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SECTION A 

 

ANSWER BOTH QUESTIONS IN THIS SECTION  

 

1. (a) MBOBO RESOURCES LIMITED 
 

Capital Allowances Computation 
 
 
 
 
TWDV      1/7/2013   
Additions 
Disposals 
 
Investment Allowance 
Initial Allowance 
Annual Allowance 

 
    Industrial 
    Building 
       K’000 
       12,865.7 
       32,494       
                -___ 
       45,359.70 
       32,494.0    
           - 
             643.28        
       12,222.415 

 
Plant & 
Equipment 
 K’000 
   3980.6 
 12765.8 
 _______ 
16746.40 
12765.8   
 
    398.06  
  3582.52 

 
  Motor 
  vehicles 
   K’000 
  4845.5 
  29710   
     689.1  
33866.4   
       - 

 
  6773.28  
27093.12 

 
Motor 
Lorries 
   K’000 
    7,800 
  11,700  
   _____              
  19,500 
       -  
    2,340  
    3,900  
  13,260 

 
Furniture  
& Fittings 
 K’000 
 765.8 
 
_____ 
 765.8 
      - 
      - 
  76.58   
689.22 

 
 
Computers 
   K’000 
    871.3  
  3290.80  
______ 
 4162.10 
 
   658.16  
 1664.84  
 2671.52 

 

   
  Summary of Allowances  

Investment     
Initial 
Annual 

Capital gain 

 45259.8        
   2998.16    
 13456.04  

     (86.3)_   
61,627.70 

Sale of motor vehicle  

Sales proceeds     
TWDV of vehicle 

Capital gain 

 775400         
 689,100      

   86,300   
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 (b) Computation of taxable income 
 

Net profit before tax 
Add: Mining and processing costs 

- Depreciation 
- Amortisation of rights 
- Provision for production losses 

- Provision for severance pay 
Export cost 

-  VAT on packaging …………  
 
Administration expenditure 

 
- Stamp duty 

- Donation to old people’s home  
 
Finance costs 

 
-  Property revaluation 

-  Interest on late payment of tax 
 
Marketing costs 

 
-  Depreciation 

- Fringe benefit tax 
- Provision for doubtful debts 

 

 
Less allowable expenses 

 
- Exchange gain 
- Mining expenditure 

-   Access to mineral deports 
-   Purchase of machines 

          -     Capital allowances 
          -     Profit on sale of vehicle   

          K 

 
 

   1,265,100  
   1,138,900  
      675,900  

   1,890,000  
 

        75,900  
 
 

 
        84,200  

      144,500  
 
 

   1,165,000  
      222,900  

 
 
 

   1,265,000  
      675,000  

      468,000  
 
 

 
 

  1,760,465  
 
  4,600,400  

 12,765,800  
 42,127,485  

      775,400    

             K 

      1,543,665  
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 

 
 
 

 
 

 
    9,070,400 
    9,838,665 

 
 

 
 
 

 
 

 
  62,029,550 
(52,190,885) 

 

 

  Note to Markers 
 

Treatment of purchase of machinery can either be treated as capital allowances or 

as deduction for taxable income in either case.  
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2. (a)(1) A supply of goods or services occurs: 
 

(i) In case of goods and services appropriated to own use, on the date on 
which the goods or services are first applied to own use.                             

 
(ii) Where the goods or services are supplied by way of gift, on the date on 

which ownership in the goods passes or the performance of the services is 

completed.                                                                       
 

(iii) In any other case the earliest date on which: 
 

-     the goods are removed from the premises, or                                   

-     the goods are made available to the person to whom they are supplied       
      or                      

-     the services are supplied or rendered or                         
-     payment is received for all or part of the supply or                       
-     a tax invoice is issued.                                      

 
    (2) Where supplies are made on a continuous basis or by metered supplies the time of 

  supply shall be the time of each determination of supply or meter reading.            
 
                (3) The supply of goods under higher purchase agreement or finance lease it will be  

  on the date goods are made available under the hire purchase agreement or lease  
  finance.                           

 
    (4) Where: 
 

(i) goods are supplied under a rental agreement; or             
 

(ii) goods or services are supplied under an agreement, the goods shall be 
treated as successively supplied and each successive supply occurs on the 
earliest of the date on which payment is due or is received.           

