; or 

c. in terms of a policy of insurance covering accident, sickness or death; or 

d. by a medical aid society. 

Paragraph 8 exempts the value of medical treatment (and transport to obtain the same) and Medical Aid Society subscriptions, paid by an employer on behalf of his employee or their dependants. 
Paragraph 9 exempts dividends paid by companies incorporated in Zimbabwe provided that such a company is chargeable to tax. 

Paragraph 10 generally exempts interest paid on any sums deposited in P. O. S. B, Tax Reserve Certificate, Class C‘permanent shares.

Paragraph 10(1)(n) exempts the first $3,000 being interest from any deposit with a financial institution accruing to a taxpayer who has attained the age of 55 years in the year of assessment concerned.
Paragraph 10(1)(o) exempts the first $3,000 being interest accruing from banker‘s acceptances and other discounted instruments traded by financial institutions and accruing to a taxpayer who has attained the age of 55 years in the year of assessment concerned.
Paragraph 10A exempts interest from which resident tax on interest (RTI) is required to be withheld in terms of the 21st Schedule 
Paragraph 11(1) exempts interest accruing to a person who at the time the income accrues is not ordinarily resident and not carrying on business in Zimbabwe where the loans is to: 
(i)Any person involved in mining and prospecting work in Zimbabwe 
(ii)The State or a company wholly owned by the State 
(iii)A Local authority or statutory corporations 
(iii)A building society on condition that the loan was advanced prior to 16th July 1976 

The provisions of paragraph 11(1) shall not apply to: 

· a person who is taxable in a foreign country on the aforesaid interest solely because such interest is exempt in Zimbabwe. 
· a company controlled by a person who is ordinarily resident or carrying on business in Zimbabwe 
· a foreign holding company in receipt of interest from a Zimbabwean subsidiary company if: the interest is liable to tax in a foreign country and the Zimbabwean tax (that the foreign company would have been charged had it not been for the exemption) is allowed as a credit against tax payable in that foreign country. 

Paragraph 12: Alimony
· Alimony or maintenance received in a divorce settlement.
Paragraph 13: Traditional Beer

· Sale of traditional beer in terms of the Traditional Beer Act.
Paragraph 14 exempts an export bonus (not the same as import duty drawback) paid to an exporter of goods by Government. The bonus is a percentage of the value of the exports. 

Paragraph 15 exempts that portion of entertainment allowance paid to an employee which is expended on the business of the employer. 

Paragraph 16 - Paragraph repealed with effect from 1st January 2006 – licensed investors are now taxable at 0% in the first 5 tax years of trading 
Paragraph 17 exempts the receipts and accruals of an industrial park developer during the first five tax years of trading. 

Paragraph 18 exempts an amount received from the sale, disposal or transfer of any duty exemption certificate issued by the Reserve Bank of Zimbabwe to an exporter qualifying for a rebate of duty on imports in terms of an export incentive scheme under which the certificate was issued. 

Paragraph 19 exempts an amount accruing to an employee participating in an approved employee share ownership trust‘ from the sale to or redemption by the trust of any stock, shares, debentures, units or other interest of the employee in the scheme or trust of any stock, shares, debentures, units or other interest of the employee in the trust. 

Section 14(2) states that the exemption granted to the various organizations listed in paragraph 1 and 2 of the 3rd schedule do not extend to the salaries, pensions paid to the employees of the organisation.
Section 14(3) states that the exemption provided in respect of dividends and interest by paragraphs 9, 10 and 11 of the 3rd schedule do not apply to annuities paid out of such exempt dividends and interest.
· Interest income earned by financial institutions on loans advanced to small scale miners with effect from 1 January 2014.
Summary of Exemptions from Income Tax by a 55 Year Old and above (elderly tax payer) 
· Taxpayers who are 55 years old and above enjoy exemptions from income tax on part of their income. Examples are as follows: 
·  Rental income the first US$3 000/annum 
· Income earned from bankers’ acceptances the first US$3 000/annum 
· Interest on deposits to financial institutions the first US$3 000/annum 
· Interest from investments the first US$3 000/annum 
· Receipts from pension funds or Consolidated Revenue Fund. 
· Proceeds from disposal of motor vehicle on termination of employment or otherwise. 

CHAPTER 4: ALLOWABLE DEDUCTIONS (Section 15 of the ITA)
· This section is one of the cornerstones of Taxation legislation in Zimbabwe. 
· It is the broad deduction formula of expenses incurred by the taxpayer. 
· However not all expenses incurred are allowable, some are prohibited under section 16.
· Remember: GROSS INCOME less EXEMPTIONS = INCOME less ALLOWABLE DEDUCTIONS = TAXABLE INCOME.
4.1 Exchange Rates Section 15(1).

· When owing to a variation in the rate of exchange of currency between Zimbabwe and any other country, the amount actually paid in Zimbabwe currency differs from the amount of the liability that had been incurred prior to the variation date;
· The amount to be deducted shall be the amount actually paid in Zimbabwean currency.
· If the incurring of the liability and the payment occur in different years of assessment effect shall be given to the increase or reduction in the amount in the year of assessment in which the amount was paid.
· If a person earns income from trade and investment and income from employment, any allowable deductions shall be claimed in respect of the income to which they relate.
· If a person earns income from mining operations and income from other trade or investment, any allowable deductions shall only be claimed of the income to which they relate.
4.2 The General Deduction Formula: Section 15(2) (a)

DEF: The deductions to be allowed shall be expenditure or losses to the extent to which they are incurred for the purposes of trade or in the production of income except to the extent to which it is of a capital nature.

· To the extent to which means the expenses can be apportioned between private and business and only the business portion is allowed as a deduction.
· Incurred means the expenditure is allowed as a deduction when incurred not necessarily when paid but as long as the taxpayer has acquired a legal liability to pay.
· For the purposes of trade means for the purpose of enabling a person to carry on business and earn profits.

4.2.1 Capital expenditure (Expenditure of a capital nature)
· Income is revenue derived from capital productively employed. 
· Capital is wealth used for the purpose of producing fresh wealth or invested to produce income. 
· It is necessary to inquire into the nature of each transaction to determine whether the expenditure is capital or not. 
· Capital expenditure is the cost of acquiring, expanding or improving the income earning structure.
· Floating capital (revenue expenditure) disappears in the very act of producing income. 
· The most common example of floating capital is trading stock.
Some of the common tests used in ascertaining revenue or capital expenditure are;
1. Recurrent test

A recurring expense resulting out of an ordinary incident of carrying on a business is often revenue in nature, while a once-off expense is usually of a capital nature.
2. Identifiable asset test
Capital expenditure results in an identifiable capital/long-term/non-current asset being acquired or owned.
3. Enduring benefit test
If a long-term/enduring advantage is acquired as a result of the expenditure, then it is capital in nature.
4.2.2 Revenue expenditure (Allowable deductions):

· It is the cost of performing the income earning operations and cost of maintaining the income-earning machine. 
· Revenue expenses for the purposes of trade or in the producing of income are expenses, which are necessary for the performance of the business operations.
· Expenses, which are bona fide, incurred for the more efficient performance of such business operation are all deductible provided they are closely connected to the operations of the business operation that it would be proper, natural or reasonable to regard them as part of cost of performing the operations.
Examples of Allowable deductions
· Cost of valuation of assets such as business premises, stock, plant and machinery for insurance purposes.
· Travelling and entertainment expenses incurred by insurance agents. 
· Cost of preparation of income tax returns but NOT cost of professional advice on income tax matters.
· General short-term advertising and promotional costs.
· Loan raising fees and interest charges are apportioned on a pro rata basis to the items on which the loan was used.

· If a loan is used to purchase assets, the charges should be capitalized and therefore forms part of the cost of the asset. 
· The loan-raising fee in respect of working capital is allowed as a deduction under section 15(2)(a). 

· The cost of replacement of tradesman tools. 

· The cost to the employer or employee of protective clothing such as overalls, boots, helmets, specially required for the employment and which cannot be used for ordinary purposes.

· Donations and similar contributions made from purely business motive not charitable motive.

·  Losses of cash by petty pilferage and losses through embezzlement or theft by an employee who is not in the position of proprietor.
4.2.3 Capital expenditure includes:

· Money spent on acquiring fixed assets for use in business including costs connected with or attached to the acquisition of capital assets like transfer fees, transport or installation costs, travelling expenses to purchase the assets.
· Money spent in order to create a long-term source of income e.g. the purchase price of the goodwill of a business, the purchase price of an annuity.
· The cost of obtaining share capital e.g. underwriting commission, advertising legal costs in connection with an offer of shares to the public.
· Advertising of a permanent nature e.g signboards. 
· Outlay incurred in devising permanent method of disposing of waste effluent of a chemical manufacturing company.
· Acquisition by a farmer of the right to a supply of water in perpetuity.
· Architect’s fees in connection with the erection of new factory premises by manufacturers.
· Cost of removal and re-erection of business premises e.g plant.
· Finance charges included in total purchase price of a capital asset acquired under a hire-purchase agreement.
· Sum of money paid for the exclusive right to become a sole agent of a certain commodity (payment in restraint of trade).
· Expenditure incurred with the aim of improving a taxpayer’s knowledge resulting in a change in the income-producing machine as opposed to the mere maintenance of professional or trade efficiency.

4.3 SPECIFIC ALLOWABLE DEDUCTIONS
4.3.1 Section 15(2)(b): Repairs
· Expenditure repairs to movable assets used and property occupied for the purposes of trade or repairs resulting from the letting of property are allowable deductions. 
· A repair is restoration by renewal or replacement of subsidiary parts of the whole, which have worn out. 
· It is not necessary that the materials used should be identical with the materials replaced. 
· The replacement of broken windowpanes on a house is only a repair of the house. 
· Repairs should be distinguished from improvements. 
· The test for improvements is whether a new asset has been created resulting in an increase in the income generating capacity, or the work done merely restores the asset to a state in which it will continue to earn income.
· Reconstruction of substantially the whole of an asset constitutes an improvement.
Rhodesia Railways vs C.I.R. Bechuanaland

Part of a railway track had become worn out and dangerous. The relaying of 74 miles of a track out of 588 miles was held to be a repair.

Rhodesia Railway Ltd and Others vs C.O.T.
The original construction of a railway line had been faulty and had caused heavy operational costs. Subsequent expenditure on deviation and improved gradients was held not to constitute a repair. Reconstruction of substantially the whole not necessarily the whole would not constitute a repair. It is an improvement.

Case in Point: Raltio and Varriale Vs C.O.T (Commissioner of Taxes) 
The two tax payers were in the letting business. The property subject to letting developed cracks on the walls and were in a condition crying out for a repair. The following expenses were incurred for which the tax payer claimed: 
1) Architectural fees 
2) Foundation underpinning 
3) Cutting down of a tree which proved a lightning threat to the property. 
4) Cutting down of tree roots which threatened the foundation 
5) Crack filling 
It was held that expenses 1-4 were of a capital nature hence were disallowed, being a form of improvements.
4.3.2 Capital Allowances Section 15(2) (c).
Refer to later section
4.3.3 Lease Premium Section 15(2) (d).
The allowable deduction is determined as follows:
· Premium/ lease period or 10 years. whichever is the lesser period
· If the lease period is silent or for an indefinite or exceeds it 10 years shall be taken as the lease period. 
· If there is an option to renew the lease such option shall not be considered.
· If the property is used both for business and private purposes, the premium is apportioned and only the business element is allowed as a deduction.    
· If the lessee subsequently purchases the property any unclaimed balance falls away from the year following that of purchase. (STOP DEDUCTIONS).
Example:

Bath entered into a lease agreement with Towel for a period of 14 years. Towel was required to pay a premium of $1 450 in addition to annual rental of $4 120.
Calculate the allowable deduction for Towel in the current year.

4.3.4 Lease Improvements Section 15(2)(e)

· The deduction is granted to a lessee where he has effected lease improvements under a lease agreement. 
· The deduction is based on the value of lease improvements in the lease agreement or the amount expended on the improvements.(REASONABLE)
· The deduction is calculated as follows: value of improvements /lease period VS 10 years (whichever is the lesser period).
· The deduction is granted from date when improvements were first used or occupied for the purposes of trade.
· If the lease period is indefinite or exceeds 10 years it shall be deemed to be 10 years. 
· If the agreement is for an initial period, which is subject to renewal, only the initial period is considered.
· The deduction is apportioned if the property is used both for business and private.
· Where the taxpayer acquires ownership of the improvements then the deduction shall cease from the year following that of purchase.
Example
Mr Huni owns a vacant piece of land measuring 2 000 square metres. He entered into a 20 year lease agreement with Mr Moto from 1 February 2016. They agreed that Moto should construct lease improvements [warehouse] to the value of $11 500. Construction started on 1 April and it took Moto 4 months to complete the construction. The improvements were used by Moto for business purposes as from 1 September 2016.
Calculate the allowable deductions for Mr Moto for 2016
4.3.5 Capital Redemption Allowance Section 15(2)(f).
See topic on mining
4.3.6 Bad And Doubtful Debts Section 15(2)(g).

· The deduction may be claimed in respect of debts, which are irrecoverable, the deduction is granted if it meets the following criteria:
· The debt should be due and payable to the taxpayer. NB If the debts were sold together with the business, they cannot be claimed.
· The debts should have been included in the income of the taxpayer, either in the current or previous year of assessment. 
NB: An incoming partner or a person who acquires or inherits the business cannot claim a deduction for a bad debt.
· It must be proved by the taxpayer that the debt is irrecoverable. NB Provision for bad or doubtful debts are not to be allowed as a deduction.
· In all cases, the bad or doubtful debt should be in respect of trading stock.
4.3.7 Section 15(2)(h) arw 6th Schedule - Pension and Retirement Annuity Fund Contributions
Summary on restrictions: 
· Contributions to one Pension fund (plus NSSA) – Paragraph 15 restriction $5,400
· Contributions to one Retirement annuity fund – Paragraph 16 restriction $5,400 
· Contributions to two or more Pension funds – Paragraph 18(2) restriction $5,400
· Contributions to two or more Retirement annuity funds – Paragraph 18(2) proviso restriction $2,700 
· Contributions to Pension fund(s) and Retirement annuity fund(s) – Paragraph 18(2) restriction $5,400 
· Contributions to NSSA 3.5% of gross salary of up to a salary ceiling of $700/month
· Aggregate maximum deductions to all of the above per employee US$5 400/annum. 
· NB: Contributions to a Retirement Annuity Fund by employer are not allowable. 
4.3.8 Section 15(2) (i) Arrear Pension Fund Contributions 
· Payments in respect of past service may be deducted in the year of payment, subject to restrictions reflecting the ceilings applicable to deductibility in past years. 
· Interest charged thereon is not allowable as a deduction for tax purposes.
4.3.9 Section 15 (2)(j) –Medical Aid Societies 
· The amount of any contributions paid to a Medical Aid Society by an employer in respect of his employees or their dependants is an allowable deduction in the hands of the employer.
4.3.10 Section 15(2)(m) Expenditure on Experiments and Research 
· Expenditure to be allowed need to be related to the taxpayer’s trade, provided such expenditure was not used to buy assets (capital expenditure) and please note that no acquisition of rights is acceptable e.g. trademarks.
4.3.11 Joint Financed Research/ Experiment 15(2)(n)
· If 2 or more taxpayers combine to finance a research or experiment, then each shall be allowed a deduction in the income statement provided: 

(i) The research/experiment is related to the taxpayer’s trade. 

(ii) The expenditure is not of a capital nature. 

(iii) The respective deductions are calculated as follows: 

(A x B)/C where A= contribution by the first taxpayer 

B= the other tax payer’s contribution 

C=the total expenditure on the research or experiment
4.3.12 Section 15(2)(o) Scientific Research and Experimental Work 
· An amount equal to double the amount contributed to approved scientific or educational bodies with the condition that they be used for industrial research or scientific experimental work connected with the taxpayer’s trade.
Section 15(2)(p) Educational Grant, Bursary or Scholarship 
· A deduction is allowed of grants, bursaries, or scholarship paid for a person undergoing technical education, provided that: the course is related to the taxpayer‘s trade and that the beneficiary is not the taxpayer, his spouse or near relative of either spouse. 
· If the taxpayer is a company, the beneficiary should not be a near relative of the individual controlling the company, his spouse or near relative of the spouse unless the director works full time for the company and controls not more than 5% of the share votes.
· NB: A cousin is not a near relative.
Section 15(2)(q) Voluntary Payments To Former Employees And/or their Dependants 
· A deduction is granted to a taxpayer on any payments made by the company to its former employees, ex-partners or dependents of such who would have left employment due to: 

(i) Old age 

(ii) Injury (infirmity) or disability 

(iii) Sickness 

(iv) Death, 

The maximum deductions are: 

(i)Ex-employee US$500-00/annum 

(ii)Ex-partner US$200-00/annum 

(iii)Dependents of former employee or partner US$200-00/annum 

· Persons whose employment was of a domestic or private nature are excluded in all contexts.
Section 15(2)(r) Donations 
A deduction is granted on donations made to: 

· National Scholarship Fund 

· National Bursary Fund 

· Charitable Trust Funds administered by Ministries of Health and Child Welfare, Public Service, Labour and Social Services. 

· Schools run by the government, local authorities and churches as approved by the Minister responsible for education to a maximum of US$100 000-00/annum. 

· Hospitals and clinics run by the government, local authorities and church organizations, to a maximum of US$100 000-00/annum. 

· Research Institutions, up to a maximum of US$100 000-00/annum. 

· Anti-retroviral drugs to institutions approved by the minister up to a maximum of US$100 000-00/annum. 

· An amount paid by the taxpayer to the Public Private Partnership Fund up to US$50 000/annum. 

· An amount paid to a local authority with the approval of the minister responsible for local government, for the purposes of the maintenance of infrastructure up to US$100 0000/annum.

· The Destitute, Homeless Persons Rehabilitation Fund up to maximum of US$50 000/annum. 

Section 15(2)(s) Subscriptions 
· A deduction is allowed for subscriptions paid by a taxpayer in respect of his continued membership to any business, trade, technical or professional association e.g ACCA, ZNCC, ZCTU, NEC.

· Entrance fees and subscriptions as a student are not allowed as a deduction
· Subscriptions to sporting, social or recreational clubs are not allowable as a deduction.
Section 15(2)(t) Expenditure Prior To Commencement Of Business(Pre-production expenses). 
A deduction is granted to a business on expenses incurred before trading commenced provided:

· The expenses were incurred not more than 18 months before business operations commenced.

· The expenses are normal business expenses i.e. excluding purchase of capital assets.

· Such expenses are claimed in the year of assessment in which the business is commenced.

Section 15 (2)(u) Opening stock 
· Accounting principles are recognized and the taxpayer is allowed to deduct the value of the trading stock, which was on hand at the end of the preceding year of assessment, i.e. opening stock. 

