


REGITRATION OPENFOR JANUARY 2022 CLASS

Institute of Chartered Accountants of Zimbabwe (ICAZ) in collaboration with the Zimbabwe Institute of Tax
Accountants (ZITA) is offering a three-month online certification course in applied taxation. The tax course
is designed to equip candidates with tax knowledge and practical tax skills tailored to meet business needs.
Candidates will also obtain practical understanding of tax compliance and planning issues which enable
them to achieve commercial business decisions based on practical tax solutions. Topics covered in the
Online Certificate in Applied Taxation include:

Direct and Indirect Taxes in Zimbabwe, covering overview of Income Tax; VAT and Customs.
e International Tax, including Withholding Taxes; Digital Taxation and Transfer Pricing.

Course is suitable for:

* Finance professionals seeking a cutting edge in taxation issues for aspects such as taxation planning and
transfer pricing
Auditors
Newly Qualified Finance Professionals
Finance professionals in the diaspora who are seeking a course that would refresh their understanding
of the local tax legislation.

Registration Information
For information on course registrations costs and dates register your interest via the link below
or email training@icaz.org.zw.
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THE ROLE OF TAX ACCOUNTANTS IN EFFICIENT TAX MANAGEMENT,
COMPLIANCE AND ECONOMIC DEVELOPMENT

by Muchineripi Hokonya

e Tax Information dissemination and advice to clients.
Tax accountants are professionals in the field of taxation who possess a significant amount of information
and knowledge, gained through many years of experience, and are therefore a reliable point of reference for
tax issues and problems.

* Efficient and effective tax preparation, filing and payment.
The process of preparation, filing and payment of taxes is significantly involving and may be very difficult for
many people to complete the process effectively and efficiently. The role of a tax accountant or professional
is consequently required to do the processes in a timely and orderly fashion.

e Improved tax compliance and avoidance of mistakes, fines and penalties for taxpayers.
The inability to file and prepare tax returns properly can result in penalties and fines being levied on a
taxpayer’s account by the tax authorities. It is therefore imperative for a person who is knowledgeable in this
industry to prepare these returns and file them accordingly to avoid the fines which may be hefty. Improving
tax compliance also increases revenue generation for the country and thus aids in economic development
for the country.

* Giving feedback to policy makers.
Tax accountants are at the forefront of taxation management by acting as a bridge between the taxpayers
and tax authorities. They possess a vast wealth of information regarding the impact of tax policy to the
generality of taxpayers. This information is of great importance to tax and fiscal policy makers. Tax
accountants therefore act as valuable advisors to tax authorities.

e Partner with Zimbabwe Institute of Tax Accountant to be an effective Tax Accountant
The Zimbabwe Institute of Taxation Accountants (ZITA) can help in nurturing an effective and efficient Tax
Accounting professional. You can register and become a member and/or a student by contacting us as
follows;

Email: admin@zimintax.co.zw or visit our
Website: www.zimintax.co.zw or visit us at
1st Floor Stewart House,

No 4 Central Avenue, Harare

Call: 242 706449
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ZITA TAX UPDATES 2021

by Muchineripi Hokonya

1.

Foreign currency surrendered to RBZ reclassified

the amount by the exchange rate on that date.

as local currency for purposes of tax with effect 9. With effect from 1stJanuary 2021, Intermediate
from year of assessment beginning 1 January 2021. Money Transfer Tax (IMTT) is charged on amounts

2. The tax rate for the following incomes was exceeding ZW$500 (inclusive) with a maximum tax
reduced to 24% from 1 January 2021 per transaction of ZW$800 000. The cap applies to
i. Mining operations transactions above ZW$40 000 000.

ii. Income of a licensed investor after the 5th year ~ 10. Qualifying Real Estate Investment Trusts (REITs)
of operations were exempted from tax with effect from
iii.Income of an industrial park developer after 1 January 2021.
the 5th year of operations 11. The following self-employed professionals subject
iv.Income of an operator of a tourist facility in to the following monthly presumptive tax
approved tourist development zone after the i. Architects registered or required to under the
5th year of operations. Architects Act [Cap 27:01]: - ZW$ 250 000;

3. 5% turnover tax on digital service tax introduced ii. Engineers or technicians registered or required
for foreign providers of electronic services and to be registered under the Engineering Council
satellite broadcasting services to Zimbabwe [Cap 27:22]: - ZW$ 500 000;
residents. Operators obliged to register upon iii.Legal practitioners registered or required to
reaching annual tax of USD 500 000. be registered under the Legal Practitioners Act