    

 

 (b) (i) The following items will be dealt with as follows: 
 
  (1) Sale of laundry soap will be on the line of zero rated items as VAT is 

   chargeable on laundry soap at zero rate.                                           
 

  (2) Sale of tyres will be shown under taxable supplies and VAT is  
   chargeable.½ 
 

  (3) Clothing is taxable supply and VAT will therefore be charged.      
 

  (4) The hotel expenses are not regarded as a taxable input; as such any 
   VAT suffered is not claimable as input VAT.             
 

  (5) The VAT on electricity is claimable and this expense will be  
   included. ½ 
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  (6) Salaries are not subject to value added tax.               
 
  (7) The VAT would be claimable on motor vehicle spares if used wholly,  
   exclusively and necessarily for purposes of the business.             
 
  (8) Fuel is a petroleum product which is exempt from VAT.             

 

 (ii) Calculation of VAT payable 
   

Sales 

 
Tyres 

Clothing 
 
Input 

 
Electricity (gross) 

Motor spares 
 
VAT payable 

       

     K 
656,000 x 16.5 

425,000 x 16.5 
 
 

 
104850 x 16.5/116.5 

  64,075 x 16.5/116.5 

  VAT 

     K 
108,240  

  70,125  
178,365 
 

 
  14,850  

    9,075  
  23,925 
154,440  

 

 

(iii) At the end of the period, a taxable person may deduct from the output tax 
due for the period, VAT on goods and services purchased in Malawi or 
goods and services imported by the taxable person and used wholly, 

exclusively and necessarily in the course of their business provided that: 
 

(1) the supply is a taxable supply;               
 

(2) in respect of purchases made in Malawi; the taxable person is in 

possession of a tax invoice and               
 

(3) in respect of importation or removal of goods from bonded warehouse, 
the taxable person is in possession of the relevant customs entries 
indicating that VAT was paid.                        

 
No input tax shall be deducted on purchases or imports in respect of 

exempt supplies by the taxable person.                                     
 
No input tax deduction shall be taken more than once nor shall it be taken 

after the expiration of a period of 12 months from the date the deduction 
accrued.                  

 
A taxable person does not qualify for an input tax deduction in respect of a 
taxable supply or import of motor vehicles or motor vehicle spare parts  

unless the taxable person is in the business of dealing in or hiring of motor 
vehicles, or selling motor vehicle spare parts; however motor vehicles and 

motor vehicle spare parts used wholly, exclusively and necessarily for 
business will qualify for deduction.                          
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A taxable person does not qualify for an input tax deduction in respect of a 
taxable supply in respect of entertainment, including restaurant, meals and 

hotel expenses, unless the taxable person is in the business of providing 
entertainment.                 

 
Where a taxable supply to, or an import of goods by, a taxable person is 
partly for business or partly for personal or other use, the amount of input 

tax allowed as a credit shall be restricted to that part of the supply that 
relates to the business use.                                                   

 
 

(iv) A taxable person who fails to submit a return on due date is liable to a 

penalty of K20,000 and a further penalty of K1,000 for each day the return 
is not submitted.                   

        

 
SECTION B 

ANSWER THREE QUESTIONS ONLY FROM THIS SECTION 

 

3. (a)  Computation of taxable profits of the partnership  
Year ended 30 June 2014 

 
Profit before tax 
Add:  Items not allowed 

          Partners salaries 
               Zokoma  

               Zili 
               Mtsogolo 
          Depreciation  

          School fees 
          Repairs – Zili’s wife car 

 
Less: 

- Capital allowance 

- Unrealised exchange gain 
Profits adjusted for taxation 

   K’000 
 
 

 
     2,280        

     1,750        
     1,270        
     1,386.1     

     1,605.0    
        200.6    

 
 
       480.055  

       254.050        

   K’000 
   3,262  
 

 
 

 
 
 

 
   8,491.70 

 11,753.7 
 
 

     734.105 
11,019.595  

 
 
  Allocation of taxable profits 

 
   

 