Section 15 (2)(v) – Trading Stock Acquired Other Than In The Ordinary Course Of Trade 
· A deduction shall be allowed from the income derived by the taxpayer in a year of assessment, from the carrying on of a trade, an amount equal to what the Commissioner considers as, at the date it was brought to hand or at the date it was acquired, the fair and reasonable value of such trading stock of the taxpayer acquired otherwise than in the course of trade.
· In the case of donated stock the deduction shall not exceed the value available from the person from whom it was acquired. 
· In the case of inheritance the deduction shall not exceed the valuation as shown in Final Liquidation and Distribution Account of the deceased. 

Section 15(2)(w) Conventions And Trade Missions 
· A taxpayer who sends delegates to a trade mission or convention approved by the Commissioner and also in connection with the taxpayer’s trade gets a deduction on expenditure incurred. 

· The maximum deduction is limited to a maximum of US$2 500-00/annum. 

· NB: If such a convention/ mission commences in one year of assessment and ends in another, then such amounts shall be allowable only in the year in which it ends.
· If the person attending is a member of a partnership and the partnership bears the expense, each partner is allowed to deduct an amount in proportion to his share of profits. 
· In such a case the limit of $2 500 is applicable to one visit by each partner. 

Section 15 (2) (aa) and 15(2)(bb) Legal Costs On Income Tax Appeals
· A taxpayer who successfully sues the Commissioner is entitled to an allowable deduction on the legal costs incurred if the court so directs.
.  

Section 15(2) (cc) Expenditure Not Yet Incurred 
· Expenditure may normally be claimed as a deduction only in the year in which it is incurred.
· An exception is provided in cases where income accrues in one year of assessment in respect of services to be rendered or goods to be delivered in a subsequent year and it is known that expenditure related to such income will be incurred in subsequent years. 
· An allowance for such expected costs may be claimed in the year of accrual of the income but subject to the following: the amount of the allowance will be at the discretion of the Commissioner (not subject to objection or appeal) expenditure of a capital nature is ignored  current expenditure, which relates directly to future tax years‘ income and which would have been claimable in the current tax year, is set off against the allowance and any allowance granted is brought back into income in the following tax year 

Section 15 (2) (gg) Export Market Development Expenditure 
A taxpayer who incurs expenditure on developing export markets is granted a double deduction on such expenditure i.e. a deduction equivalent to twice the value of expenditure wholly or exclusively for the purpose of seeking opportunities for the export of goods or for creating or increasing the demand for such exports.

The expenditure may include:

· Research into foreign markets
· Research into the packaging or presentation of goods outside Zimbabwe.
· Advertising in foreign lands
· Participation in trade fairs
· Bringing prospective buyers to Zimbabwe
· Providing samples of goods to persons outside Zimbabwe.
· Investigating or preparing information, designs or estimates for the purpose of submitting tenders for the sale of goods outside Zimbabwe.

Section 15(2) (hh) Tobacco Levy 
· The amount of any tobacco levy paid in the year of assessment in terms of Section 36A. 

Section 15(2) (jj) Approved Employee Share Option Scheme 
· This section allows for a deduction of the fair value of any stock, shares, debentures, units or other interest paid or given by the client to an employee of the client or for the benefit of an employee of the client or pursuant to an approved employee share ownership scheme or trust.
Section 15(2)(kk) Maintenance On Behalf Of Local Government 
· Expenditure not exceeding $50,000 approved by the Minister responsible for local government on the maintenance of buildings, roads, bridges, water works, sanitation works, public works and any other utility, amenity or item of infrastructure. 

Section 15(3) Assessed Losses 
· Business losses are carried forward and are claimed in future as an expense when the business makes a profit. 

· They are carried forward up to a maximum of 6 years and any unclaimed losses are then forfeited. 

· Please note that losses emanating from mining operations are carried forward indefinitely, i.e. until that particular mine makes a profit in future. 

There are certain circumstances where assessed losses are not allowed as a deduction, namely: 

· A taxpayer who has been declared to be insolvent. 

· A taxpayer who has assigned his property or estate to the benefit of his creditors. 

· Change in shareholding which is viewed by the Commissioner to have occurred in order to take advantage of the assessed losses. 

· When a company is converted into a private business corporation or vice versa and the Commissioner is satisfied that the conversion was meant to take advantage of the losses. 
Section 15(4) Choice of Section 
· Where a deduction is allowable under two or more sections the taxpayer shall elect under which section he wants the deduction allowed e.g. lease improvements or capital allowances. 

Section 15(8) 
· No assessed loss attributable to business operations carried on by a taxpayer shall be allowed as a deduction from income received by or accruing to him under a contract of employment.
CHAPTER 5: PROHIBITED DEDUCTIONS (Section 16)
· While the general deduction formula contains its own restrictions further restrictions on deductibility arise under this section, parts of which forbid a deduction despite the expense passing the tests of purposes of trade, non-capital nature, etc. 
· Other parts merely ensure a disallowance of certain items of expenditure, the deductibility of which might be in doubt.
5.1 Maintenance of a taxpayer & his family [sect. 16(1) (a)]

· No deduction shall be permissible for the cost incurred by the taxpayer in maintaining himself, his family or establishment.
· All private expenses i.e. medical costs, rent for own accommodation, groceries etc. are not allowable as deduction.

5.2 Domestic and private expenses [sect. 16(I) (b)]

· All domestic and private expenses are not allowable. 
· In addition, travelling cost incurred by the taxpayer between home and place of work and vice versa or travelling between two places of business, which are distinct in nature, is not an allowable deduction. 
· However, travelling between two places of business, which are similar in nature, would rank as a deduction. 
· Reference cases Hartley, & Crawford. 
· Thus travelling expenses incurred between a surgery and another surgery is allowable, but surgery to farm is disallowed.
· According to the case of Hartley, home may constitute a place of work or business provided there is evidence to the effect that business is also being carried out there. 
· Thus any travelling expenses between home and another place of business is allowable should the business carried out there is identical to the business carried out at home.
5.3 Losses recovered under insurance contract [sect. 16 (I) (c)]

· No deduction shall be permissible for any loss or expense, which is recoverable under any insurance company or indemnity. 
· Thus you may not claim a deduction of your stock destroyed when a compensation for the loss is receivable from an insurance company.

5.4 Tax and interest thereon [sect. 16 (I) (d)]

· Tax payable or interest chargeable on late payment of tax is not an allowable deduction.

5.5 Transfers to reserves [sect. 16(1) (e)]

· No deduction shall be allowed in respect of profits transferred to, a general reserve/revenue reserve or any other forms of reserves whatsoever, including any profits that have been capitalized in any way. 
· Including any provisions for anticipated or contingent losses.
· However, such transfers will be allowable if:
· The amounts are voted on or before the date of the relevant accounts or the annual general meeting at which they were considered; and

· The income is taxable in the year of assessment following that in which it is allowed as a deduction.
5.6 Expenditure for exempt or of non-taxable income [sect.16 (1) (f)]

· No deduction is allowable in respect of exempted income or from a source outside Zimbabwe.

5.7 Contributions to unapproved funds [sect. 16(1) (g)]

· No deduction shall be allowed for any contribution made to unapproved fund whether pension, benefit or medical aid society fund. 
· Funds are approved by the commissioner in terms of section 13 of the Taxes Act.

5.8 Private rent or repairs etc. [sect. 16 (1) (I)]

· Private rent or repairs to any premises shall not be allowable as a deduction unless the rent/repairs are incurred for the purpose of trade. 
· However, an allowance is granted of repairs resulting from the letting of property no matter whether the property is subsequently taken into private hands or is used for private purposes.

5.9 Restraint of trade [sect. 16(1) (j)]

· To be prohibited, as a deduction is the cost of securing sole trading or trading rights (restrained to trade).
· For example the cost which might be incurred by the petrol company in payment of a service station so as to enable the sale of the company’s brand or petrol only or by a company in agreement with an employee not to compete with the company.

5.10 Lease payments for passenger motor vehicle [sect. 16(1) k]

· No deduction shall be permissible on any amounts in excess of $10 000 paid for the leasing of a passenger motor vehicle (PMV) as defined in the 4th schedule.

5.11 Cost of shares [sect.16 (1) (l)

· No deduction shall be permissible in respect of cost of shares awarded to an employee including a director in determination of taxable income of the employer.

· However, where the shares are issued as remuneration or for the purpose of paying bonus, the cost of shares remains deductible. 
· Also allowable as a deduction is the cost of shares awarded in terms of a registered employee share scheme.
5.12 Entertainment Expenditure [sect. 16 (1) (m)]

· A deduction shall be prohibited of any expenditure incurred by the taxpayer on entertainment.
· Entertainment includes the concept of hospitality in any form, such as provision of lunch to customers, directors, staff members etc. 
· However deduction shall be permissible in respect of cost of canteen meals provided to members of staff including senior members.

5.13 Expenditure on foreign dividends [sect. 16 (I) (n)]

· No deduction shall be permissible in respect of expenditure incurred in the production of dividends from shares in foreign companies. 
· It follows therefore that foreign dividends are included gross in taxable income without such deductions as bank charges and agent fees being made.

5.14 Expenditure on interest payable [sect. 16(1) (o)]

· To be prohibited as a deduction is expenditure incurred in the production of interest payable by any bank, discount house or financial institution including a building society.
· Generally no deduction shall be permissible if the commissioner is satisfied that the expenditure is not directly related to the trade carried on by the taxpayer in Zimbabwe.
5.15 Other prohibited deductions include;
These are expenses which are prohibited to be subtracted from the income statement of a taxpayer for tax purposes: 
· Capital Expenditure e.g. construction of buildings. 
· Interest on a loan to finance the acquisition of capital assets. 
· Tenant’s cost of drawing up a lease agreement. 
· Illegal payments, penalties, bribes and fines of any nature. 
· Non-productive expenses i.e. expenses that do not generate revenue to the business. 
· Bad debts on lending where one is not a registered money lender. 
· Dividends paid (the costs of distributing the dividends is a normal business expense)

· Depreciation of assets. 
· Royalties paid by mining companies disallowable with effect from 1 January 2014. 
· Any expenditure incurred in seeking professional tax advice. 
· New business licence. 
· Company formation expenses written off. 
· Acquisition of water rights in perpetuity. 
· Pilferage of cash by a director of a company. 
· Unrealized exchange losses. 
· Entrance fees paid in joining bodies or entities in trade, business or profession. 
· Initial painting of a building. 
· Payment of goodwill and acquisition of patents, trademarks or secret formulae. 
· General provision for doubtful debts. 
· Purchase of computer software. 
· Excessive director’s fees or other remuneration, which cannot be linked to production of income.

· Removal expenses whether incurred voluntarily or compulsorily are capital expenditure EXCEPT removal expenses for stock,
·  Removal expenses may be apportioned between capital assets and stock. 
· Removal expenses on assets are capitalized and wear & tear may be granted but not S.I.A.
· Insurance policies on :

· Joint life policy:

· It is a policy taken on the lives of the partners for the benefit of the partnership business.
· The expense is not allowed as a deduction.

· Ceded policy: 

· It a policy on the life of a partner for the benefit of the partnership business. 
· The premium is not allowed as a deduction.

· Individual life policies: 

· It is a policy for each partner for his own benefit. 
· The expense is allowed as a deduction to the partnership and taxable to the individual partner.

CHAPTER 6: CAPITAL ALLOWANCES (Section 15(2)(c) a.r.w 4th Schedule)

· Capital allowances as outlined in the 4th schedule are allowed as a deduction.
·  The cost of an asset is an amount of a capital nature which is not allowable. 
· From an Accounting point of view depreciation is an expense charged in the Profit & Loss account, for Taxation purposes depreciation is not allowed as a deduction. 
· Instead capital allowances are granted on assets [movable or immovable] constructed or purchased and used for the purposes of trade or in the production of income. 
· Capital allowances are calculated on the cost of the asset capitalising such expenses as importation, installation, removal expenses, finance charges, loan-raising fees.
6.1 Definition of Assets
6.1.1 Commercial building
· It means a building where commerce takes place e.g. office buildings, retail shops, banking halls, hotels without a liquor or casino licence and showrooms.

· According to the Act, this is any building which is being used to the extent of at least 90% of its floor area to generate revenue.

·  The building should have been erected on or after 01 April 1975.

· Commercial buildings include a block of flats, apartments or similar units of residential accommodation and a hotel registered under the Development of Tourism Act. 
6.1.2 Industrial building 
· Buildings used mainly in connection with manufacturing or industrial research, licensed hotels including fencing surrounding such buildings, certain buildings used in connection with computer international or data capture operations, toll bridges, toll roads e.g. the Limpopo River Bridge etc. 
· Industrial buildings include storage buildings used by the taxpayer for the storage of goods manufactured by the taxpayer. 
· Note however that warehouses do not qualify as industrial buildings if they store goods, which have not been manufactured by the taxpayer.
· Industrial buildings include factory buildings, warehouses, staff canteens, computer rooms, store rooms, permanent roads, railway lines and hotels with a liquor or casino licence.
6.1.3 Staff Housing 
· Permanent buildings used by taxpayer for housing employees.
·  The maximum cost of each unit of staff housing, excluding the cost of land, is restricted to US$25 000.
· If the cost of each unit of staff housing exceeds the restriction, it is disqualified from capital allowances i.e. both SIA & Wear & Tear.

6.1.4 Farm Improvement 
· Any permanent building or structure or works on a farm including a water furrow, cattle dip, permanent roads, dairy, a school, hospital, nursing home or clinic which is used for carrying on farming operations. 
· It excludes works under paragraph 2 of the 7th schedule, or staff housing used by the taxpayer as his homestead of himself and his family.
6.1.5 Farm Schools, Hospitals and Clinics

· For capital allowances purposes, in the case of a school, more than 50% of the pupils should be children of persons employed by the taxpayer in carrying out farming operations. 
· In the case of a hospital, nursing home or clinic, more than 50% of the persons receiving treatment there, should be employed by the taxpayer or members of the families of the employees. 
· The cost of each unit is restricted to a maximum of $10 000. 
· Houses used to accommodate teachers, doctors and nurses employed at the farm schools, hospitals and clinics are restricted to a maximum cost of $10 000/ unit.
6.1.6 Computer Software 
· This is an intangible asset acquired by the business, but all along did not qualify to be granted capital allowances. 

· Generally speaking, capital allowances are granted on tangible assets. 

· However, with effect from 1 January 2015 Special Initial Allowance can be granted on acquisition and development of software. 

· This means that the cost of acquisition and development of computer software can be claimed as a deduction over a period of 4 years with effect from 1 January 2015.
6.1.7 Passenger Motor Vehicle 
· This is any vehicle with a seating capacity of 15 or less passengers and it is not for generating revenue e.g. Mercedes Benz S Class, Double cabs, Prado and Land Cruiser. 
· The maximum cost of each unit is limited to US$10 000-00. 
· If this cost is exceeded the motor vehicle is not disqualified from S.I.A, instead it is deemed to have cost $10 000. 
· However, if a passenger motor vehicle is used wholly for generating revenue, e.g. Mercedes Benz S320 being used by a hotelier as a hotel courtesy car, then its cost is not deemed.
· A PMV is the luxury type of cars which excludes lorries, trucks (other than twin cabs), buses, minibuses, commuters and cars which have a seating capacity of 16 passengers or more(including the driver) and motor vehicles meant for leasing as well as taxis.

6.1.8 Commercial Motor Vehicles 
· These include tractors, staff buses, Lorries and trucks.
6.2 Deduction of Special Initial Allowance [S.I.A.]
Paragraph 2 of the 4th schedule

· Special Initial Allowance is granted to a taxpayer if he makes an election. 
· It is granted on:
· Construction of immovable assets (new farm improvements, industrial buildings, railway lines, staff housing, tobacco barns )or 
· Additions or alterations to existing farm improvements, industrial buildings, railway line, staff housing or tobacco barns or
· The purchase of movable assets (equipment) used by the taxpayer for the purposes of trade. 
· SIA shall be granted in the year in which the asset is first put to use and that it is used wholly or almost wholly [about 90%] for the purposes of trade.
· If the asset is used both for private and business purposes SIA is not granted since it cannot be apportioned.
· SIA shall not be granted where the movable assets were purchased by the taxpayer and leased to another person unless the taxpayer is entitled to the return of the assets at the end of the lease period.
· Assets acquired without any cost being incurred [by way of donation or inheritance] do not qualify for SIA since no expenditure would have been incurred by the taxpayer.
· A commercial building does not qualify for SIA, unless it is constructed and used at a Growth Point area.
· If the asset is acquired in one year and put into use in a later year of assessment, SIA shall only be allowed in the year in which such asset is first used. 
· The SIA shall not be allowed in respect of half of the capital expenditure incurred on the purchase of any fiscalised electronic register which qualifies for relief in terms  of section 15(3)(k) of the VAT Act. 
The rate of SIA

· With effect from 1 January 2010 the rate of SIA is 25% of cost. This means that it can never be apportioned or proportioned. 
· Accelerated wear & tear, at 25% each year for each of the three years following the first year.
Example 
Rain [Pvt] Limited has been carrying on business in Kadoma for the past 3 years. During the year it submitted an Income Tax return showing a profit of $33 300 before capital allowances. It incurred the following capital expenditure during the year:

$

Industrial building constructed 



3 000

Delivery van purchased 




6 000 

Office furniture purchased 



2 000

Taxpayer elects for SIA.

Calculate the taxable income for Rain Pvt Ltd
6.3 Deduction of Wear and Tear: Paragraph 3 of the 4th schedule

Wear & Tear is granted on:

· immovable assets: commercial buildings, farm improvements, industrial buildings, railway lines, staff housing and tobacco barns acquired or constructed and in both cases used by the taxpayer for the purposes of trade.
· movable assets: equipment belonging to and used by the taxpayer for the purposes of his trade.
· There is no election for wear & tear. If the taxpayer does not elect for SIA, then wear & tear is granted. 
· The taxpayer cannot be granted both SIA and war & tear on the same asset.
· Wear & Tear on immovable assets is not apportioned but on movable assets it can be apportioned according to use.
· If the asset is used for both business and private use like a motor vehicle is used 80% for business and 20% for private purpose, only the business wear & tear is allowed as a deduction.
· If the taxpayer has been conducting business operations and he acquires movables assets at any time during the year, a full year’s allowance is granted like a taxpayer has been operating for the past 4 years and he purchases machinery in October during the year, there is no apportionment of the allowance. It is granted in full. 
· The rates for Wear & Tear vary according to the nature and use of the asset and are generally as follows.
Rates for Wear & Tear

Commercial building 





2.5% on cost

All other immovable assets




5% on cost

Motor Vehicles






20% on reducing balance
All other movable assets 





10% on reducing balance
Example:
Sun [Pvt] Ltd started business operations in Ruwa 2 years ago. During the year it earned net profits of $32 500 before capital allowances. The following assets were constructed/purchased and used for business operations during the year:

 $

Commercial building 




9 000

Equipment 






4 200

5 ton lorry 






8 500

Calculate the Taxable income for Sun

6.3 Paragraph 4 – Scrapping Allowance 
· It arises where an asset is sold at less than the income tax value. 
· The scrapping allowance is the difference between the selling price and the Income Tax Value at the time of sale. 
· The asset should have become worn out or is disposed of while the taxpayer‘s business continues. 
· The scrapping referred to is a scrapping in the course of trade therefore a scrap on cessation of trade is not allowed. 
· No scrapping allowance is granted where a taxpayer ceases to trade.
·  As a concession however, where there is scrapping and recoupment on closure of business, a net recoupment is taxed but a net scrapping will not be allowed. 
· In the year in which the asset is scrapped, no Wear & Tear is allowed. 
· Where wear and tear allowance has been apportioned in previous years the scrapping allowance is similarly reduced proportionately.
Example:






$
ITV of asset 






320 000 (cost $450 000)

Sold for 






70 000

Scrapping allowance 




250 000

Suppose in the asset was used 80% for business and 20% private. Scrapping allowance would be apportioned as: Wear & Tear [business]/Total wear and tear x potential scrapping.
$104 000 x $250 000 $130 000

$200 000 being business scrapping allowance allowed as a deduction. The private scrapping allowance of $50 000 is a prohibited deduction.