4. The VAT rate reduced from 15% to 14.5% starting [Cap 27:01]: - ZW$ 500 000;
from 1 January 2020. Compulsory registration iv.Health practitioners registered or required to
ZW$ 1400 000 (2020) and ZW$ 4 800 000 (2021). under the Health Professions Act [Cap 27:19]: -

5. Annual PAYE tax free amount increased to ZW$ 500 000
USD1 200 or ZW$ 300 00 or ZW$25 000 per month v. Real estate agents registered or required to
with effect from 1 January 2022. under the Estate Agents Act [Cap 27:17]: -

6. Exempt bonus increased to ZW$100 000 or ZW$ 1 000 000.

USD700 per annum with effect from 1 November
2021. 12. Rate of excise duty on diesel and petrol of
7. The Youth Employment Tax credit increased from USDO0.047 per litre of diesel and USD0.057 per litre
ZW$ 500 to ZW$ 1 500 /month for each additional of petrol.
employee with an annual aggregated cap of 13. Increase of excise duty on cigarettes from 20% +
ZW$180 000. US$5.00/1000 cigarettes to 25% + US$5.00/1000.
8. Income tax values of assets acquired before 22 14. New Cannabis levy of 10% to 20% on value of

Feb 2019 rebased on 1 January 2021 by multiplying

exports.

As the Zimbabwe Institute of Tax Accountants, we will help you get recognized in the field of Tax accounting.

You will get all the exposure you need for your career to flourish. You will have access to resources that will
enrich you and also you will have the chance to network with other like-minded professionals.

Wl\l"“
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NETWORKING
Get the chance to meet with like-minded
professionals

CAREER DEVELOPMENT
You will get the chance to grow your career.
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PaDare - Tax Conversations with ZITRA &

ZIMBABWE INSTITUTE OF TAX ACCOUNTANTS

Concept:

An online discussion panel hosted by ZITA to discuss topical tax issues.

Not the typical webinar, PaDare will be centred on brief sessions on a specific topic and will be made avail
able to ZITA members and other interested parties.

Can be held once a month for a start, frequency can be increased based on content availability.

Invited guests will be most welcome to share insights and to keep the conversations engaging.

Objective

The Tax profession is complex, diverse and dynamic and it demands that the professionals remain abreast of
all changes.

PaDare will set the pace for ZITA members to remain engaged in tax technical issues through discussions
with other tax professionals in a relaxed non-committed environment

The involvement of other stakeholders e.g. ZIMRA, Ministry of Finance, RBZ, ICAZ or Law Society of Zimbabwe
will also facilitate in the collaboration which is much needed.

Although there will be no resolutions from the discussions, the platform will ensure continued engagement
on topical issues.

Proposed platform:
Zoom or Microsoft Teams

Exciting y 4

Stimulating

up to date
discussions ZITn '

ZIMBABWE INSTITUTE OF TAX ACCOUNTANTS

tax conversations

with 2ITA

x Accountants ’ Zimbabwe Tax

Office: 242 706449 | Mobile: 0772 605 615 / 0733 595 681

1st Floor, Stewart House , No. 4 Central Ave, Harare. Email: admin@zimintax.co.zw
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by Johannes Muchada

Mr Bank Ltd v ZIMRA Case No. HH/779/19 (ITC 2/17)
This is a case which dealt with the deductibility of ad-
ministration and management services fees paid to a
non-resident holding company and bad debts.

General administration and management fees

A local bank (A) entered into a Service Level Agreement
(SLA) with its non-resident Holding Company (N), in
terms of which the latter would supply a wide range of
services to the former in return for service fees.

In 2011, apart from providing services, N incurred
certain expenses on behalf of A. A paid the service fees
to N for the services rendered, as well as reimbursed N
for the expenditure incurred on its behalf.

In its annual tax return for that tax year, A claimed as
deductions (s15(2)(a) of the Income Tax Act (Chapter
23:06) (the ITA)) the service fees and the amounts
reimbursed to N.

ZIMRA disallowed the deductions contending that, all
these expenses were expenditure incurred on “general
administration and management” and their deduction
was capped by s16(1)(r)(ii) of the ITA such that any
excess above the capped amount was not deductible.
A, on the other hand argued that, the payments to

N were of two types (general expenses and specific
costs) and the deduction provision applicable to each
type was different. General administration and
management costs were deductible under s16(1)(r)
and therefore capped while the specific expenses were
deductible under the general deduction formula in
s15(2)(a).

The court had to resolve the meaning and application
of the phrase “expenditure incurred in general
administration and management” in s16(1)(r).

In its interpretation, the court interpreted the word
“general” as all-embracing and therefore wide enough
to cover all the payments made under the SLA.
Notably, the court rejected to adopt the meaning
inferred from the International Accounting Standards
(IAS 1) on what constitutes general expenses.