Partners salaries 

School fees 
Repairs to car 
 

Share of profits 

Zokoma 

  K’000 
   2,280  

 
______ 
   2,280 

1565.598  
3845.598  

   Zili 

K’000 
  1,750  

 
  200.6  
1950.6 

1565.598  
3516.198 

Mtsogolo 

   K’000 
    1,270  

    1,605  
  ______ 
    2,875 

    782.799  
  3657.799 

    Total 

    K’000 
     5,300 

     1,605 
     200.6 
   7105.6 

   3913.995 
11019.595 
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 (b) Calculation of tax payable by each of the partners 
 

 
 

Business income 
Directors fee 
Interest 

Warehouse rental 
Wife’s unearned income 

 
Tax 
First       240,000   % 

Next        60,000 
Balance over 

 
Less 
 

Withholding tax Directors fees 
PAYE (W1) 

Withholding tax sales 
Withholding tax on rental 
Provisional tax 

Tax payable/(refundable) 
 

Working 1 
 
 

PAYE 
First K300,000 

Balance over K300,000 

Zokoma 
       K 

3845.598 
         540  
         480  

       1225  
        -___ 

 6090.60  
 
          0 

       9,000      
1,737,180.40  

1,746,180 
 
 

    (54,000)  
  (603,000) 

  (263,280)  
  (183,750)  
  (130,392)  

   511,758 
 

 
   Zokoma 
         K 

  2,280,000  
         9,000  

     594,000  
     603,000 

       Zili 
        K 

    3516.198 
          - 
         225  

          -  
         855   

  4596.20 
 
          0 

       9,000    
1,288.860  

1,297,860 
 
 

 

Mtsogolo 
        K 

    3657.795 
          - 
      125.5  

          -  
            -__   

    3783.30  
 
           0 

        9,000  
 1,044,990  

 1,053,990 
 
 

   

 

 
4. (a) (i) The special allowances given to taxpayers who are engaged in pastoral,  

  agricultural or other farming operations are that the expenditure on the  
  following will be fully (100%) allowable as a deduction from the taxable  
  income of such farmers when incurred.               

 
- the stumping levelling and clearing of lands;             

- works for the prevention of soil erosion;              
- boreholes;                  
- wells;                  

- aerial and geophysical surveys; and              
- any water control works connected with the cultivation and growing  

of sugar or such other crop that the minister may approve.         
  

 

(ii) The taxable income of consumer cooperative societies other than those 
covered under section 59 shall be deemed to be an amount equivalent to 
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six and one quarter per centum of the turnover of such co-operative 
society and shall be charged at the rate applicable to companies.    

 

(iii) Foreign exchange gains assessable and allowable and deductible  

 
Assessable gains 

Loss deductible      

       K 
14,200,000  

   
realized gain   

Excess of realized loss over unrealized gain             
 

Realized loss 
Unrealized gain 

Unrealized loss 
Loss deductible 
Loss carried forward       

       K 

 
2,670,000  

1,450,000  

   

  12,945,000   
 

    1,220,000  
  11,725,000 
    2,475,000  

 
 (b) (i) Restriction on foreign and capital losses 

 
   - Foreign exchange losses – when there are unrealized foreign  
    exchange gains.                            

 
   - Capital losses – when there are realized capital gains.             

 
   - When both foreign exchange losses and capital losses are not  
    realized.                

 
 

(ii) Limitations 
 
   - Foreign exchange losses – amount allowed is restricted to the  

    excess of foreign exchange losses over unrealized foreign  
    exchange gain.                                       

 
   - Capital losses – amount allowed is restricted to the lower of the  
    capital loss and the realized capital gain.                         

 
   - Both of them must be realized.              

 

 
(iii) No restriction 

 
   - Foreign exchange losses in the year of assessment in which the  

    taxpayer dies or ceases to exist.                
 
   - Capital losses – in the year in which the taxpayer ceases to exist or 

     dies.                            
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5. (a) (i) (1) to (3) withholding tax must be paid over on the 14th of the month  
   following the month it was deducted.                         

 
(4) Fringe benefits tax must be paid on the 14th of the month following the 

end of the quarter to which it relates.                         
 
(5) Provisional tax is paid quarterly, and must be paid within 25 days from 

the end of the quarter.                
 