6.4 Section 8(1)(j) – Recoupment where capital allowances were allowed 
· Recoupment arises where an asset is sold at a price which is above the Income Tax Value (ITV).

· Recoupment is the difference between the selling price of the asset and it’s Income Tax Value at the time of sale and this recoupment is always restricted to allowances previously granted. 
· Where the asset has not been granted Wear and Tear or SIA, even if sold the proceeds are capital in nature and not taxed. 
· In the case of movable assets, if the asset was used for dual purposes such that only the business portion of the wear & tear was allowed as a deduction, the recoupment is similarly apportioned. 
· As mentioned in paragraph 4 above, on the cessation of business it is possible that some assets would have been sold at a loss, which loss does not qualify for the scrapping allowance but the sale of other assets creates a taxable recoupment, which is gross income. 
· The practical treatment in such a case is to offset the losses against the aggregate recoupment. 
· A net recoupment is then taxed but a net loss remains not deductible. 
· Where an asset is damaged or destroyed and compensation is received the compensation so received would constitute a deemed sale price for purposes of calculating recoupment under this section. 
· This however, shall not apply to cases where an asset (on which capital allowances were granted) is damaged and the taxpayer satisfies the Commissioner that he will purchase or construct an asset of a like nature within a period of 18 months from date when the asset was damaged/destroyed and within 3 years from the date the asset was damaged/destroyed he will use the new asset so purchased or constructed for the purposes of his trade. 
· Any part of the compensation which is not used in the purchase or construction of the new asset shall constitute gross income. 
· Also where the taxpayer does not meet the conditions set above recoupment shall be calculated as usual.

6.5 Section 12(5) Source for Recoupment purposes 
· Any amount recovered outside Zimbabwe, which otherwise fall within section 8(1)(j) is deemed to be from a source within Zimbabwe. 
· Thus a sale outside Zimbabwe of an asset such as a motor vehicle, on which capital allowances had been granted, could give rise to a taxable recoupment.

Example

Moon Company has been trading for the past 10 years. The company had purchased furniture for $1 450 in the year 2013 on which wear & tear had been granted. It sold the furniture for $1 670 during the year 2015.
Calculate recoupment

6.6 Additions or alterations to movable property not Owned But used for trade:

· Capital allowance [SIA or Wear & Tear] shall be granted on expenditure incurred on additions or alterations on movable assets not owned by the taxpayer but used for business purposes as if the movable assets belong to the taxpayer.

Example:

A building contractor hires a concrete mixer at an annual rental of $3 400 per annum. The contractor finds that the mixer requires some alterations in order to meet his operation requirements. Alterations of $660 are made to the concrete mixer.

Calculate the allowable deductions if SIA is claimed.
6.7 Transfer of Assets Paragraph 8.3: (Check section 15 of the Capital Gains Act)
· If assets are transferred between companies under the same control in a scheme of reconstruction or merger, the transferor [seller] and transferee [buyer] may elect that the assets be deemed to have been sold at Income Tax Value. 
· Effectively no recoupment   arises in the hands of the seller even if an amount has been paid to him. 
· If the transferee company sells the assets to a third party, then recoupment will be calculated in the hands of the transferee company as if it had always owned the assets.
· The election also applies to transfer of assets between spouses.
Example:

Yore (Pvt) Ltd transferred its assets to Tore Ltd under a scheme of reconstruction in December 2014. They made an election under paragraph 8.3.

The assets transferred were:

Cost 


ITV 

Transfer cost

Industrial building 

1 200 


300 

5 600
Equipment 


900 

225 


1 700
Today Ltd traded for some years and sold the assets in 2016 to More Ltd (a third party) for:
Industrial building 

7 300
Equipment 


2 200
Show the taxable income for each of the parties (Wear and Tear was granted).
CHAPTER 7: THE FINANCE ACT

7.0 Introduction
· The Finance Act is also known as the Charging Act. The Act provides the rates of tax applied on taxable income. 
· It also provides credits to the applied on individual taxpayer’s tax chargeable.
7.1 Annual Rates of Income Tax: Income from employment (1 Jan to 31 Dec 2016)
	Taxable Income Band (US$)
	Rate of tax (%)
	Amount Within Band(US$)
	Cumulative tax liability(US$)

	Up to 3 600
	0
	3 600
	0

	3 601 to 18 000
	20
	14 400
	2 880

	18 001 to 36 000
	25
	18 000
	7 380

	36 001 to 60 000
	30
	24 000
	14 580

	60 001 to 120 000
	35
	60 000
	35 580

	120 001 to 180 000
	40
	60 000
	59 580

	180 001 to 240 000
	45
	60 000
	86 580

	240 001 and above
	50
	
	


Aids Levy is 3% of the income tax payable (individuals and companies), after deducting tax credits where applicable.
7.2 Summary of Corporate Tax Rates

	General corporate(company) tax rate
	25%

	Taxable income from trade and investment 




	25%

	Taxable income of a trust 








	25%

	Taxable income of a pension fund from trade and or investment 




	15%

	Taxable income of a holder of a special mining lease
	15%

	Taxable income of a taxpayer engaged in a new project providing infrastructure at a growth point area
	15%

	Licensed investor (Export Processing Zone):

First 5 years










 

Thereafter 











	0%
25%

	Taxable income of person engaged in approved BOOT or BOT arrangement:

First 5 years of arrangement 










Second 5 years of arrangement 








	0%
15%

	Taxable income of Industrial Park Developer:

First five years 











Thereafter 











	0%
25%

	Taxable income of operator of a tourist facility in an Approved Tourist Development Zone:

First 5 years 












Thereafter 











	0%
25%

	Manufacturing Exporters:

Taxable income from manufacturing company which exports 30%- 40% of its output
Taxable income from manufacturing company which exports 41%- 50% of its output
Taxable income from manufacturing company which exports at least 51% of its output
	20%
17.5%

15%


Aids Levy 










3%
Effective tax rate (Corporate rate (25%) +Aids Levy (3%)) 



25.75%

7.3 Export Processing Zones (EPZ)

· To qualify for the EPZ status, an operator has to be licensed by the Zimbabwe Investment Authority (ZIA). 
· The requirement is that more than 80% of production output is being exported. 
· The sales should be for manufactured goods by the taxpayer rather than buying and selling.

Tax Incentives

· Exempt from income tax in the first five years.
· VAT on exports is at zero-rate.

·  Full VAT refund on purchase of equipment, raw materials and any other inputs.
· No customs duty on the importation of the above.
· Exempt from capital gains tax on selling the business premises.
· Exempt from withholding taxes on dividends, interest, royalties and fees.

NB: The definition of a licensed investor was amended to exclude those investors registered after the repeal of the Export Processing Zone Act on the 1st January 2007 from enjoying the prescribed incentives. This means that only those licensed investors registered before the repeal of the EPZ Act will continue enjoying the incentives as provided by the repealed Act.
7.4 Build, Own, Operate & Transfer (BOOT)
· Contractors may enter into contracts with the State or a statutory corporation under which he/she undertakes to construct infrastructure for the State or statutory corporation.
· This will be in consideration for the right to operate or control for a specified period after which the contractor will transfer ownership or control of the item to the State or statutory corporation.
·  Enjoys a tax holiday for the first 5 years.

· Taxed at 15% for the second five years.
7.5 Industrial Park Developer 

· These are persons who own and maintain industrial parks.

· Industrial parks are approved premises or an area in which any person other than the industrial park developer carries on the business of manufacturing or processing goods or components of goods. 
· The following tax incentives are available to such persons: 

· Exempt from income tax on profits for the first 5 years. 
· They are not liable to tax from dividends paid to residents or non-residents. 
· Exempt from withholding tax on interest and fees payable to non-residents. 
· Exempt from capital gains tax on disposal of specified assets forming part, or connected to. 
7.6 TAX CREDITS
· These are concessions granted to taxpayers due to certain life disadvantages, notably: physical and mental disability, illness, old age, and blindness.

· Credits are granted to an individual taxpayer’s tax chargeable on income from employment or trade and investment income.
· Tax credits reduce tax liability.
· They are deducted from the tax chargeable.
Elderly Person’s Credit (Section 10)
· The credit for this category is US$900.00 per annum spread over 12 months.

· To qualify, the person claiming the credit must be aged 55 years or above prior to the commencement of the period of assessment. 

· Where the assessment period is less than 12 months, the amount (credit) shall be time-apportioned.

· Any unused portion of this credit cannot be transferred to a spouse.

· The credit is granted even if the taxpayer was not ordinarily resident in Zimbabwe during the year of assessment.

· The tax return should be accompanied by proof of the taxpayer’s age in the form of a birth certificate or national identification card showing the date of birth.
Blind Person’s Credit (Section 11)
· The credit for this category is US$900.00 per annum spread over 12 months.
· To qualify, the person claiming the credit must have medical proof supplied by a specialist medical practitioner, specifying the degree of his blindness.
· Blind person means a person whose eye-sight is so defective during more than half the period of assessment that he is unable to perform any work for which eye-sight is essential. 
· If only one eye is blind and the other is functional, the credit is not granted.
· Any portion of the credit, which is not used by the taxpayer, can be transferred to the spouse.
· That portion is used to reduce the spouse’s tax liability. 
· If a spouse is blind but does not have taxable income, the credit is granted to the spouse with taxable income.
· The credit is granted even if the taxpayer was not ordinarily resident in Zimbabwe during the year of assessment. 
Medical Aid contributions credit (Section 12)
· A credit is granted on actual contributions made by the taxpayer to a registered medical aid society for self, spouse or dependent minor children. 
· The credit is 50% of the cost.
· Grant credit even if taxpayer was not ordinarily resident in Zimbabwe.
Medical Expenses Credit (Section 12) 
· A credit is granted on actual expenditure incurred by the taxpayer on medical expenses for self, spouse and dependent minor children. 
· The credit is 50% of the cost/expenditure.
· Medical expenses include drugs on prescription, hospital or clinic bills, laboratory tests, x-rays, ambulance fees, medical consultation fees, purchase of invalid appliances and repairs to invalid appliances. 

· Invalid appliances are appliances used by disabled persons. 

· They include wheel chairs, hearing aids, spectacles, artificial limbs and any modification to assets so that they can be used by a disabled person. 

· Expenses incurred before death, but paid after death shall be considered as having been paid before death, therefore allowable. 

· The credit is only granted to ordinary residents of Zimbabwe

NB: 

· Medical expenses are only granted a credit if they are paid by the taxpayer (not employer).

· No credit is granted if the taxpayer receives or is to receive reimbursement from some other source.

Mentally or Physically Disabled Person’s Credit(Section 13)
· A credit of $900 per annum is deductible from tax chargeable of a taxpayer who is mentally or physically disabled to a substantial degree, but not blind. 
· This is granted to a taxpayer, his or her spouse or dependant minor children who are physically or mentally disabled.
· A taxpayer shall not be regarded as being mentally or physically disabled if his disablement is of a temporary or transitional nature (thus the disability should be permanent). 
· Blind children are treated as disabled persons.
· Any portion of the credit not applied against tax chargeable of the taxpayer can be transferred and deductible from tax chargeable of the spouse. 
· The credit is only granted to a taxpayer who was ordinarily resident in Zimbabwe.
Non-Resident Taxpayer

· If the taxpayer is not at any time during the period of assessment ordinarily resident in Zimbabwe, he shall not be granted the medical expenses credit and the mentally or physically disabled person’s credit.

Transfer of Credits

· Credits which can be transferred in full or in part if not fully utilised by one spouse are blind person, medical and disabled person.

NB: Tax credits are limited to the tax payable before granting the credits. This means that no tax refund arising because of the tax credits will be given.
Example:

Mr Moyo is 57 years old. His annual gross salary for 2016is US$36 000. He contributes US$120 per month to NSSA and US$200/month to Altfin Medical Aid Society. He was injured in a road accident during the year and he incurred medical expenses amounting to US$500 and purchased an artificial limb for $400 during the year of assessment to replace an amputated leg.

Required:

Compute Mr Moyo’s tax liability for the year of assessment.

7.7 Pension fund contribution ceilings

	
	US$

	Employers: in relation to each employee who is a member of a pension fund
	5 400/annum

	Employees: limit per each individual member of a pension fund
	5 400/annum

	Contribution to Retirement Annuity Fund (RAF)-limit per person, each contributor
	2 700/annum

	NSSA contributions( 3.5% of Gross Salary up to maximum of $700 gross salary per month)
	24, 50/month
$294/annum

	Aggregate maximum deductible contributions to any combination of the above per employee per year.
	$5 400


7.8 Deemed Motor Vehicle benefits for the year ended 31 December 2016 
	Engine Capacity
	Deemed Benefit/annum(US$)

	Up to 1500cc
	3 600

	1 501cc to 2 000cc
	4 800

	2 001cc to 3 000cc
	7 200

	3 001cc and above
	8 600


7.9 Capital allowances

	Special Initial Allowance(SIA)
	25% on cost

	Accelerated Wear and Tear
	25% on cost

	Wear and Tear : Immovable property
	5% on cost

	Wear and Tear: Commercial Buildings
	2.5% on cost

	Wear and Tear: Motor Vehicles
	20% reducing balance method

	Wear and Tear: Movable assets in general
	10% reducing balance method


7.10 Capital gains tax

	Immovable property and Unlisted marketable securities acquired after 1 February 2009
	20% of gain

	Immovable property and unlisted marketable securities acquired prior to 1 February 2009
	5% of gross proceeds

	Disposal of listed marketable securities(exempt, but 1% CG withholding tax)
	1% of gross proceeds

	On principal private residence where the seller is over 55 years
	0%

	Inflation Allowance per year
	2.5%


7.10. 1 Capital gains withholding tax on sale proceeds
	Immovable property
	15% of gross proceeds

	Listed marketable securities
	1% of gross proceeds

	Unlisted marketible securities
	5% of gross proceeds


Note: The withholding tax on listed marketable securities is the final tax on the seller.
7. 11 Withholding taxes
	Withholding tax on contracts
	10%

	Resident/Non-resident tax on dividend (to shareholders who are companies):
Paid by company listed on Zimbabwe Stock Exchange

Paid by any other company
	10%
15%

	Resident tax on interest:
From financial institution

Financial institution on fixed term deposits
	15%
5%

	Non-Resident tax on interest
	Nil


	Non-Resident tax on certain fees and remittances
	15%

	Non-Resident tax on royalties
	15%


NB: Reduced rates may apply to Non-residents where a Double Taxation Agreement (DTA) exists. 

7.12 Concessions for Elderly taxpayers (55 years and over)

Exemptions from income for the tax year ended 31 December 2016

	
	US$

	Rental Income
	3 000

	Interest on deposits with a financial institution
	3 000

	Interest on discounted instruments
	3 000

	Income from disposal of marketible securities
	1 800

	Pension
	exempt

	Sale of a Principal Private Residence(PPR)
	exempt

	Benefit derived from the acquisition of a passenger motor vehicle from an employer.
	exempt


CHAPTER 8: TAXATION OF EMPLOYMENT INCOME

· Employment income is income accruing to a person as a result of the rendering of services under a contract. 
· An employer-employee relationship must exist.
· Thus since a partner is not an employee of the partnership, a salary from the partnership is not employment income, but a distribution of the partnership profits (trade and investment).
· Employment income can be from past service, current service or future service.
· The income must have a close connection with employment or fairly close to services rendered.
· Thus pension for services rendered by a taxpayer, is employment income in the hands of the taxpayer, but is not employment income in the hands of the deceased’s spouse since the spouse did not render the services.
· The 13th Schedule to the income tax act provides a basis for the taxation of employment income.
· An employer is defined as any person who pays or is responsible for paying an amount by way of remuneration to an employee.
· The following classes of persons are considered to be employers in terms of the ACT;

1. Persons paying out remuneration from public funds e.g local authority

2. A representative of the employer

3. A trustee of an insolvent or deceased estate (open to dispute since a trust is not a separate legal person).

4. An administrator of a benefit, provident, pension or retirement annuity fund.

8.1 Self-employment/Independent contractor
· A self-employed person is one whose work is characterised by a measure of independence or degree of freedom.
· He has no restricted working hours and is not tied to a particular employment contract.
· The person is at a financial risk for any defective work and must deliver a fine, finished product chiseled and shaped by his use of unbridled or free productive capacity.
· On the other hand, an employee is subject to the superior’s mandatory control and supervision.
· He renders continuous service for a salary.
· Self-employment is a contract for services while employment is a contract of service.
· The distinction between self-employment and employment is decided by looking at all the facts of the engagement.
· The distinction is very important because a self-employed person is charged tax based on rates for trade and investment income while an employee is charged PAYE.

8.2 Definition of employment income
· Employment income consists of remuneration.
· The following are some of the items which will be considered as remuneration for PAYE purposes; 

1. Salary or wages or an allowance, bonus, extra pay, or gratuity (section 8(1)(b))
2. Fees, commission, prizes, awards, compensation, etc.

3. Expenditure by an employer on behalf of the employee.
4. A benefit received under a share purchase agreement
5. Executive director or manager fees.

6. Compensation for loss of employment or service.

7. Any other benefits in money or kind (section 8(1)(f))

8. Payment for agreeing to any employment conditions or changes in the conditions of employment.

9. Termination payments; e.g

· Payments for unused annual leave.

· A payment in lieu of notice.

· A golden handshake.

· Compensation for loss of office or job for wrongful dismissal, etc.
· Redundancy, severance pay or retrenchment payment, retiring allowance.
· Ex-gratia (voluntary payments).
· Periodic payments by way of pension, retirement allowance or superannuation.
· Allowance or annuity payable in respect of or in relation to the past employment of the taxpayer.
· Any payments received from persons other than the employer in appreciation of services rendered or connected to the rendering of services e.g tips for waiters.
8.3 Exclusions from employment income
1. Income of self-employed (independent contractor). This excludes insurance agents who acts on behalf of registered insurers and estate agents who acts on behalf of registered estate agents.
2. Non-executive director’s fees.