(6) VAT must be paid by 25th of the month following the month to which 
it relates.                 

          

 
  (ii) Amount payable by Malembo Limited for year ended 30 June 2013   

 
 
Taxable profits 

Tax at 30% 
Less: 

         Provisional tax                             865,400 ½ 
Withholding tax and interest received  129,000 ½ 
         Balance of tax payable          

       K 
4,524,000   

1,357,200   
 

 
   994,400 
   362,800  

                   

       

The payment of withholding tax on payments to suppliers has no effect on 
the tax payable.  Such withholding tax is claimable against the income tax 
payable by the recipient.                                        

 
Fringe benefits tax is not allowable as deduction, and is added back to  

arrive at the taxable profits.  Nor is it deductible from income tax payable.  
 
Value added tax is an indirect tax which is ultimately paid by the consumer.  

VAT is not an expense to the business and is accounted for under a separate 
system using monthly returns.                  

 
 

 (b) (i) Fringe benefits return 

 
 

Housing            (W1) 
Motor vehicles (W2) 
Others              (W3) 

Total 
Tax at 30% 

Month 1 
       K 

   759,000  
   312,500  
1,392,500  

2,464,000 

Month 2 
       K 

   759,000  
   312,500  
     75,000  

1,146,500 

Month 3 
       K 

   759,000  
   312,500  
     75,000  

1,146,500 

     Total 
       K 

2,277,000 
   937,500 
1,542,500 

4,757,000 
1,427,100  
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Workings 
 

W1 
 

Housing benefit  
Managing Director – furnished house 
Rental value     K355,000 or 

12% of salary   3,200,000  =  384,000 whichever is higher  
Finance Manager/Market Manager/HR Officer 

Rental   125,000 each or 10% of salary 
     Finance Manager 1,200,000 x 10%  =  120,000  
     Market Manager  1,000,000 x 10%  =  100,000 

     HR Officer             470,000 x 10%  =    47,000 
Total Value 

 
W2 
 

Motor vehicle 
     15% of value of 25m                                                      

     =  3,750,000 per annum/12  =  per month 
 
W3 

 
Others 

Utilities        -  Managing Director 
School fees  -  October 2013 only at 50%  
                        2635000 x 50%  ½ 

October 

 
Taxable Value 

      K 
 
 

  384,000  
 

  375,000  
 
 

_______ 
  759,000 

 
        K 
 

 
 

   312,500  
 
 

 
 

     75,000  
 
1,317,500  

1,392,500 
 

 
 

(ii) Every employer, other than government, who provides benefits to any of 

its employees is liable to pay fringe benefits tax on the total value of such 
benefits at the rate specified in the eleventh schedule currently at 30%, 

subject to the regulations under the Act.                
 
 The employer is required to calculate the total taxable value of the fringe 

benefits provided to its employees and pay the fringe benefits tax on such 
value at the applicable rate by the 14th of the month, following the end of 

each quarter.                                                   
 
 The employer is required to make records available for inspection to an 

officer authorized by the Commissioner General, for purposes of verifying 
that the FBT is correctly calculated.                           

 
 The employer is liable to penalties for delayed payment of fringe benefits 

tax payable.                            

 
 Fringe benefits tax is not payable on employees who earn not more than 

K240,000 per annum.                            
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6. (a) (i) A farmer who derives taxable income from growing timber may elect that  
   such taxable income shall be determined in accordance with the following  

   rules: 
 

- the cost of planting the timber shall be carried forward until such  
   timber reaches maturity.                                                 

 

- to the cost of planting there shall be added annually until the  
   timber reaches maturity an amount equal to 5% of such costs.        

 

- wherever timber which has been grown by such a farmer is sold,  
   there shall be deducted from proceeds of such sale a proportionate  

   part of the sum of the cost of planting and the total of the fixed  
   percentage added annually, and the remaining amount shall be  

   included in the taxable income or assessed loss as the case may be  
   of such a farmer.                 

 

- there shall be added to the taxable income or deducted from the  
   assessed loss, as the case may be of such farmer in each year of  

   assessment the amount of the annual fixed percentage.                   
 