3. Remuneration paid to a partner by a partnership.

4. Reimbursement of employee expenses.

8.4 Key Issues on employment income
· Exempt portion of bonus is $1 000(see 3rd Schedule)
· The exempt portion of a retrenchment package is the greater of $10 000 or 1/3 of the package up to a maximum package of $60 000(see 3rd Schedule).
· Gratuities are taxable income, they are only exempted if they are paid as part of a retrenchment package or when they are paid in conjuction with Fire Brigades Long Service Medal or Good Conduct, paid to the police staff in conjuction with a medical for long service award, or payable to a War Veteran (see 3rd Schedule).
· The following awards, benefits and compensation are exempt from income tax (3rd Schedule); 

· Compensation for sickness, injury, disablement or death suffered in employment.
· Receipt under War Victims Compensation act for personal injury, disablement or death.

· Receipt in respect of injury, sickness, or death which is paid by trade union, benefit fund, medical aid society, and insurance company on a policy covering accident, sickness or death.
· Take into account fringe benefits; including housing benefit, motor vehicle benefit, furniture benefit, interest free loans, educational assistance, school fees benefit other employment related benefits(whether in cash or kind), passage benefit(remember exemption for first time on taking up employment or termination of employment and apportionment where the trip is for dual purposes)-Section 8(1)(f).
· Remember free or subsidised lunches are exempt if supplied from the employer’s canteen run on the business of the employer or patronized mainly by the employees of the employer.
· Also exempted are meals/refreshments supplied by an employer during business working hours (normal or extended) or on special occasions.
· General clothing given to an employee is taxable income, but protective clothing or distinct uniform is exempt.
· Mobile phone usage is gross income but is exempt if used for business.
· Remember to exclude non-employment income e.g non-executive director’s fees and include it under income from trade and investment (if it is from a source within Zimbabwe).
· Allowances are gross income (exempt portion spend on employer’s business, and allowances to civil servants)-3rd Schedule.
· Sale of motor vehicle to an employee at price below market price is gross income (remember exemption for taxpayer who is 55 years and above).
· Shares awarded under an employee share ownership scheme is gross income (exemption if the scheme is approved by Minister under indigenisation).
· Treat Lumpsum payments in accordance with section 8(1)(c)
· A pension on retirement is gross income to the employee or member. However if any contributions where disallowed, they are allowed as a deduction against the pension receipts (spread over the life expectancy of the taxpayer).
· Pension to an elderly taxpayer is exempt (should have attained 55 year before the beginning of the year of assessment).
· Remember 1/3 of a pension entitlement (when there is a commutation) is exempt.
· An annuity from rendering of services is gross income from employment (contributions deducted from salary) but an annuity from a general RAF is income from trade and investment.
· Remember exemptions for; medical expenses and contributions paid by the employer on behalf of the employee, spouse or child, compensation for sickness, injury or death and alimony.

8.5 Allowable deductions (Section 15 & 16 of the ITA)

· These include contributions to pension funds, RAF, NSSA (remember the limits) professional subscriptions (excluding entrance fees and subscriptions as a student), cost of trade tools, trade mission allowance related to employment.
· Remember costs to maintain the taxpayer, spouse or children and other personal expenses are prohibited deductions (e.g school fees, food, clothes, DSTV payments, medical expenses etc.).

8.6 Tax credits
· Remember elderly person, physically disabled person, blind person and medical credits.
· Take into account time-apportionment, transferability to a spouse, granting for spouse and children, ordinary residence etc.
8.7 Administrative responsibilities under PAYE tax head

· Every business person who becomes an employer is required to apply to the Commissioner General for registration within 14 days of becoming an employer.
· The employer will be given the relevant tax deduction tables and informed of his/her obligations as an employer. Some of the obligations include:
· Calculation and deduction of PAYE in accordance with the tax deduction tables
· Remittance of PAYE to ZIMRA within 10 days after the end of the month during which the amount was withheld.
· Keeping accounting records for a period of at least six (6) years.
· Submission of the ITF 16 return which contains details on annual earnings, deductions, credits and PAYE for each employee within 30 days after the end of the year.
· You will note that failure to withhold any amounts which you are required to withhold renders you liable to the amounts due as well as penalties and interest.

Tutorial Question: Taxation of Individuals 

On 30 September 2016, Mr Jikirosi who was 50 years old, retired from employment after 25 years of service with a civil engineering company. His remuneration in respect of the period 1 January 2016 to 30 September 2016 was:

	
	US$

	Gross Salary
	20 000

	Bonus
	2 500

	Entertainment Allowance(Note 4)
	40 000

	Cash in lieu of leave
	10 000

	Lumpsum pension payment from Retirement Annuity Fund (Note 1)
	80 000

	Contributions to Pension Fund
	(4 800)

	Contribution to Retirement Annuity fund
	(2 200)

	Contributions to Altfin Medical Aid Society
	(1 200)

	DSTV subscriptions
	(1 000)

	PAYE deducted
	(2 000)


Additional Information and Notes

1. Mr. Jikirosi whose total pension entitlement amounted to $210,000 chose to commute a portion of the pension and received a lump sum of $80,000. His monthly pension from 1 July 2016 is $500.

2. During the period 1 January 2016 to 30 September 2016, Mr Jikirosi was entitled to the free use of a company vehicle a Toyota Hilux Twin Cab with an engine capacity of 2 500cc.

3. Mr Jikirosi purchased the Toyota Hilux Twin Cab from the company for $30 000 as part of his retirement package. The vehicle was originally acquired by the company at a cost of $50 000 and had a market value of $40 000 on the date of disposal to Mr. Jikirosi.
4. $10 000 of the entertainment allowance was used to entertain business guests.
5. Mr Jikirosi was given an interest free loan amounting to $20 000 for the purpose of medical expenses. The loan was repaid on 31 December 2016. Libor rate is 5%.
6. Mr Jikirosi received free groceries from the employer during the year amounting to $600.
7. Mr Jikirosi attended a Seminar on ‘Modern Civil Engineering’ in Togo during the year, and he incurred costs amounting to $3 000.
8. Mr. Jikirosi also received the following income during 2016:ss
	
	US$

	Company dividends from Namibia
Less tax withheld at source
	 1000
(200)

800


	Bank interest received from Lesotho
Less tax paid in Lesotho
	1 200
(200)

1 000


	Rental income from property in Congo
Less tax withheld at source
	60 000

(10 000)
50 000



	Rental Income from property in Sunningdale, Harare
	15 000

	Dividends from Econet Zimbabwe
	10 000


Required:

(a) Calculate the minimum tax payable by Mr Jikirosi from employment income for the year 31 December 2016.




       

        (10  marks)

(b) Calculate the minimum tax payable by Mr Jikirosi from investment income for the ended 31 December 2016.




        

         (10 marks)

        









         [Total: 20 marks]

CHAPTER 9: TAXATION OF TRADE & INVESTMENT INCOME

CORPORATES AND INDIVIDUALS
· Corporates are generally entities whether incorporated or not that carries on trade or investments activities with a purpose of making a profit.
· Corporates includes companies incorporated under various statutes;
· Such corporates are taxed on income accruing to them from their trade or investments activities.
· Trade and investment income is taxed at a rate of 25% plus 3% AIDS Levy (effective rate of 25.75%)
9.1 The Taxman and the Accountant

· Corporates are, in most circumstances, organised entities with established accounting systems. 
· Corporates prepares financial statements at the end of an accounting year with the figure of net profit representing net income earned by such entity. 
· However, accounting concepts applied by an accountant, in arriving at net profit differs from that of the taxman in arriving at taxable income. 
· As such net profit does not always equal taxable income.
· The difference between net profit and taxable income is caused by two items: temporal differences and permanent differences. 
· Temporal differences are caused by items which are taken into account by both accountant and taxman but in different periods. 
· Permanent differences involve items which are taken into account by either one of them and yet disregarded by another.
9.1.1 Temporal differences
· The taxman uses receipt or accrual basis, whilst the accountant uses an accrual basis. Examples include;
· Income included in taxable income in a period later than covered by the income statement .e.g
· Interest collected in advance may be taxable in the period which it is received but for accounting purposes credit may be taken only in latter days when it is earned.
· Expenses or losses included in the income statement but not deductible from income for tax purposes until a later date, e.g. provision for doubtful debts.
· Expenses or losses deducted from income for tax purposes in a period earlier than the period in which they are charged in the income statement, 
· E.g. Lease premiums may be deducted in full at once by the accountant but spread over the lease period by the taxman.
9.1.2 Permanent differences

· These differences arise as a result of one (an accountant or taxman) including an item and the other not including the item at all. 
· Examples include;

Exempt income

· Income that is taken into account by an accountant but excluded by the tax man. 
· An example of such income is dividends from Zimbabwean company.

Deductions

· Some expenses are accounted for by an accountant but are disallowed by the taxman, 
· e.g. charitable donations and fines.

9.2   Tax income versus accounting income
· There are certain amounts which are income according to accounting principles but which are not income to the taxman. 
· An example is exempt income such as dividend paid by a local company. 
· Another category of accounting income is one which the taxman disregards but replaces with his own income (tax income); 
· In other words the taxman does not disagree about its nature but disagree on how to arrive at the amount of such income.
· An example is profit on disposal which has its tax substitute (recoupment). 
· Accounting income should be subtracted from net profit figure and replace it with tax income.
9.3   Framework for the determination of tax liability for corporates.
· Net profit as per accounts






XX
· Add: 
Tax income(e.g recoupment)


XX

· Disallowable deductions(e.g depreciation)

XX
· Other income (investment income, e.g. Interest)
XX

XX
· Less:  Exempt income(e.g local dividends)
(XX) 
· Accounting income(e.g profit on disposal)
(XX) 
· Allowable deductions(e.g capital allowances)
(XX)


(XX)

· Taxable income







 XX
· Tax @ 25%








 XX
· Add: 3% Aids Levy







 XX
· Tax liability








 XX
· Less: Cumulative QPD‘s paid





(XX)
· Tax payable / (refundable)





XX
9.4 Taxation of trade and investment income for Individuals
· The framework is the same as for corporates.
· However, individuals can be granted tax credits if they are applicable.
· In addition, where the individual did not prepare financial statements, it may be preferable to use the general framework (Gross Income-Exemptions=Income-Allowable Deductions=Taxable Income). 

Tutorial Question: Taxation of Companies
The income statement of Garufu Tours (Pvt) Ltd, a travel agency and trading company for the year ended 31 December 2016 was:
	
	$
	$

	Gross Profit
	
	7 032 000

	Profit on sale of Motor Vehicle(Note 9)
	
	2 000

	Interest Received(Note 1)
	
	14 500

	Dividends: Telecel Zimbabwe Ltd.
	
	150 000

	
	
	7 198 500

	Less:

Administration and Distribution Expenses
	200 000
	

	Annuity to retired employee
	50 000
	

	Bad Debts
	120 000
	

	Bursary
	25 000
	

	Depreciation
	240 000
	

	Donations
	60 000
	

	General Expenses
	82 000
	

	Interest payable
	7 000
	

	Rent
	123 000
	

	Salaries and Wages
	2 355 000
	(3 262 000)

	Net Profit before tax
	
	3 936 500


NOTES

1. Interest received

	
	$

	Bank Interest from CABS Bank Zimbabwe
	5 000

	Overdue trade Debtors
	9 500

	
	14 500


2. Annuity to retired employee

The annuity of $50,000 was paid voluntarily by the company to an employee who had retired at the age of 49 years. He was involved in an accident and became disabled.
3. Bad debts

	
	$

	5% provision for doubtful debts
	95 000

	Taken over from an associate
	25 000

	
	120 000


4. Bursary

The bursary of $25,000 is for a technical course closely related to the company's trade. The course was being undertaken by the Finance Director’s daughter.

5. Donations

	
	$

	National Scholarship Fund
	40 000

	Independence Celebrations
	20 000

	
	60 000


6. General expenses

	
	$

	Company formation expenses written off
	2 500

	Cash stolen by the Payroll Officer
	3 500

	Repairs to business motor vehicles
	7 500

	Paid to Gatuso Ltd where only goods supplied by Garufu Ltd are to be sold by Gatuso Ltd
	68 500

	
	82 000


7. Rent payable of $123,000

Included in this amount is:

(i) A lease premium of $12,000 for a factory warehouse leased from 1 July 2016. The lease is for 15 years.

(ii) $50,000 rent for a vacant stand.
8. Interest payable

The interest related to a loan used to buy shares in Telecel Zimbabwe Ltd.
9. Fixed Assets
The motor vehicle sold at a profit of $2 000 was a Toyota Corolla which had been acquired on 31 December 2015 for $20 000 for a sales representative. It was sold in 2016 for $22 000.No capital allowances had been claimed as yet on the disposed Toyota Corolla.  A replacement Toyota Camry was acquired for $12 000 in 2016.

Other assets acquired during the year were:

	
	$

	Equipment
	12 000

	Ford Vehicle Double Cab
	30 000


Required:

Calculate the minimum taxable income or loss of the company for the year ended 31 December 2016.







                   [20 marks]

CHAPTER 10: FARMERS


10.0 Introduction

· Farming is an active business in Zimbabwe and is carried on a wide and diverse scale.
· A farmer is any person involved in agricultural activities and/or the keeping of livestock.
· Farming includes livestock breeding ostrich ,poultry breeding ,horse, crocodile breeding, beekeeping, horticulture, growing of crops, timber, sugar, tea coffee plantations.
· Farming is a business and therefore each farmer must produce financial statements and submit them to the Commissioner. 
· Farmers are taxed @25% + 3% AIDS Levy and they pay their tax using Quarterly Payment Dates (QPDs). 
· Farmers are also entitled to capital allowances (S.I.A and W&T) on business assets purchased /constructed and actually used to carry out farming operations (4th Schedule).
10.1 Income of a farmer

· The income of a farmer is covered under section 8(1)  being (sale of farm produce),
· Section 8(1)(g) (sale of growing crops) and 
· Section 8(1)(h) (valuation of farm trading stock)
· Stock disposed through a donation or consumed by farmer is gross income in the hands of the farmer.
10.2 Allowable deductions

· Allowable deductions to a farmer are covered under section 15(2) (expenses incurred on farming operations) including capital allowances and; 
· Section 15(2)(u) permits the deduction of opening stock.
· Special allowances under the 7th schedule.

10.3 Valuation of farm trading stock (2nd Schedule)
· The purpose of valuing trading stock is to include it as income of the farmer for the year (section (8)(1)(h).
· The livestock of a farmer can be categorised as Ordinary livestock (not for breeding purposes) and Stud livestock (for breeding purposes).
10.4 Methods of valuation
· The valuation of livestock depends on whether it’s stud livestock or ordinary livestock.
10.4.1 Ordinary livestock
· Valued at either the Cost and Maintenance Value(CMV) or Fixed Standard Value
Cost and maintenance value 

· Cost of breeding. 
· Cost of maintaining the livestock (cattle feed, dipping costs, herd boy‘s wages, etc) 
· This method is rarely chosen in practice and so is almost obsolete. 

Fixed standard value (FSV) 
· Is the amount fixed by the farmer and approved by the Commissioner General for each class of livestock.
10.4.2 Stud livestock (Bulls)
· These are valued at cost price i.e. Purchase Price Value (PPV) each. 
· In the case whereby many bulls are purchased at varying prices, the minimum value is used as the value of all the bulls.
·  Purchase Price Value in relation to stud livestock shall be determined as follows: 

· If cost is less than $150, the value shall be the cost of the animal. 
· If cost is more than $150, the cost price of the animal or $150 whichever the farmer may elect. 
· However, in the case whereby the stud bulls were not purchased, the Fixed Standard Value (FSV) may be used.
10.5 Valuation of farm trading stock

Type 






Method

Closing stock: livestock-ordinary 


FSV or cost& maintenance

-stud 



PPV or FSV

Other crops 





Fair & reasonable

Private consumption 



Fair &reasonable

Donation: livestock -ordinary 


FSV or cost& maintenance

-stud 






PPV or FSV

Other crops 





Fair & reasonable

Attached by court order: livestock -ordinary 
FSV or cost& maintenance

-stud 






PPV or FSV

-Other crops 





Fair & reasonable

Sold together with business 


Selling price
· Livestock may be acquired by a person without payment of consideration, for example, by way of inheritance or donation. 
· If the heir or donee merely sells the livestock without conducting farming operations with them the proceeds are of a capital nature. 
· If he commences farming, or introduces the livestock into existing farming operations, a deduction is allowable of, in the case of an heir, the fair market value, for which the valuation in the estate concerned would be used a donee an amount not exceeding what would have been deductible in the donor‘s hands had he sold the livestock. 

Example
Livestock movements on Ndizvo farm were as follows:

Purchases

No. 

Class 


Cost ($) 


FSV ($)
3 

stud bull 

2 500 


 
-

120 

cows 


7 800  


100 

160 

heifers 

6 000  


75 

70 

tollies 

3 200  


75

90 

oxen 


4 700  


110 

60 

calves 

2 300 



50 

                                                  26 500

· There were 75 births, 15 deaths (being 5 tollies, 3 heifers and 7 oxen).
· Sales ($12 980) were 90 made up of 20 tollies, 22 heifers, 40 oxen and 8 calves.

The following movements in growth took place during the period:

· 30 calves became tollies
· 20 calves became heifers
· 15 heifers became cows
· 20 tollies became oxen

Livestock expenses incurred were for $1 300.

The fixed standard values shown have been approved by the Commissioner. The farmer elected for the minimum purchase price on the bulls.
Required

(i) Prepare the livestock reconciliation statement.
(ii) The trading account.
10.6 Special Allowances for farming: 7th Schedule allowances (Paragraph 2)

· A farmer shall be entitled to deduct any expenditure incurred by him during the year of assessment on:

· The stumping and clearing of land
· Works for the prevention of soil erosion
· The sinking of boreholes and wells
· Aerial and geophysical surveys
· Any water conservation works and amounts paid by him towards the cost of any water conservation work done by another person for which the farmer has become liable in terms of the Natural Resources Act.
· Fencing

· If the above are purchased together with the farm there are no capital allowances granted. 
· If the farm is sold with the above works the allowances are not recouped.

10.7 Paragraph 5: Election on Forced sales

· If a farmer is forced by drought conditions or an epidemic disease to dispose of his livestock he may elect that the taxable income on forced sales be taxed over three year in equal instalments. 
· If there are normal sales no election can be made.
· If a farmer makes a loss on his other farming operations his actual taxable income for the year will be less than the estimated taxable income from enforced sales. 
· In these circumstances he may elect instead that his actual taxable income be spread over three years. 
· Where a farmer returns grazers to the owner thereof, he shall be deemed to have disposed of the livestock.

Paragraph 5A

· If a farmer is forced to dispose of livestock due to the compulsory acquisition of the farm by the Government he may elect that the taxable income be taxed over three years in equal instalments.

Formula for the determination of Taxable income from Enforced sales

Enforced Sales(X herd @selling price)



            X

Less Cost of Enforced Sales

Purchases(X herd @FSV)





X

Direct herd expenses (W1)





X
(X)

Taxable income 







  X

(W1)

Total direct herd expenses X (Number of enforced sales/Average Stock)

Average stock = (Opening stock+Closing Stock)/2

Example

$

Forced sales 

150head 



10 900

Opening stock 
300 head 



FSV $50

Closing stock 
50 head



 FSV $100

Cost of stock feeds 





$500
Calculate the taxable income for the year if the farmer makes an election under para.5

10.8 Restocking allowance paragraph 6

· A restocking allowance is granted to a farmer who has restocked his herd which was depleted by an epidemic diseases or drought conditions. 
· The allowance shall be 50% of the cost of restocking. 
· However if the farmer restocks and exceeds the assessed carrying capacity of land(ACCL) determined by the department of AREX, the allowance is reduced by using the formula;

A/2 x B/C

A: Cost of the herd

B: The difference between the carrying capacity of land and stock on hand before purchasing (closing stock less purchases).
C: The number of livestock purchased.

Example

Farmer Bindu purchased 200 herd for $140 000 to restock the herd which was depleted by an epidemic disease. The CCL was 450 herd .Stock on hand was;

(i) 210 and

(ii) 300.

Tutorial Question on Farming
Maguta Enterprises (Pvt) Ltd has been conducting farming operations in Karoi for the past 10 years. The company's accounts are prepared up to 31 December. In September 2016, the Minister of Finance issued a statutory instrument declaring the farm to be an epidemic area due to an outbreak of foot and mouth disease.

1. Livestock

The livestock on hand on 1st January 2016 was:

	Number
	Class
	Fixed Standard Values(FSV)

	5
	Bulls
	700

	90
	Cows
	400

	40
	Oxen
	350

	80
	Heifers
	300

	30
	Steers
	100

	30
	Tollies
	50

	90
	Calves
	25


2. Livestock movements from 1 January 2016 to 31st December 2016 were:

Births and deaths:

· 80 calves were born during the year.

· 5 tollies died of diseases.

· 10 calves died of snakebites

Sales:

· 1 Bull, 20 Oxen, 10 Steers were all sold for $20 000.

· 50 Cows and 1 bull were sold as a result of the epidemic disease for US$50,000

Promotions:

· 33 calves to tollies.

· 30 calves to heifers.

· 20 tollies to oxen.

· 60 heifers to cows

Purchases

· 1 bull for $800

· 12 cows for $6 000.

Direct livestock expenses were $6 000.

3. Assets Acquired during the year
The following capital expenditure was incurred during the year:

	
	$

	Toyota Hilux Double Cab for farm manager
	20 000

	House for farm supervisor(1 unit)
	30 000

	Stumping and Clearing of Land
	12 000

	Dam
	2 000


Required:

(a) Draw up a livestock reconciliation statement to show the livestock on hand as at 31 December 2016. 








(9 marks)
b) Compute the minimum tax payable by the Company in respect of the year ended 31 December 2016.







        (11 marks)

        [Total: 20 marks]

CHAPTER 11: PARTNERS
11. 0 Introduction

· A partnership is not regarded as a taxpayer for the purpose of tax. 
· In terms of section 10(2) of the Income Tax Act, partnership income is deemed to be income of individual partners shared in their profit and loss sharing ratios at the end of the tax year, accounting year or when there is a resignation or death of a partner.
· Therefore tax is charged on the partners’ income in their individual capacities. 
· The partners pay tax on their earnings from the partnerships @ 25% + 3% AIDS Levy i.e. income from trade or investment. 
· They also pay their tax using Quarterly Payment Dates.
11.1 Taxation
· The normal way of coming up with the taxable income of a company is used to come up with a joint partnership taxable income.
· This income is therefore shared among partners in their profit and loss sharing ratios.
11.2 Procedure

1) Adjust the income statement the tax way i.e. Add disallowable deductions, Add tax income, less exemptions and less allowable deductions.

2) Share the profit/loss using the profit/loss sharing ratios.

3) Open current accounts for each partner where their incomes are credited and allowable deductions debited.

4) Tax each partner’s taxable income @ 25% +3% AIDS Levy

11.3 Adjustment of the Income Statement 
(1) Partners’ private expenses charged to the income statement 
· e.g. school fees for children 

· Allow the expenses in the income statement and to the partner concerned, credit him/her as income. 

(2) Insurance premiums for:

(a) Business assets e.g. motor vehicles, stock and buildings

· Allow the expenses in the income statement.
(b) Partner’s personal insurance policies.
· Allow the expense in the income statement and credit the partner concerned as income.

(c) Joint life Policy or Partnership Survivorship Policy

· Disallow the expense in the income statement.
· No income is credited to partners.
(d) Partners who cede/ give up their policies to the business

· This means that the business becomes the beneficiary on the policy, in such a case disallow the premium in the income statement. 

· The partner is not taxable.
(3) Medical expenses of partners

· Allow the expense in the income statement and credit the concerned partner as income.
· The partner is going to receive a credit of 50% on the same.

(4) Salaries of partners

· Allow as a business expense in the hands of the partnership and credit the partners as income.

(5) Pension contributions paid by the partnership

· Allow it as a business expense in the hands of the partnership up to $5400/annum and credit the partner concerned as income with the full amount.
· Allow it as a deduction in the hands of the individual partner up to $5 400.
(6) Interest on capital accounts 
· Allow as a business expense in the hands of the partnership and credit the partner on amounts received. 

(7) Recoupment on admittance of a new partner/revaluation of assets 
· Calculate recoupment in the normal way and share it among the partners who existed at the time of the transaction. 

(8) Partnership assets used by partners on private business 
· If the partner usage exceeds 10% on private business, then such an asset is not granted SIA, even if there is an election. 
· The asset will then be granted Wear and tear with only the business element of the Wear and Tear being charged to the Income statement. 
· The private element of the wear and tear is credited to the partner concerned as income. 

Example 
A desk was bought by the partnership for US$650 in 2014. One of the partners used the desk 15% private. 

Required: 
Calculate the amount to be charged to the Income Statement if SIA is elected and show the Income Tax Value (ITV) as at 31 December 2014. 
Solution 






$ 

Cost of asset 





650.00 

Wear and Tear for business (650X 85% x 10%) 

55.25 

ITV 







594, 75 

SIA is not granted because one partner uses the desk more than 10% for private purposes. 

Wear and Tear @ 10% 




65, 00
Charged to the income Statement


55, 25 

Income to the partner using the asset 


9, 75 

(9) Drawings 
· Disallow the amounts as a business expense in the hands of the partnership and no amount is credited to any partner as income. 
· They are capital in nature.

(10) Passage benefits 

· Where a partnership bears the cost of a travelling by a partner on a trip for private purposes; such cost is considered as disbursement of partnership profit, and such cost is allowable in the hands of the partnership but taxed in the partner’s hands.
(11) Attendance at trade conventions 
· Expenditure incurred by a partnership in respect of not more than one convention attended by a member of such partnership shall be allowed to the partnership up to a maximum of US $2500 per partner for not more than one such convention attended. 
(12) Ex-gratia payments to a former partner or dependent of a former partner Section 15 (2)(q) 
· Amounts paid to a former partner who would have retired due to ill-health, old age or infirmity is allowed to the partnership up to a maximum of US $200.

(13) Subscriptions 
· Subscription to a sport, professional or trade association paid by a partnership on behalf of the partner is allowed to the partnership and taxable in the hands of the partner. 
· A partner can claim a deduction in respect of professional or trade association.
(14) Private expenditure 

· Private expenditure incurred by a partner and paid by the partnership is allowed as a deduction to the partnership and taxed in the hands of the partner. 
(15) Interest on drawings is non-deductible in the hands of the partnership but taxable in the hands of the partner.

(16) Rents payable to a partner are allowable in the hands of the partnership and taxable in the hands of the partner.
11.4 Death of a partner 

· When a partner dies, accounts are prepared in order to show the results of the operations of the partnership for the period from the last accounting date to the date of the death of the partner.
11.5 Returns and assessments 

· Section 37(15) of the ITA requires persons carrying on any trade in partnership to submit a joint return, supported by accounts to show the results for the year of assessment. 
· Section 51(5) of the ITA, however, provides for separate assessments to be made on each partner. 
· Each partner is therefore liable to tax only on his individual capacity in terms of this section. 
· Each partner is separately and individually liable for the rendering of the joint return, but the partners shall be liable to tax only in their separate individual capacities.

Tutorial Question on Partnerships

Chamu and Kuda are legal practitioners operating in Harare. Their profit sharing ratio is 3:2 respectively. The partnership’s business activities for the year ended 31 December 2014 were as follows.

$

$

Revenue









556 800 

Cost of Revenue








369 000 

Gross profit









187 800 

Rental income from a joint owned property in USA




    6 000 

Interest received from POSB





   

       580 

Bad debt recovered








    7 500 












201 880


Less expenses 

Salaries-staff







40 000 

-Chamu






30 000 

-Kuda







35 000 

Depreciation







  7 900 

Advertising







  3 000 

Bad debts







     800 

Dividends declared






20 000 

Joint life policy






  1 000 

Subscriptions to Law Society of Zimbabwe: 

- Chamu






  1 500 

- Kuda







  1 500 

Rent, rates and electricity





  1 100 

General expenses






  2 300 

Subscriptions to Golf Club:

-Chamu






  1 000

- Kuda







   1 300 

Medical aid contributions:

- Chamu 






   3 600

- Kuda







   3 000 

Pension contributions

- Chamu






   2 400 

- Kuda







   1 800 
(157 200) 

Net revenue









   44 680

Additional Information: 
1. Part of the general expenses of $1 500 was a penalty paid to ZIMRA for late remittance of Value Added Tax. 

2. Drawings made by the partners: Chamu $19 000; Kuda $23 000 

3. The following fixed assets were acquired on 1 January 2014: 

Cost ($) 



Office furniture 




6 000 




Office Equipment 




15 000 

2 Toyota Hilux Twin cabs for partners (2700cc) 
200 000 



Required: 
(a) Compute the minimum joint partnership’s taxable income for the year ended 31 December 2014.









                 (18 marks) 

(b) Compute the minimum tax payable by each partner for the year ended 31 December 2014.











     (12 marks)

      [Total: 30 marks]
CHAPTER 12: CAPITAL GAINS TAX
· Administered through the Capital Gains Tax Act[Chapter 23:01]

12.1 Introduction

· The definition of gross income in Section 8 (1) of the Income Tax Act excludes any amount of capital nature.
· Receipts and accruals of a capital nature are therefore free of Income Tax Act.

· But the legislation has singled out certain capital receipts and accruals and subjected them to Capital Gains Tax with effect from 1 August 1981. 
· These proceeds are those derived from sale of a specified asset. 
12.2 Definition of a specified asset;

· Immovable property like land, buildings, fencing, durawall, dams, boreholes, wells but excludes movable assets.

· Any marketable securities including any bond capable of being sold in a share market or exchange, any debenture, share or stock.
· Excluded from the definition of a specified asset are mining claims taxable under Section 9 of the Income Tax Act.
· The rate of capital gains tax is 20% (Section 38 –Finance Act).

· However, if the specified asset sold was acquired before 1 February 2009, the rate is 5% and capital gain=Sales proceeds.

· The framework for taxation of specified assets is similar to that of determination of taxable income.
12.3 Determination of Capital Gains and Losses

12.3.1 Gross Capital Amount Section 8(1)

Goss capital amount (Sale price) means the total amount received by or accrued to or in favour of a person or deemed to have been received by or accrued to or in favour of a person in any year of assessment from a source within Zimbabwe from the sale of specified assets on or after 1 August 1981, excluding any amount which constitute gross income.
· Capital gains or losses are determined as follows:

DETERMINATION OF CAPITAL GAINS (LOSS) FOR THE YEAR ENDED……….

Gross Capital Amount (sect 8) 






xxx

Less: Recoupment (sect. 8 Income Tax Act) 




(xxx)
Gross Capital Amount 







xxx

Less Exemptions (sect. 10) 






xxx

Capital Amount 








xxx

Less: Deductions

Section 11(2)(a) 






     xxx

Section 11 (2)(b) 






     xxx
     xxx

Less Capital Allowances (sect 15 (2)(c) & 7th  Sch, para 2 *ITA) (xxx)
     xxx

Inflationary Allowance s11(2)(c )

2.5% x no# years asset held x cost i.e. s11(2)(a) 

     xxx

2.5% x no# years asset held x cost i.e. s11(2)(b ) 

     xxx
Selling expenses s 11(2)(d) 




     xxx 
(xxx)
Capital gain(loss) 








xxx

* Refers to Income Tax Act.

· After having laid out the above framework the only effort left is to identify those sections or cost items as detailed below.
12.3.2 Gross Capital Amount [Sect. 8(1)]
· The definition of Gross Capital excludes any amount so received or accrued which is proved by the taxpayer to constitute gross income. 
· An example of items taxable under Income Tax Act is recoupment or recovery of capital allowances. 
· Only gains from a source within Zimbabwe are taxable under the Zimbabwe tax system.
· Accordingly, any gains from the sale of shares registered in South Africa have its source in South Africa. 
· A homestead in Warren Park D Harare is from a source within Zimbabwe.

12.3.3 Deemed Sales [Sect.8 (2)]
· Certain transactions are deemed to be sales notwithstanding the fact that no actual consideration has been exchanged, as follows:
Section 8(2) (b) Disposal other than by way of sales

· Where a person disposes any asset other than by way of sale like by donation such disposal is deemed to be a sale and the gross capital amount is the fair market value of such asset.

Section 8(2) (c) Expropriation of assets

· Where a specified asset is expropriated it is deemed to have been sold for an amount equal to the compensation received.
Section 8(2)(d) Assets sold in execution of court order

· Where an asset is sold in execution of court order the sale price shall be deemed to be have accrued to the person on whose behalf it was sold.

Section 8(2) (e) Maturity or Redemption of stock

· Where an amount accrues to a person by reason of maturity or redemption of a specified asset, the asset is deemed to have been sold by that person on that date. 
· Gross capital amount is the price/amount receivable at maturity.
Section 8(2) (f) Transfer of rights

· Where a person transfers to another person his rights under a deed of sale in respect of the passing of ownership of the specified asset, he shall be deemed to have sold the specified asset to that other person for an amount equal to that received upon transfer.

12.3.4 Exemptions (Section 10)
· The receipts and accruals of bodies referred to in paragraphs 1, 2 and 3 of the Third Schedule to the Taxes Act, other than those referred to in subparagraphs (a), (c) and (f) of paragraph 2;
· Amounts received or accrued on the realization or distribution by the executor of a deceased estate of a specified asset forming part of such estate;
·  Amounts received or accrued on the sale of any marketable security being any bond or stock in respect of any loan to;
· The State or any company all the shares of which are owned by the State;
· A local authority;
· A statutory corporation;
· Amounts received or accrued on the sale, by a person carrying on life insurance business as defined in subparagraph (1) of paragraph 1 of the Eighth Schedule to the Taxes Act.
· The receipts and accruals of a licensed investor from the sale of a specified asset forming the whole or part of the investment to which his investment licence relates.

· The receipts and accruals of an industrial park developer from the sale of a specified asset that forms part of or is connected with his industrial park.
· Amounts received or accrued on the sale or disposal of any shares withheld by an insurance company in the circumstances described in subparagraph (2) of paragraph 6 of the Twenty- Seventh Schedule to the Income Tax Act [Chapter 23:06].
· Amounts received by or accruing to an employee from the sale or disposal of his shares or interest in an approved employee share ownership trust where such sale or disposal is to the trust.
· Amounts received by a person on the sale of his or her Principal Private Residence(PPR) as defined in subsection (1) of section twenty-two if such person was, on the date of the sale, of or over the age of 55 years;
· Amounts received by or accruing to a person who is of or over the age of 55 years on the sale of any marketable security, other than a marketable security referred to in paragraph (j), in respect of the first US$1,800 received by or accruing to him or her in the year of assessment concerned.
· Amounts received by or accruing to a person on the sale of any marketable security which was subjected to withholding tax in terms of section 39(b) of the Charging Act (Listed securities).

· The amount by which the fair market price of shares sold to an indigenization partner or community share ownership trust or scheme exceeds the actual price at which those shares were sold ;

· Amounts  received  or  accrued  on  the  sale  of  any  shares  in  the  Infrastructure Development Bank of Zimbabwe. Where such sale is by an institutional shareholder as defined in that Act who is not ordinarily resident in Zimbabwe;
· Amounts received or accrued on the sale by a petroleum operator, approved by the Minister by notice in the Gazette, of immovable property used for the purposes of petroleum operations, to another petroleum operator, if the Commissioner is satisfied that the property is to be used for such purposes by the purchaser;

12.3.5 Deductions (Section 11)
· Deductions shall be allowable on any expenditure incurred by the taxpayer on acquisition or construction of a specified asset, as follows:

(a) Sect. 11(1) Exchange losses: 
· It provides for the deductibility of any exchange losses incurred by the taxpayer on the disposal of a specified asset. 
· The amount to be deducted shall be the amount actually paid in Zimbabwean currency.

(b) Sect. 11(2) (a) Cost of Acquisition/Construction: 
· To be deducted in respect of a specified asset being sold, is the cost of its acquisition or construction (initial cost, transfer duty, installation costs and any other costs incurred in putting the asset to usable state).
· Where any part of the cost is recovered or allowed in determination of income tax no further deduction shall be claimed. 
· Expenses fitting this definition are capital allowances and special deductions approvable to farmers S.15 (2) (z), 7th Schedule, Para.2.

· A special treatment is required in respect of assets acquired through inheritance or donation. 
· The cost in respect of an item inherited in the hands of the taxpayer is the value in the estate of the deceased. 
· Yet for items acquired through donation the cost in the hands of the taxpayer (donee) is:

· The market value of the asset at the time of donation, for any donation made before 1 August 1981.
· The amount included in the donor’s gross income or gross capital amount, whichever is applicable for a disposal after 1 August 1981.

(c) Sect. 11 (2) (b) Improvements

· This section provides for the deductibility of expenditure on additions, alterations or improvements to existing specified assets, but not expenditure on repairs -s 15(2) (b) Income Tax Act.
· In the case of a capital amount arising from the sale of shares in a company which owns immovable property, any expenditure incurred by the seller on alterations, improvements or additions to the property shall be deemed to be expenditure incurred on addition of shares.

(d) Sect. 11 (2) (c) Inflation Allowance
· This section provides for a 2.5% allowance on:

· Section 11 (2) (a).

· Section 11 (2) (b).
· A 2.5% allowance is also granted in respect of capital expenditure (initial cost and additions) and special deductions applicable to farmers, paragraph 2, 7th Schedule.
· The allowance is granted in full even if the asset is used for a period less than a year. 
(e) Sect. 11(2)(d) Selling Expenses 
· To be allowable as a deduction is any expenditure incurred by the taxpayer in connection with the sale of a specified asset, agents commission, selling expenses etc.