- there shall be deducted from the taxable income or added to the  

   assessed loss as the case may be of such farmer all expenditure  
   including deductions made under Section 33 and 34 and the second 

   schedule incurred in the maintenance and upkeep of such timber.   
 

  (ii) Calculation of the taxable income or loss for the year ended 30 June 2014  

 
Cost of planting timber 

Add fixed percentage 
11,500,000 x 5% x 22 (carried forward annually) 
Total cost 

 
Proportionate cost of timber sold 

          300/600 = 50% x 24,150,000 
 
Sale proceeds of timber 

 
200 x 300  =  60000 cu  

Price per cubic K650 x 60,000 

Sales proceeds 

Less:  proportionate cost and fixed percentage 
Cost of maintenance not deducted 
765,000 x 22 years 

Taxable income 

       K 
11,500,000  

 
12,650,000  
24,150,000  

 
   

12,075,000  
 
 

 
 

39,000,000  

39,000,000 

12,075,000  
 
16,830,000  

10,095,000  
 

(b) Every producer’s cooperative agricultural society registered under the Malawi 
laws which is not exempt from income tax on some of its assessable income shall 

submit proposals to the Commissioner for the determination of its income.           
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 The Commissioner will consider the proposals submitted and if he is of the 

opinion that the taxable income calculated approaches closely what must be 
expected if the general provisions of the tax Act were applied may accept the 

proposals and that will be taken as the taxable income of the society for such tax 
year.                                      

 Should the proposals not be acceptable, the commissioner may determine the 

taxable income in such manner as appears to him to be most appropriate taking 
into account the circumstances of the case.               

 

 (c) Reorganization and qualified reorganization for the purposes of the taxation 
  Act means: 

 
- Reorganization  means  a  mere, change  in  a  company’s form;  a   

  recapitalization of a company; a combination of two or more companies 
  a division of a company into two or more companies; the acquisition of at  
  least eighty percent of the equity interest in a company in exchange solely  

  for, equity interests in the acquiring company; and the acquisition of  
  at least eight percent by value, of the assets of a company in exchange 

  solely for equity interest the acquiring company.  
 

- Qualified reorganization means a reorganization pursuant to a written plan 
 undertaken for valid business purposes and not avoidance by any person 
 involved in the reorganization. 

    

 

7. (a) (i) Double taxation.                                        
 

(ii) Double taxation arises because: 

 
- Countries use different bases for tax purposes.               

- One country could use source i.e. Malawi.              

- Another country could use residence i.e. UK             

- A person who resides in UK but has income sourced from Malawi may 
be taxed twice on the same income.                                    

 

(iii) Exchange gains/loss      

 
(1) January 2014 payment 

                    

(7m x 380)   –  (7m x 400) 
2,660,000,000 –  2,800,000,000 ½ 

            K  
 
 

 
–  140,000,000            

 
  June 2014 payment      
 

(2 x 380)      – (2 x 430) ½ 
760,000,000 – 860,000,000 ½ 

Total loss 

            K 

 
=  -100,000,000  

      240,000,000            
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   (2) The exchange loss on 1.3 billion debt was not allowable as deduction 
because it was unrealized.                            

 

(b) (i) It enables the customs officers to establish the correct rate of duty in 
 accordance with preferential provisions of the customs tariff.                      

 
  It enables them to establish whether the goods are subject to open general 

 licence (OGL) importation that does not require an import licence of 
 specific licence.                  

 

  It also enables customs officials to correctly collect trade statistics for the 
 national statistics office.                        

  

 

(ii) To receive and process monthly returns and exercise remittances.             

 To send reminders to excise traders in arrears of payment.           
 To visit excise traders and verify the correctness of the excise returns.      

 To advise the Commissioner of any irregularities or omissions by excise  
   traders.                   

 

 (iii) Transaction value method : is the price actually paid or payable for the  
  imported item.                                        

 
Transaction value of identical goods: is the customs value sold for the 
import of the same country of importation and imported at or about the 

same time as the goods being valued.                           
 

Transactional value of similar goods: the value of goods alike in nature.    
 
Deductive method                                        

 
Fall back method                             

 
Computed value method                

 

      

 

E N D 