(f) Sect. 11 (2) (e) Bad Debts
· A taxpayer shall be allowable as a deduction bad debts resulting from a disposal of a specified asset. 
· The conditions are the same as to those in sect. 15 (2) (g) of the Income Tax Act:

· The debts must be due and payable to the taxpayer.
· The debts must have been included in the taxpayer’s capital amount either in any previous year of assessment or in the current year.
· Must be proved to the satisfaction of the commissioner to be irrecoverable.

(g) Sect. 11 (2) (f) High Court expenses

· An allowance is granted in respect of payments made to High court on any case appealed by the taxpayer and successfully or substantially won by him and which is related to capital gains.

(h) Sect. 11 (2) (g) Supreme Court expenses
· An allowance is granted for a tax appeal to the Supreme court in respect of successfully or substantially won case.

(i) Sect. 11 (2) (h) Non-taxable gains

Where capital gain is $50 or less, the whole amount shall not be taxable, or be carried forward to any future period.

(j) Sect 11 (3) Assessed losses: 
· The taxpayer shall be allowed to deduct any capital loss brought forward.

· However; no assessed loss may be carried forward for a period exceeding 6 years. 
· Carrying forward of assessed losses is not permissible where the taxpayer has been declared insolvent, or has his estate assigned for the benefit of creditors.

· A company registered under the Companies Act which converts in into a Private Business Corporation (PBC) is allowed to carry forward its losses and vice versa.
Example

Nimrod purchased an industrial building on 1 September 2009 for $300 000, and transfer duty of $12 500 was incurred when the property was purchased. The property was sold on 1 June 2012 for $800 000. Prior to the sale the taxpayer had incurred $ 30 000 on rates to date of sale. Given that allowances previously granted and now recouped amounted to $ 41 875.
Calculate any capital gain payable
12.4 Damage or destruction of an asset (Section 13)

· Where a specified asset is damaged or destroyed a sale is deemed to have taken place at a price paid by way of insurance compensation. 
· This is only applicable where the compensation is greater than the cost plus cost of additions.
· It is also important to note that the taxpayer has the potential to minimize tax or avoid it out rightly should he use the whole proceeds from insurance company to purchase or construct another asset in replacement, before the end of the following year next to that of deemed sale.

· Where the proceeds are partially utilised the capital gain applicable to the amount not utilised will be taxable.
Example

Mr Adamant Mike who is 50 years old purchased a commercial building in July 2009 at a cost of $200 000. In August 2011 he constructed a garage on that property at a cost of $27 000. The main building was gutted by fire on 1 September 2014 and was granted insurance compensation of $2.4 million.

Calculate Capital gains tax payable, if any.
12.4.1(b) Sect 13 (2)

· Where the compensation is insufficient to cover the cost and cost of additions the asset is assumed not to have been sold. 
· The compensation is used to off-set or reduce the cost and cost of additions of the specified asset.
Example

Lima Garufu purchased land and buildings in April 2009 at a cost of $130 000. The building was destroyed by fire and he was awarded insurance compensation of $110 000 million in February 2016. He uses the compensation to reconstruct the building at a cost of $110 600 in November 2016. In January 2017 he sells the property for $450 000 and incurs $7 250, worth of selling costs.

What is the position regarding capital gains tax?
Solution

Computation of Capital Gains

Year 31/12/99

No capital gains will arise in the tax year 1999, since the compensation is less than the sum of initial cost.

The initial cost is reduced by the compensation received i.e.

Cost 






1,300,000.00

Less Compensation 




1,100,000.00

----------------

Reduced cost c/f 




200,000.00

==========

Cost of reconstruction c/f 



1,106,000.00

Year 31/12/2003

Determination of capital gains (losses) for the year ended 31/12/ 2003

$

Gross capital amount 






4,500,000.00

Less Deduction

Sect .11 (2) (a) Reduced cost 

200,000.00

Sect. 11 (2) (b) Additions 


1,106,000.00
1,306,000.00

Sect. 11 (2) (c) inflation

200,000.00 x 30% x 15yrs 


900,000.00

1,106,000.00 x 30% x5yrs 

1,659,000.00

3,865,000.00

Sect.11 (2) (d) selling costs 
72,500.00

3,937,500.00

Capital gains (loss) 





562,500.00

Tax thereon [562,500 x 20%] 



112,500.00
12.5 Capital gains tax reliefs

· Sections 15,16,17,18, 21, and 22 can be used by the taxpayer in reducing tax liability or postponing payment of capital gains tax.

12.5.1 Section 15: Transfer of specified assets between companies under the same control

· If the ownership of a specified asset is transferred from one company to another under the same control in a scheme of merger or reconstruction of a group of companies or conversion of a private company into a public company.
· The transferor and the transferee may elect that the selling price of the asset shall be deemed to be the sum of allowable deductions; being cost of asset ,cost of improvements, inflationary allowance and selling expenses (section 11( a), (b), (c) and (d).
· The actual selling price shall be disregarded and the effect is that no capital gains arise in the hands of the transferor. However if the asset is later sold to a third party(outside the group),capital gains or capital loss shall be calculated in the hands of the transferee(new owner) as if the new owner had always owned the asset.

12.5.2 Section 16: Transfer of assets between spouses

· If the ownership of a specified asset (including a principal private residence) is transferred between spouses, the transferor and the transferee may elect that the selling price of the asset shall be deemed to be the sum of allowable deductions being cost of asset cost of improvements, inflationary allowance and selling expenses (section 11 (a), (b), (c) and (d).
· The actual selling price shall be disregarded and the effect is that no capital gains arise in the hands of the transferor. 
· However capital gains or capital loss shall be calculated in the hands of the transferee as if he/she had always owned the asset from the date of initial acquisition.
12.5.3 Section 17: Transfer of business property by individual to a company under his control

· If the ownership of immovable property is transferred from an individual to a company under his control and the company continues to use the asset for the purposes of its trade,
· The transferor and the transferee may elect that the selling price of the asset shall be deemed to be the sum of allowable deductions being cost of asset cost of improvements, inflationary allowance and selling expenses (section 11 a, b, c and d).
· The actual selling price shall be disregarded and the effect is that no capital gains arise in the hands of the transferor. 
· However capital gains or capital loss shall be calculated in the hands of the transferee as if he had always owned the asset. 
· Refer to Income Tax Act 4th schedule paragraph 8(3) for similar provisions.
Example

Fatima has been operating a manufacturing business since 2009 as a sole trader. He had purchased the property for $790 (land and buildings) in 2009.He formed a company called Ngulube Enterprises during the year 2011 in which he holds 90% of the share holding, the other 10% was held equally by his sisters Raviro and Tariro. The business was sold lock stock and barrel as follows:

$

Land 







3 400
Buildings 






5 900
Equipment 






1 500
Stock 







2 300 
13 100
The transferor and the transferee made an election in terms of the relevant section of the Act. Ngoni Enterprises constructed additional buildings in 2012 at a cost of $430 and sold the business (land and buildings) to Sitra (Pvt) Ltd a 3rd party in 2013 for $20 000. It incurred $900 as selling expenses.

Required:
Calculate the capital gains tax in the hands of each tax payer.
12.5.4 Section 18 &19 Suspensive sale allowance

Hire Purchase sales and credit sales

· If an agreement on sale of a specified asset states that ownership shall pass from the seller to the purchaser upon payment of the full sale price, a suspensive sale allowance shall be granted as a deduction against the capital gain arising from the sale.
· The suspensive sale allowance is calculated as follows:

A/D x (B-C)

A: the outstanding amount at the end of the year.
B: the Capital amount deemed to have accrued.
C: aggregate of allowable deductions (cost of asset, cost of improvements, inflationary allowance and selling expenses)

D: the gross capital amount

· The suspensive sale allowance granted shall form part of capital amount in the following year. 
· Refer to Income Tax Act section 17 for similar provisions.

Example
Mr Numeri Mabasa sold his property during on 30 July 2015 for $120 000, the property was built at a cost of 80 000 in May 2012. The property was sold with the following conditions: 
a) 50% deposit was to be paid on the date of sale. 
b) 25% of the selling price to be paid on 30 July 2016

c) The final 25% of the selling price to be paid on 30 July 2017 
c) The transfer of the property to the buyer will only occur upon full payment of the purchase price. 
Calculate the capital gains tax for Mr Numeri Mabasa for the years 2015, 2016 and 2017.
12.5.5 Section 21: Sale of Principal Private Residence (PPR)
· Principal Private Residence (PPR) of an individual means the individual’s sole or main residence including any land surrounding the PPR (not exceeding 2 hectares).

Roll-over Relief

· If an individual sells a PPR and uses the whole or part of the proceeds received to purchase or construct e new PPR in Zimbabwe he may elect that the capital gain derived on sale of old PPR be rolled over.
· Roll-over means that any potential capital gain is postponed up to a point where the asset is sold without replacement. 
· The election is made in the year in which he submits a Capital Gains Tax return for assessment.
· The roll-over relief is calculated based on the amount expended using the following formula;
(AxC)/B

A: The expended amount

B: Selling price

C: Capital Gain on sale of property
· Taxable gain=Total Capital gain less Roll-over relief
12.5.6 Section 22 Roll over on sale of property used for business

· If a taxpayer sells immovable property used for business and uses the proceeds to purchase or construct another immovable property to be used for business he may elect for roll over relief as above. 
· The new and old business need not be similar.
· The new asset must be constructed before the end of the following year.
· NB With effect from 1 January 2007 taxpayers are allowed to rollover capital gains tax on a stand.
Example

Murima inherited a principal private residence from his late father’s estate where it was valued at $34 000 in 2009. In 2010 he made improvements of $3 000. He sold the house in 2014 for $580 000 and incurred selling expenses of $23 000.Two months later he purchased a new bigger residence for $800 000 and incurred transfer fees of $170 000.

12.5.7 Partial roll over relief

Suppose the cost of the new PPR was $400 000.
12.5.8 Section 21.3 Treatment of rollover relief

· If roll over relief was previously granted on an asset and the PPR is later on sold it shall reduce the cost of the asset but inflationary allowance is calculated on the original cost.

In the above example Munyaradzi sold the new PPR for $2 900 000 two years later without replacing it. Show the capital gains tax payable

12.6 Section 22: Withholding tax on Capital Gains
· Tax deducted at source on the disposal of specified assets.

12.6.1 What is Capital Gains Withholding Tax?
· Capital Gains Withholding Tax is a tax withheld from any capital gain arising from the disposal of a specified asset. 
	12.6.2 Who should withhold the Capital Gains Withholding Tax?
· A depositary is responsible for withholding and remission of the tax before the transfer of any amount he holds to the seller after the sale or transfer of a specified asset.


· Depositary includes: Conveyancer, legal practitioner, estate agent, building societies, Sheriff or Master of the High Court, stockbroker or financial institution who holds the whole or part of the price paid or payable to the seller in respect of the specified asset.
12.6.3 Rates of Withholding Tax
These are tabulated as follows: 

	Description of Specified  Asset
	Period
	Rate of tax

	Sale of listed securities
	From 1 August 2009
	1% of sale price

	Sale of non-listed securities
	From 1 October 2010
	5% of sale price

	Sale of immovable property purchased prior to 1st February 2009
	1st February 2009  and prior years
	5% of the sale price (this tax becomes  the final tax for Capital Gains Tax purposes)

	Sale of immovable property purchased and sold  after  1st February 2009
	1st February 2009 and subsequent years
	15% of the sale price.

 


Capital Gains Tutorial Questions
Question 1
Sarafina Bakasa has been farming in the Zvishavane commercial farming area for the past 15 years. In June 2016 he received a letter from the Government indicating that his farm, “Hurudza”, had been earmarked for mining activities. Mr Bakasa had bought the farm in June 2009 for $10 000, the allocation of the purchase price being as follows:

	
	$

	Land
	3 000

	Combine Harvester
	500

	Tobacco barns
	1 500

	Borehole equipment
	5 000

	Total Purchase price
	10 000


In May 2010 Mr Barret had constructed 3 units of staff housing, at $40 000 each for $120 000 and no capital allowances were granted on these as they did not qualify as staff houses. In October 2011 he had constructed some tobacco barns for $15 000. In July 2013 he had also bought some borehole equipment for $2 000. In June 2014 Mr Bakasa constructed a dam for $12 000. He also put up some fencing for $4 000 and put in a borehole for $7 000 in the same year.

At the time of conclusion of the transaction as below, all the assets had Income Tax Values (ITV) of zero (except for assets disqualified for capital allowances).

The Government offered a compensation price of $500 000 allocated as follows: -

	
	$

	Land
	20 000

	Staff Housing
	10 000

	Tobacco barns
	50 000

	Borehole equipment
	30 000

	Combine Harvester
	50 000

	Dam and boreholes
	300 000

	Fencing
	40 000

	Total Purchase price
	500 000


Required:

(a) On the basis of the information above, compute the recoupment arising from the compulsory takeover of the farm by the government.




   (5 marks)
(b) Compute the capital gain or loss arising from the compulsory farm takeover. (15 marks)

[Total: 20 marks]

Question 2

Matambanadzo (Private) Limited owns a number of breweries across the country all specialising in the brewing of opaque beer. In February 2013, the company was approached by the National Railways of Zimbabwe (NRZ) with the information that part of its premises is in the Southerton industrial sites of Harare was to be demolished to make way for the construction of a railway line. The company was given six months to 31 August 2013, in order to wind up its operations. The assets to be demolished were as follows: 

Cost

Income tax value

Industrial building (constructed on 30 June 2007)

200 000
Nil

Concrete wall (constructed on 30 June 2007)


50 000

Nil

Laboratory (constructed on 30 September 2007)

100 000
Nil

Staff canteen (constructed on 31 March 2007)


100 000
Nil 

The NRZ offered to compensate Matambanadzo as follows:

Land (note (i))






125 000

Industrial building






300 000

Concrete wall






70 000

Laboratory 







220 000

Staff Canteen






185 000

Total








900 000

Notes

(i).The land was originally acquired from the city council at a cost of $12 000 on 30 April 2007.

(ii). The NRZ paid half of the compensation amount on 31 August 2013 and the balance on 28 February 2014.

Matambanadzo signed an agreement of sale on 30 September 2013 with an adjacent company for the sale of its office block at Southerton, which was not to be demolished. The office block had been constructed on 30 April 2009 for $350 000 and its income tax value on 1 January 2013 was $306 250.

The agreed selling price of the office block was $500 000 payable as to: 75% on signing the agreement of sale, and the remaining 25% on 31 January 2014.

Matambanadzo incurred legal fees totaling $50 000 in connection with the disposal of its Southerton properties (excluding the office block).

Required

Calculate the capital gains tax payable by Matambanadzo (Private) Limited as a result of the disposal of its Southerton properties, in the years ended 31 December 2013 and 31 December 2014 respectively.








      [30marks]
 NB: Separate the office block from other properties in the computations

CHAPTER 13: VALUE ADDED TAX (VAT)
· Administered through the Value Added Tax Act [Chapter 23:12]

13.0 INTERPRETATION OF LAW
· In any study of tax law it is important for one to take note of:
(i)Intention of the legislature
· When there is ambiguity in law, the legislative intent of the legislature in enacting legislation may sometimes be considered by the judiciary when interpreting the law.
(ii)Contra Fiscum Rule
· The contra fiscum rule is a common law principle stipulating that should a taxing statutory provision reveal an ambiguity, the ambiguous provision must be interpreted in a manner that favours a taxpayer (Badenhorst v CIR 1955 (2) SA 207 (N) 215).
13.1 What is VAT?
· Value Added Tax (VAT) is an indirect tax levied on the supply of goods or services.
· It is also levied on the importation of goods and, under some circumstances, on the importation of services.
· It is charged on the value added at each stage in the chain of production.
· It is levied and accounted for at the prescribed rates and is borne by the final consumers of goods and services. 
· For some goods and services a special rate of 0% is applied, while a limited range of goods and services are exempted from the tax. 
· Because the tax is borne by the final consumer, it can be called a consumption tax as the amount of tax one pays is directly related to the purchases made.
· It is collected at each stage of production, distribution and importation.

13.2 Definition of terms (section 2)
13.2.1 Connected Persons
· The term is important because if two persons are connected the CG may require that VAT be charged on the Open Market Value (OMV) rather than on the amount of consideration received.
· Examples of connected persons: -

· A company and its Directors.

· Parents and their children.

· A Trust and a beneficiary of that Trust.

· Separately registered branches of a registered operator.
13.2.2 Consideration

· Refers to that which is given to the supplier as payment for the supply and includes tax. 
· Normally the consideration is in money but it also includes barter transactions where other goods are given or services rendered to the supplier as payment.
· Includes any act or forbearance whether voluntary or not for the inducement of a supply of goods or services.

· It does not include any donation made as an unconditional gift to an association not for gain. 
· Also excluded is a “deposit” which is lodged to secure a future supply of goods or services. 
· However, a “deposit” paid on a returnable container constitutes consideration.

13.2.3 Entertainment

· Means the provision of any food, beverages, accommodation, entertainment, amusement, recreation or hospitality of any kind by a registered operator whether directly or indirectly to anyone in connection with a trade carried on by him.

13.2.3 Fixed Property
· Means land, together with improvements affixed thereto.

· Any share in a company, which confers a right to, or an interest in the use of immovable property. 
· It does not include farmland.
13.2.4 Imported Service

· Means a supply of services that is made by a supplier who is resident or carries on business outside Zimbabwe to a recipient who is a resident of Zimbabwe to the extent that such services are utilized or consumed in Zimbabwe for purposes of making non-taxable supplies.
13.2.5 Input Tax

· This is the tax paid by the recipient of the supply of any goods or services to the supplier.
13.2.6 Instalment Credit Agreement.

· Hire Purchase agreements.
· Finance lease.

· This type of agreement must be distinguished from a rental agreement where the recipient does not become the owner of the goods at any stage.
13.2.7 Open Market Value

· Is the consideration in money which the supply of goods or services would generally fetch if supplied in similar circumstances at that date in Zimbabwe.

· In a supply between persons who are not connected.
    13.2.8 Output Tax

· The tax charged under section 6(1)(a) in respect of supply of goods and services by the registered operator.
13.2.9 Registered Operator

· A person who is registered or is required to be registered for VAT.

13.2.10 Second –Hand Goods

· These are goods, which have been previously owned and used. 
· Excludes animals and certain gold coins.
13.2.11 Services

· Services means anything done or to be done.
13.2.12 Taxable Supply

· A supply (including a zero rated supply), which is chargeable with tax under the VAT Act.

13.2.12 Trade

· Trade is a business in the broadest sense. 
· It includes any activity carried on: -

· Continuously or regularly.

· By any person.

· In or partly in Zimbabwe
· In the course of which goods or services are supplied to any other person for a consideration, i.e. some form of payment.
· Whether or not for profit.

· It therefore includes:

· Business transactions to start or close down business.
· Ordinary businesses such as: manufacturers, traders, auctioneers, lessors, construction, etc.
· Trades and professions – builders, electricians, plumbers, doctors, lawyers, accountants, etc.
· Non-profit organizations- sporting/ social clubs, charitable organizations

· It also includes services by : -

· Public authorities – government departments, provincial authorities.

· Local authorities
· Charitable organizations

· It excludes:-

· Services rendered by an employee (who earns remuneration) to his employer or by the holder of any office in performing the duties of office, e.g. salary/wage earners or a company director (excluding an independent contractor).
· The supply of goods or services by a concern from a branch or main business which is permanently located at premises outside Zimbabwe if the branch or main business can be separately identified and maintains its own system of accounting.
· Private or recreational pursuits or hobbies (unless structured like a business)
· Private occasional transactions, e.g. occasional sale of domestic/household goods, personal effects or private motor vehicle.

· Any activities to the extent that they are of exempt supplies.
· The definition of trade is one of the most important definitions in the VAT Act and every person who is required to register or who applies for voluntary registration must meet the criteria in the definition.

13.3 General Operational Aspects of VAT - Section 6

· Value Added Tax is levied under the Value Added Tax Act (Chapter 23:12). 
· The tax is levied at prescribed rates on the following: -

· The supply of any goods and/or services in Zimbabwe by a registered operator in the furtherance of an enterprise (trade).
· Goods imported into Zimbabwe.

· Services imported into Zimbabwe in certain circumstances.
13.4 Persons liable to pay VAT (section 6(2))

· In terms of section 6(2) of the VAT Act the following are liable to pay the VAT:

· Registered operators(R/O).

· An importer of goods.

· Recipient of imported services.

13.5 Supplies

13.5.1 Zero Rated Supplies (section 10)

· Zero rated supplies are taxable supplies made by a registered operator, which are taxed at the rate of 0%. 
· There is no output tax actually collected in respect of the supply.
· Since a zero-rated supply is a taxable supply, registered operators making zero rated supplies may claim full input tax in respect of goods or services acquired to make the zero rated supplies. 
· Traders who supply exclusively zero rated supplies are required to register for VAT in terms of section 23 provided their aggregate annual turnover is $60,000 and above or is likely to be $60, 000 and above.
· Zero rating applies primarily to exports and to certain other types of transactions mainly for social and economic reasons.
Section 10 (1) – Zero-rated Goods

· Goods exported to an address in an export country.
· Goods (including consumables) supplied to repair goods temporarily admitted into Zimbabwe.
· Goods supplied under a rental agreement if used exclusively in an export country.
· Supply of business as a going concern.
· Gold supplied to the Reserve Bank or any other registered banks.
· Regular agricultural inputs supplied to farmers e.g. herbicides, fodder and insecticide.
· Goods for disabled persons.
· Goods supplied to an independent branch in an export country.
· Supply of gold coins issued by the Reserve Bank
· Drugs as defined in the Medicines & Allied Substances control Act.
· Building bricks.

· Basic commodities, such as plain bread, plain buns, milk, cooking oil etc.
· With effect from 1st January 2015, local sales of rough diamonds are zero rated to encourage beneficiation/ value addition.
Section 10 (2): Zero-rated Services

· Transportation of PASSENGERS or GOODS to, from and outside Zimbabwe.
· Transportation of PASSENGERS from one place to another place in Zimbabwe by aircraft to the extent that the travel constitutes “international carriage”.
· Transport and ancillary transport services supplied within Zimbabwe in respect of imports and exports of GOODS, if supplied by the same supplier responsible for the international transport of those goods.
· Services rendered in connection with land or improvements OUTSIDE Zimbabwe
· Services rendered in connection with the repair of a train operated by non-residents, not carrying on business in Zimbabwe.

· Services rendered whilst physically outside Zimbabwe (other than telecommunication services utilized in Zimbabwe.
· Services supplied to a non-resident who is outside Zimbabwe at the time the services are rendered, except where related to land and improvements thereto, or movable property situated inside Zimbabwe. (There are some exceptions to this rule).

· Patents and other intellectual property for use outside Zimbabwe.
· Deemed Services in terms of section 7 (5) supplied by a charitable organisation to a public or local authority.
· The supply of services by a registered operator to his branch situated in an export country.
Ancillary transport services

· The supply of transport services or ancillary transport service directly in connection with the export of goods outside Zimbabwe or the import of goods into Zimbabwe to a non-resident of Zimbabwe and who is not a registered operator, is zero rated.

· Ancillary transport services means cargo inspection services, preparation of customs documentation and storage of transported goods or goods to be transported.
· A full list of zero rated goods are prescribed in terms of Section 10(1) as read with the 2nd schedule to the VAT Regulation, while zero rated services are prescribed in terms of Section 10(2) of the VAT Act.
Section 10 (3) – Documentation

· The above goods and services can only be zero rated if the registered operator obtains and retains the necessary documentary proof acceptable to the Commissioner, or as prescribed in the circumstances.
13.5.2 Exempt supplies (section 11)
· Exempt supplies are those supplies on which no VAT is chargeable. 
· A trader of exempt supplies is not required to register for VAT even if he reaches the registration threshold.
· Cannot claim input tax.
Types of Exempt Supplies

· Supply of Financial Services(see section 2)

· Financial services are services supplied by a banking institution, building society, insurance company, insurance broker, agent or actuary, etc.
· The supply by an association not for gain of any donated goods or services.

· Where the association manufactures goods, they are exempt if at least 80% of the value of the materials used consist of donated goods.
· The supply of residential accommodation in a dwelling under a lease or hire agreement OR, where an employer permits his employee to occupy the accommodation as a fringe benefit for the duration of the employment.
· The supply of leasehold land used to erect dwellings and for existing dwellings.

· Sale or letting of land outside Zimbabwe. Note that any SERVICES relating to such land is zero-rated. S10 (2) (f).

· The supply of public road and railway transport to fare paying passengers and their luggage. Note that the transport of passengers to an export country is zero-rated and this will override the exemption.
· Any educational services for pre-school, primary, secondary, tertiary and technical education and the education or training of physically/ mentally handicapped persons at any institution, which meets the requirements of the Ministry responsible for education or higher education.
· Medical services supplied by any person. This includes incidental and subordinate services in respect thereof.
· The supply of goods and services by an employee organisation to any of its members to the extent that the consideration for the supply consists of membership contributions.
· The supply of piped water for domestic use.

· Rates charged by a local authority.

· Domestic electricity.

· Supply of fuel and fuel products.
13.5.3 Standard Rated Supplies

· These are supplies of goods and/or services that attract a VAT rate of 15%.
· Goods/services that are not specifically exempt or zero rated are standard rated.
13.6 Deemed Supplies (Section 7)
· The Act has specified circumstances where an operator may be required to declare a supply even though no actual sale of goods or services has taken place. 
· These are called deemed supplies. 
· The following are some of these: 

· Goods sold by an auctioneer to recover debts, 
· Short-term insurance claims that have been paid in connection with the enterprise (for example, insurance pay out received for damaged or stolen stock (indemnity insurance). 
· Repossession of goods sold under a credit agreement, 
· Subsidies or grants from a local or public authority used in making taxable supplies, 
· A disposal of a business due to death, liquidation or sequestration of an operator, 
· Disposal of a business as a going concern. 
· Transfer of goods or services by a registered operator to a branch situated outside Zimbabwe, this applies to a branch which maintains an independent accounting system. 
· Where goods, originally sold under a hire purchase or credit instalment are repossessed, such repossession is deemed to be a supply made by a debtor to the person who is exercising his right of repossession. 
· Betting – where a person bet an amount on an outcome of a race or any other event, a supply of a service is deemed to be made by a person with whom a bet is placed. 
13.7 Value of supply (Section 9)
· The value of supply is a consideration in the form of money received, excluding VAT. 
· Supply not expressed in monetary terms, e.g. barter or donation is valued at the open market value of an item received or given away. 
· Where a supply is made for no consideration, the value of supply is nil.

· Where the supply is between connected parties and the goods or services are supplied for a nil consideration, the value of supply is determined as follows;

· If the recipient can claim input tax – the value of supply is the consideration,
· If the recipient cannot claim input tax – the value of supply is the open market value. 

13.8 Time of supply (Section 8)
· The time of supply determines the tax period a transaction will fall in. 
· The general rule of the time of supply is the earlier of the time an invoice or the time any payment is received. 
· The following are some exceptions:

13.8.1 Connected parties

· In the case of connected parties, goods are supplied when they are made available to the customer and services are supplied when they are performed.

13.8.2 Successive supply

· The tax point for a successive or continuous supply (e.g. audit services), is the earlier of the receipt of a payment for the supply or the issue of a tax invoice.

13.8.3 Coin operated machines

· For the recipient of the service, the time of supply is deemed to be the time the coin is inserted in the machine and for the supply of a service, the time supply is the time when the coins are removed from the machine.

13.8.4 Construction contracts

· Where goods or services are supplied in the construction, repair, improvement, erection, manufacture, assembly or alteration of goods are supplied under any agreement or law which provides for the consideration for that supply to become due and payable in instalments or periodically in relation to the progressive nature of the work those goods or services shall be deemed to be successively supplied. 
· The tax point for such supply is the earliest of receipt of any payment for the stage reached or the issuing of a tax invoice.

13.8.5 Instalment credit

· Where goods are supplied under an instalment credit agreement, in which the consideration for the supply is payable in instalments, the tax point is the earliest of receipt or the issue of a tax invoice relating to that payment.

13.8.5 Fixed property

· Where a fixed property or a real right in property is supplied under a sale agreement, the tax point is the date of agreement, provided that no consideration has been paid or the property has not yet been transferred.

13.8.6 Other supplies

· The following rules apply:
· Betting – the time of supply is the time when payment is received by the supplier for the supply.
· The supply by a debtor on subsequent repossession of goods sold under instalment credit – the time of supply is deemed to be the day on which the goods are repossessed.
· Supply under a lay-bye sale – time of supply is the date goods are delivered, if the agreement is cancelled, time of supply is the date the agreement is cancelled.
13.9 VAT on importation of goods (section 12) 

· Value Added Tax is levied on imports unless they are exempt. 
· The rate to be applied depends on the category in which the goods are classified. 
· For instance, standard rated goods are taxed at 15%. 
· On importation of certain capital goods or equipment VAT may be deferred for a minimum period of 90 days. 
· The value to be attached on imported goods is determined by the value attached to such goods for import duty purposes plus the duty charged.
Example 
On the 16th of May 2015, the company imported 100 machines from India through Beitbridge and were put in the bonded warehouse. The value for customs purposes was $8 000 each and the rate of duty was 40% and VAT 15% respectively. 
Calculate value for duty purposes. 
Show duty and VAT payable to Zimra for the year. 
Solution 
Value of 100 machines is 100*8 000 = $800 000 
Duty = $800 000 *40% = 

      $320 000 
VAT 15%*320 000 = 


      $48 000
13.10 Imported services (section 13)
· Means a supply of services that is made by a supplier who is a non-resident of Zimbabwe or a resident of Zimbabwe who carries on business outside Zimbabwe to a recipient who is a resident of Zimbabwe to the extent that such services are utilised or consumed in Zimbabwe for making exempt supplies.
· Time of supply is the earlier of payment or issue of invoice.
· Value of supply is the consideration of such supply or the open market value whichever is greater.

EXAMPLE 1
Chinhoyi University of Technology was sued by its Lecturers that they had fired following an illegal industrial action. The University hired Advocate Khama from Botswana to represent it. He charged them 14 500 Pula for the service. The open market value of the services rendered was 16 000 Pula. He raised his invoice for the service on 1 August 2016 but payment was made on 31 December 2016.

Required:

(a) Calculate VAT due if any.

(b) When is the VAT due?

(c) Who will account for the VAT?

Solution:

(a) VAT payable =15/115*16 000 Pula (greater of open market value or consideration).

= 2 086.96 Pula
(b) The VAT was due on 1 August 2016, the general time of supply rule applies, i.e. the earlier of an invoice being issued or any payment being made.

(c) The university is required to account for the VAT.
13.11 Accounting Basis (section 14)

· VAT is accounted for on either the invoice basis or the cash basis.
13.11.1 Invoice Basis

· VAT is generally accounted for on the invoice basis. 
· The invoice (or accrual) basis of accounting is that registered operators account for both cash and credit sales and cash and credit purchases in the month in which transactions are made. 
· This means that VAT has to be accounted for when due irrespective of whether payment has been made or received.

· The general time of supply rule is that registered operators will account for VAT at the earlier of: -
· The time an invoice is issued, or
· The time any payment is received by the supplier.

Example:

Kumunda (Pvt) Ltd purchased a fridge for resale on 20 October 2016 and received a tax invoice for $3 450 (incl. VAT @15%). It paid the supplier $2 300 on 31 October 2009 and the balance on 30 November 2016.

It then sold the fridge for $ 5750 (incl. VAT @ 15%) on 31 October 2016 and issued a tax invoice for the whole amount the same day. It received 70% deposit on the date of invoice. The balance was paid on 15 December 2009.

What is the VAT treatment of the transaction?

Solution

Kumusha (Pvt) Ltd is entitled to an input tax claim of (15/115 * $3 450) $450 and should account for output tax of (15/115 * $5750)= $750 in the tax period ending 31 October 2016.
13.11.2 Payment/cash basis

· The registered operator only accounts for VAT on actual payments made and received in respect of taxable supplies made during the period.
· The payments/cash basis is currently available to local authorities, public authorities and associations not for gain. 
· Note: these will only use this basis upon being authorized by the Commissioner to do so.

Example:

In the example above if Kumunda (Pvt) Ltd was authorized by the Commissioner to be on cash basis will claim input tax of (15/115 X $2300)=$300 and account for output tax of (15/115 X $4 025)=$525 in the tax period ending 31 October 2016. However this will only be applied if Kumunda (Pvt) Ltd is authorized by the Commissioner to use the payment basis.
13.12 Calculation of VAT payable (Section 15)
· The tax payable shall, in terms of section 15(1), be in respect of each tax period during which the registered operator has carried on a trade.

13.12.1 Documents required for claiming input tax (Section 15(2))
· Tax invoice,
· Debit note or credit note,
· Sufficient records in the case of second hand goods or repossessions,
· Bill of entry for imported goods.

13.12.2 Calculation of tax payable or refundable (Section 15(3))
· The amount of tax payable by the registered operator in respect of a tax period shall be calculated by deducting from the total amount of output tax any sum of input tax incurred during the tax period. 
· This is often referred to as the mechanics of VAT. i.e.

Output Tax 





XX
Less

Input Tax 





(XX)
VAT Payable / Refundable



(XX)
· Where a registered operator has previously been denied to claim input tax as a result of not having a valid tax invoice and the Registered Operator has obtained it during any tax period, he is entitled to claim input tax during that period in which he has obtained it (Section 15(3) (f)).
· In the case of change of use from wholly or partly taxable to wholly exempt, the operator is required to account for output tax on the open market value of the goods in the tax period in which the change occurs (Section 15(3) (g)).
Example: 
An asset was used 75% for making taxable supplies. It was purchased for $15, 000 and input tax was claimed accordingly. The asset was later used 100% for making exempt supplies. Its current open market value was $17,000. 

The operator will thus be required to account for output tax of $1,663.04 ($17, 000 X 75% X15/115).

· Input tax can be claimed in any later tax period provided that it had not been claimed before (Section 15(4)).
· Where the refund due to the registered operator is less than $60.00, it will be credited to the account of the taxpayer rather than refunded (Section 15(6)).
13.13 Deductions (Input tax)
· This refers to input tax claims on VAT charged by suppliers.
13.13.1 Permissible Deductions (Section 16(1))
· Input tax can be claimed if the purchases are for making taxable supplies.

· Input tax can be apportioned where goods are acquired and used for both taxable and non-taxable purposes. 
· Input tax is then allowed to the extent to which the goods or services are used for purposes of making taxable supplies.
· Where the intended use of goods or services in the course of making taxable supplies is equal to 90% or more of the total intended use of such goods or services, the goods or services shall be deemed to have been acquired wholly for the purpose of making taxable supplies. 
· This therefore means that full input tax is allowed.
· Where goods or services are successively supplied and the calculation of input tax cannot be made accurately until the completion of the supply of the goods and/or services, such input tax may be estimated subject to an adjustment on completion of the supply.
· N/B: The apportionment in this case shall be based on turnover. 
· Any other basis shall be subject to approval by the Commissioner.
13.13.2 Prohibited deductions (section 16(2))
· Input tax cannot be claimed under the following circumstances;
1. Goods and Services acquired for the purposes of entertainment (Section 16(2)(a)).
· Input tax cannot be claimed on goods acquired for entertainment as defined in Section 2.

Exclusions
· Entertainment supplied to a client where fees to cover direct or indirect costs are charged.
· Promotional activities
· Left overs
· Entertainment supplied to employees where fees to cover costs are charged.
· Entertainment supplied to a client where fees to cover direct or indirect costs are charged.

· Promotional activities

· Left overs

· Entertainment supplied to employees where fees to cover costs are charged.
· Meals supplied to a passenger during a journey.
· Refreshments provided at a seminar if cost is in-built in the seminar charge.
· Goods acquired by a local authority for the provision of recreational facilities through payment of a subsidy.
· Goods supplied to a private voluntary organisation in fulfilling its object.
16(2) (b) Fees or subscriptions paid by the Registered Operator in respect of membership of any club, association or society of a sporting or recreational nature.

16(2)(c) Goods or services acquired by a Superannuation scheme for the purposes of the supply by such scheme of any medical or dental services.

16(2) (d) Passenger motor vehicle supplied to or imported by the registered operator.
13.14 Adjustments (Section 17)
13.14.1 Conversion of use (section 17(1))
· In this case goods would have been bought for the purpose of making a taxable supply and are subsequently used for making non-taxable supplies.
· The conversion of use is deemed to be a supply in the ordinary course of trade and output tax should be accounted for, e.g. donation of goods by a registered operator or in the case of manufacturers such as Delta beverages, the monthly allocations of beverages to employees.
· However where input tax had been previously denied, the goods are not deemed to have been supplied in the course of furtherance of a trade and as such the operator is not required to account for output tax.
· The time of supply is deemed to be the time that the goods are applied for non- taxable use or the change of use has been made in terms of section 8(6).

· The value of supply shall be deemed to be the consideration in money which is equal to the open market value of such supply.
Example 
Mashava Mining (Pvt) Ltd imported 10 machines worth $8 000 each in March 2016. In June the company sold 8 of the machines to local mining companies at a price of $14000 each, the remaining two machines were taken by two of the directors of the company for their private use. 
Show the VAT implication of the donation of the two machines to the directors. 
Solution 
VAT output tax $ Sales (15/115/14 000 *8) 



14 609 
Adjustment: add VAT on change of use (15/115*14 000*2) 

3 652 
Less: Input tax Importation (15*8000*10) 



(12 000) 

Tax payable 








6 261
13.14.2 Granting of benefits by an employer who is registered for VAT (Section 17(3))
· Any registered operator who grants a benefit or advantage to an employee or office holder which is taxable in terms of section 8(1)(f) of the Income Tax Act and such benefit or advantage consists of a supply of goods or services, shall be deemed to have supplied goods or services in the course of his trade and should therefore account for output tax.
· This subsection shall not apply in respect of any supply of goods or services which are exempt in terms of section 11.eg housing
· Value of supply is deemed to be the consideration in money which is equivalent to the cash benefit in terms of the Income Tax Act.
· Time of supply: Where the benefit is considered on a monthly basis in terms of the income tax act, then the time of supply is at the end of every month.
Taxable benefits

· Cell phone benefit

· Motor Vehicle benefit

Non-taxable benefits

· Occupation of quarters.

· Use of furniture.

· Loan.

· Entertainment.
13.14.2 Reduction in the taxable use of capital goods (section 17(2))
· Where the registered operator acquired, manufactured, assembled, constructed or imported capital goods for the making of taxable supplies, and their application for taxable purposes is reduced in relation to their total application or use, then an adjustment is required. 
· A deemed supply of the amount of the increased non-taxable use arises.
· An adjustment is necessary if registered operator at the time of acquisition of such goods or services had been entitled to input tax deduction.
· No such adjustment is necessary where the cost of such goods excluding VAT is less than $60.00

· The value of adjustment is determined using the formula, AX(B-C);
· Where:

· A: represents the lesser of cost or open market value,
· B: represents the percentage taxable usage before reduction,
· C: represents the current percentage taxable usage of the goods.

· Thus (B-C) is the extent of reduction.

Question: 
Taderera P/L is a registered operator. In January 2016 it purchased a computer valued at $700 including VAT. It calculated that the computer would be used 60% taxable supplies and 40% non-taxable supplies and claimed input tax. By the end of December revenue in respect of taxable supplies went down by 40% and the computer was used 80% for non-taxable purposes. The open market value of the computer was now $900.

Required: Calculate the adjustment that needs to be done.

Solution: A = 700   B = 60%  C = 20%

· The adjustment to the made will be 700 X (60% – 20%) =$280.
· Output tax thereon will be 36.52 ($280 X15/115)
13.15 Tax Invoice (Section 20)
· Invoice: a document notifying an obligation to make payment.
· Tax invoice: a document provided as required by the Act to enable the registered operator to claim input tax

13.15.1 Requirements for Tax Invoice

· In practice, a registered operator is normally required to issue a tax invoice which satisfies the requirements of the Commissioner and the requirements of the contracting parties.
· A registered operator is required to issue a tax invoice within 30 days from the date of supply, but it may not be necessary to issue a tax invoice where the consideration in money does not exceed $10. 
· However, in such cases, some type of source document is required in order to claim input tax e.g. till slip, petty cash slip etc.

· A tax invoice is a special tax document and certain details about the taxable supply to which it relates must be stated on the tax invoice. (See below for details).

13.15.2 Requirements: tax invoice (Section 20 (4))
· The words “TAX INVOICE” in a prominent place
· Name, address and VAT registration number of the supplier
· Name, address and VAT registration number of recipient
· Individual serialised number and date of issue
· Description of goods and /or services
· Quantity or volume of goods or services supplied
· Price & VAT **

** There are 3 methods allowed for reflecting the price & VAT as follows: -

	Method 1
	Method 2
	Method 3

	The amount excluding

VAT, plus the VAT

charged and the amount

including VAT
	Where VAT is included in

the final price, the

consideration, together with

a statement that VAT is

included and the rate of tax.
	Where VAT is included in

the final price, the amount

charged including VAT and

the amount of VAT charged


13.15.3 Copies of Tax Invoices

· A registered operator is not allowed to issue more than one tax invoice for a single supply. 
· If the need arises for him to issue another tax invoice for same supply, he is only allowed to issue a copy invoice clearly marked “copy”. 
· A facsimile of a tax invoice or a copy sent by e-mail is not acceptable as a basis for claiming input tax.
13.15 Credit and Debit Notes(Section 21)

· Credit notes are often issued by a supplier when the consideration for a supply is reduced.
· Debit notes are also issued by the supplier when the consideration is subsequently increased.
· The issue of a debit note or credit note when a tax invoice has previously been issued is generally used to show the increase or decrease in tax (as the case may be) on the supply.
· This is done whether or not the supplier accounts for tax on an invoice or payments basis.
· The issue of a credit note is not required when a prompt payment (settlement) discount is the reason for the reduction in the consideration, provided the terms of that discount are clearly shown on the tax invoice.

13.15.1 Requirements for Credit and Debit Notes

· Credit and debit notes are required to be issued in one or more of the following circumstances: -

· The cancellation of a supply of goods or services.

· The nature of that supply of goods or services has been fundamentally varied or altered.

· The previously agreed consideration for the supply of the goods or services has been altered by agreement with the recipient (including a discount).

· Part of or all the goods or services are returned to the supplier. 
· This does not apply on returnable containers, unless such containers form part of the goods supplied on which a tax invoice was issued by the supplier to the recipient and the supplier has:

· Issued a tax invoice and the tax charged is incorrect as a result of the above mentioned circumstance(s) or
· Furnished a VAT return in which he accounted for the incorrect amount of output tax as a result of the above mentioned circumstance (s).
13.15.2 Details to be reflected on Debit/Credit Notes

· The details are almost exactly the same as the details for a tax invoice, however the amount of the adjustment (consideration and VAT) must also be reflected and it must refer to the original tax invoice which is going to be affected by the adjustment i.e. invoice date and number.

13.15.3 Adjustments in respect of Debit/Credit Notes

· The VAT Act makes provision for debit and credit notes to be issued in respect of a single supply. 
· It must be remembered that the consideration for a supply can only be altered by means of a debit or credit note. 
· It is not correct practice to merely issue another tax invoice in the same way that it is an offence to issue more than one tax invoice for a supply.
· The rule for reflecting the VAT in respect of debit and credit notes is as follows:-

· Credit notes issued and debit notes received are to be reflected as input tax on the VAT return.

· Debit notes issued and credit notes received are to be reflected as output tax on the VAT return.

· Credit notes issued may not be offset against the sales made or debit notes set off against purchases. 
· However, when a debit/credit note is issued in the same tax period in which the supply has taken place, then the amount of such debit/credit note may be set off against the consideration. 
· This concession is to allow for the computerised accounting packages of certain industries, which would automatically offset the amounts.

13.16 Irrecoverable debts (section 22)

· Where a registered operator makes a credit supply and the amount becomes irrecoverable, the registered operator can claim input tax on the irrecoverable debt provided that all of the following conditions are met:
· The supply was a taxable supply.
· A return was furnished or submitted and VAT was properly accounted for in respect of such supply.
· The debt has been written off from the books of accounts

· In the case of an installment credit agreement, the deduction is restricted to the VAT the cash value that has become irrecoverable.
· The tax fraction is applied to the outstanding balance of the cash value after removing the finance charges and interest.
· Where a registered operator transfers an account receivable on a non-recourse basis to another person, no deduction is allowable. 
· The factoring of debt by a registered operator discounting his debts on a non- recourse basis does not give rise to an input tax deduction.
· On the other hand, where account receivables are transferred at face value on a recourse basis, an input tax deduction may be made but only when the account receivable is transferred back to the owner.
· Where the registered operator has repossessed the goods, or accounts for VAT on payment basis, no input tax deduction will be allowed.

· Section 22(3), if the registered operator subsequently recovers some or the entire amount previously written off, output tax should be accounted for.
· Section 22(4), Where a registered operator who is on an invoice basis has claimed input tax but at the expiry of 12 months has not paid the full consideration in respect of that supply, output tax should be accounted for, but contracts in respect of payment terms should be respected.
13.16 Registration for VAT (Section 23).
· Any person who on or after the “fixed date” (effective date of the VAT Act) carries on or intends to carry on any trade (s) and whose taxable value of supplies exceed or is likely to exceed $60,000.00 or the prescribed amount is required to register for VAT in terms of section 23 of the Act.
· It is the person not the trade, who is registered for VAT. 
· A person is only registered once for all the trades/divisions/branches carried on; unless permission is granted to register them separately (branch registration repealed w.e.f. 1.1.10).

13.16.1 Liability for Registration

· A person is liable to register if: -

· At the end of any month, the total value of supplies of goods or services (turnover) has exceeded $60,000.00 per year or the prescribed amount in the preceding period of 12 months, or
· There are reasonable grounds for believing that the total value of supplies of goods and services, which will be made in the following 12 months, will exceed the prescribed amount.

· Unless it can be shown that the prescribed amount was exceeded as a consequence of: -

· The sale of stock or other assets due to any cessation of or substantial and permanent reduction in the size or scale of any trade.
· The replacement of plant and machinery or other capital assets used in the trade
· Abnormal circumstances of a temporary nature
· For compulsory registration, it must be completed no later than 30 days from the date on which the registration threshold has been reached or the date it is established that the threshold is likely to be reached.
Auctioneers and Motor Car Dealers 
· Registration is compulsory regardless of turnover.

13.16.2 Voluntary Registration

· A person can apply for voluntary registration even if the total value of taxable supplies is less than the prescribed amount per annum. 
· As a general rule of thumb, it will be advantageous for a person to register if they supply goods or services mainly to other registered operators. 
· The person must satisfy the Commissioner that they are carrying on trade.
· The Commissioner may refuse to register a person for voluntary registration if any of the following criteria is not met: -

· The person has no fixed place of abode or business
· The person does not keep proper accounting records
· The person has not opened a banking account
· The person has previously been registered as a registered operator under VAT or in terms of the repealed Act (Sales Tax) and failed to perform his duties under either Act.

· Such refusal must be communicated to the applicant in writing.
13.16.3 Cancellation of Registration (Section 24)
· A registered operator may be deregistered if: -

· If the value of his taxable supplies falls below the registration threshold

· He ceases to carry on any trade and will not carry on any trade within 12 months after that date.

· Where he has applied for registration in anticipation of commencing a trade and has not commenced that trade.

· A registered operator has successfully applied for voluntary registration and it subsequently appears that he has not complied with the requirements.

· Cancellation of registration, with the approval of the Commissioner will take effect from the last day of the tax period on which the application is made.
· A person who ceases to be registered remains responsible for any duties or obligations under the Act while he was registered.

13.16.4 What are the responsibilities upon registration?

· One will be obliged to comply with the following requirements of the VAT Act:

· Keep accounting records for a period of at least six (6) years after the tax period to which the records relate.

· Complete and submit VAT returns as required.

· Calculate and pay the VAT due to the Commissioner on or before the due date.

· Issue tax invoices for any taxable supplies where the value is more than the prescribed amount.

· Advise the Commissioner of any changes in business details such as change of address, addition of new partner, cessation of trade, etc.

· Allow the Commissioner to enter the business premises and examine goods and all business records.

13.17 Tax periods (Section 27)
· Upon registration, an operator is allocated a tax period. 
· A tax period is a regular interval for which a registered operator is required to submit returns and account for VAT. 
· There are four tax periods, under which a registered operator can submit his/ her returns, namely, category A, B, C and D. 

i. Category A – Registered operators in this category are required to submit returns for each of the two monthly periods ending on the last day of: January, March, May, July, September and November. 

ii. Category B – Registered operators allocated to this category are required to submit returns for each of two monthly periods ending on the last day of: February, April, June, August, October and December. 

iii. Category C

· Registered operators under this category are required to submit returns at the end of each month. 
· An operator with a turnover (excluding VAT) amounting to US$240 000 p.a. is required to have this one-month tax period. 
· A registered operator who apply to the Commissioner to be allocated a one-month tax period or who is likely to exceed that amount in the period of twelve months beginning on the first day of any such month. 
· An operator who has repeatedly defaulted in performing any of his obligations as a registered operator is also likely to be placed in this category. 

iv. Category D

· Certain registered operators carrying on seasonal activities may apply for this tax period. 
· These include: 

· Any registered operator whose trade consists solely of farming activities 
· The activities of any such branch, division or separate trade consist solely of agricultural, pastoral or other farming activities and activities of that kind are not carried on in any other branch, division or separate trade of the registered operator or the association not for gain. 
· Any trade, branch or division of an association not for gain, which is treated as a separate person for registration purposes and whose activities consists solely of farming activities provided that any other trades, branches or division of such association not for gain do not consist of farming activities. 
· The total turnover (excluding VAT) of such registered operator, from all farming activities does not exceed or is not likely to exceed $120 000 p.a. 
· The registered operator may not have been allocated a one –month tax period (Category C). 

13.18 Returns and payments

· Every registered operator is required to submit VAT return together with the payment on or before the 25th day of the month following the relevant tax period.

· Late submission will attract a penalty a well as interest. 
· Penalty is 100% of the tax liability and interest is calculated at a rate of 10% per annum.
13.19 Format for Calculating VAT
	Item Description
	Consideration/Value of Supply
	Rate/Tax Fraction
	Output tax($)

	Capital Assets (Section 17(2))
	
	
	

	Fringe benefits (Section 17(3))
	
	
	

	Deemed supplies such as indemnity payments received (Section 7(7))
	
	
	

	Credit note received- Recipient (Section 21(2) a)
	
	
	

	Debit note issued – Supplier (Section 21 (3) b)
	
	
	

	Less: Input Tax
	
	
	Input tax($)

	Goods or services (excluding 0% and exempt supplies)
	
	
	

	Second hands goods (Section 15(3) a (ii)
	
	
	

	Imported goods (Section 15(2) d)
	
	
	

	Credit note issued (Supplier)
	
	
	

	Debit note received (Recipient)
	
	
	

	Irrecoverable debt (Section 15(3) a (v))
	
	
	

	Indemnity payment made (Section 15 (3) c)
	
	
	

	Betting transactions (Section 15(3) c)
	
	
	

	Tax invoice received late-now claimed (Section 15(3) f)
	
	
	

	Recoupment of discount coupon accepted (Section 15(3) h)
	
	
	

	VAT Payable/Refundable
	
	
	


13.20 OBJECTIONS AND APPEALS

13.20.1 Objections

· If a registered operator is not satisfied with a decision given or assessment or ruling made by the Commissioner, he may lodge an objection against such decision. 
· The objection must be in writing, setting out the grounds upon which it is made.
· The client must submit the objection letter within 30 days of the date of notice of any decision, assessment or ruling. 
· The Commissioner may, after having considered the objection:

• alter the decision

• alter or reduce the assessment

• disallow or allow the objection
· Notification of such alteration, reduction or disallowance shall be made to the client in writing.

13.20.2 Appeals

· Where the registered operator is not satisfied with a decision to an objection, assessment or ruling made by the Commissioner, he may appeal against such decision to the Fiscal Appeal Court or Supreme Court. 
· The appeal must be in writing and received by the Commissioner within 30 days of the notice of alteration, reduction or disallowance of the objection. 
· The appeal is limited to the grounds of objection.
· The fiscal Appeal Court or Supreme Court may, after having considered the appeal:

• alter the decision

• alter or reduce the assessment

• disallow or allow the appeal

Kindly note: An objection or appeal does not suspend the payment of tax, penalty or interest.

Penalty is 100% of the tax payable while interest is 10% of the tax payable

VAT tutorial Questions

Question 1

The following information relates to Chasi Ltd, a VAT registered operator who operates an agricultural inputs shop and provides educational services. You are the company’s Accountant and you have extracted the following information from the system for the tax period ending 30 June 2016. All values include VAT where applicable.

1. Supplies of goods or services for the period were valued at $270,000. The supplies were broken down as follows:

	
	$

	Standard rated goods
	100 000

	Sales of agricultural inputs
	20 000

	Provision of educational services
	150 000


2. The following capital goods were purchased during the period:

(i)Toyota Hilux double cab $25,000. The vehicle was used in the business by the company’s driver and is parked at the company’s premises overnight.
(ii)Stocks for the agricultural inputs shop of which 55% were purchases of standard rated items valued at $60,000.

(iii)Salaries and wages of Lecturers at $100,000

3. The following expenses were incurred during the period:

	
	$

	Rentals
	2 500

	Entertainment
	2 500

	Electricity
	500


4. A debtor who owed the company $9,000 was liquidated during the period. A first and final liquidation distribution of 20c in the dollar was awarded to it. The balance owing was written off as a bad debt. The debtor had purchased standard rated goods only.

5. The cash equivalent of fringe benefits granted to employees that are subject to VAT during the period was $1,700. This amount was not included in the sales figure above.
6. During the period, two credit notes were issued. The first was to customer who had purchased some manufacturing inputs, all of which were standard rated, of $2,800 and the other one was for its long standing customer who was provided with educational services valued at $20,000.
7. One credit note for $10,000 was received by the company during the period.
Required:

Calculate the VAT due/refundable for the tax period ending 30 June 2016.

         [Total:20 marks]
Question 2

Toi Toi limited is registered for Value Added Tax (VAT) and has business interests in hotels and manufacturing. The following information was extracted from records for the month of May 2015:

	Income
	$

	Cash sales(Note 2 & 3)

Credit sales(Note 4)
	112,000

120,000


	Expenditure
	

	Purchases of raw material

Accounting fees

Legal fees

Petrol and diesel

Municipal rates

Subscriptions

Cell phones

Motor vehicles

Entertainment

Office rentals


Telephone
	21,000

  3,000

  2,500

  1,600

     200

  2,620

  1,500

20,000

     600

     788

  1,256


Notes:

(1) All amounts are inclusive of VAT

(2) Cash sales included the sale of a computer to the company’s director at book value of $1,000.00 while the market price was $1,200.00. Input tax was claimed in full at the time of purchase of the computer.

(3) Cash sales also included payments made by tourists in hotel bookings of $6,000.00.

(4) Credit sales included supplies of $56,000.00 made to non-registered operators.

(5)The company issued debit notes valued at $2,000.00 to a non-registered operator.

(6) Legal fees were in respect of an amount deposited with the company’s lawyers for future services if need arises. The company does not hold a tax invoice for the payment.

(7) Subscriptions were as follows:







       

$

· Medical aid 




1,000

· Hotel association of Zimbabwe   
   
500

· Mashonaland country club 
               
620    

(8) Entertainment is made up of the following items

· Meals bought from chicken inn for company employees who exceeded the company’s monthly target for $300.

· The other $300 is in respect of expenditure incurred by the company’s sales representative in hotel bills and food in Bulawayo on company’s business.

(9) The company purchased a Mazda B2500 double cab and Mazda B1800 single cab for business use for $25,000 and $16,000 respectively.

(10) The five cell phones worth $1,500 were bought for the company’s employees for use by sales representatives during business trips.

(11) 10 employees had use of company vehicles for both business and private use. The engine capacity for all the vehicles ranged between 1,680cc and 1,900cc.

Required: 

Calculate the VAT payable or refundable for the month of May 2015
THE END
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