The court held that, even if these expenses were
deductible under s15(2)(a), that deduction would still
be capped by s16(1)(r)(ii). According to the court, s16(1)
(r)(ii), was not intended to distinguish between gen-
eral and specific expenses but was intended to limit
deductions, which could have been deductible under
s15(2)(a), on the sole basis that these expenses were
incurred in favour of non-resident related party who
could or might collude to overload expenses on the
local entity and concomitantly reducing its Zimbabwe-
an tax liability while increasing the foreign entity's
profits. Thus, the court held that a two-step process
should be applied in respect of expenditure paid to a
non-resident related company. First step: Is the

expenditure deductible under s15(2)(a)? If the answer
is yes, then apply the Second step: Is the expenditure
incurred on general administration and management
in favour of a company of which the taxpayer is a sub-
sidiary or holding company? If the answer is yes, then
apply the restriction in s16(1)(r) and treat the excess
expenditure as a payment of a dividend to a share-
holder in terms of s26(2).

Bad Debts

The second issue was on the deductibility of “bad
debts”. ZIMRA had added back expenses which the
bank had deducted as bad debts under s 15(2)(a) and
(g). The bad debts were for loans advanced to different
clients (borrowers).

As collateral for repayment of the loans, the borrowers
had provided the bank with various securities
including buildings. However, when the bank
deducted the unpaid loans together with the interest
as bad debts, the bank had not attempted to recover
the debts from selling the secured buildings and
pursuing those who guaranteed the loans.

The bank argued that the unpaid loans were “losses”
incurred in the course of trade and therefore
deductible under the general deduction formula of
s15(2)(a). The court, however, held that, bad debts are
not the type of losses contemplated in the general
deduction formula. Once a taxpayer has characterised
a transaction as a bad debt, it is obliged to apply s15(2)
(g) and not in s15(2)(a). Section 15(2)(g) provides a
specific formula for the deduction of bad debts.

The court also held that, it was not convinced that the
loans were uncollectable and therefore “bad” to qualify
as deductible “bad debts” under s15(2)(g). It further
held that, the bank should have recovered the debts
from pledged securities by selling them to recover its
money.

The learning from the case is that taxpayers cannot
use the general deduction formula to deduct
irrecoverable bad debts. Bad debts are only deductible
in terms of the specific formula in s15(2)(g). Further,

if the debts are secured, the taxpayer should dispose
of the security provided by the debtor and deduct as
bad debts any amounts that then remain outstanding.
The mere fact that the taxpayer has failed to recover
the debt from the debtor does not entitle the taxpayer
to deduct the expense in cases where recovery can be
made through the disposal of pledged securities.



by Muchineripi Hokonya

Zim Tax Journal

The Minister of Finance and Economic Development Professor Mthuli Ncube presented the 2021 mid-term
budget review in July 2021 in terms of Section 7(a) of the Public Finance Management Act. The review was
focused on the performance of the government finances for the period January to June 2021.

Key highlights

Forecasted economic growth
Month on month inflation
Year on year inflation
Balance of Payment position
Public debt

Fiscal balance

Revenue collections

7%

Reduced from 38% to below 2%
Reduced from 800% to below 30%
Balancing

USD10 billion

Revenue matching expenditure
8.8% above target

Key contributors

VAT 23%
Corporate tax 20%
PAYE 17%

Vaccine procurement

uSD100m

Economic growth was above the SADC and global
averages, spurred by agriculture, mining, financial
services and manufacturing. Firming international
metal prices are expected to drive the mining sector
returns.

Inflation is expected to decline as witnessed in
the fall in both the month on month and the
year on year inflation. RBZ is to continue driving
prudent monetary policy including controlling
monetary supply growth to achieve stability.

The financial sector is stable with all the institutions
well capitalised. They are expected to enhance their
financial mediation role to drive the economy
upwards.

The Balance of Payments (BOP) is stable as imports
match exports following reduced food import
demands and a positive agricultural season. Rising

mineral prices increased foreign currency inflows.
Government revenue matched expenditure such that
there was no need for a supplementary budget. The
success of the Transitional Stabilisation Program is
bearing fruit while the National Development
Strategy (NDS1) program is expected to stir the
economy further.

Revenue collections exceeded planned targets with
ZW198.2 billion collected against a target of ZW182.1
billion.

More resources were also disbursed to social benefits
and subsidies to cushion the vulnerable members of
society.

In view of increasing public debt and difficulties to
access lines of credit, government is resorting to
increased domestic borrowing through the issuance of
bonds and treasury bills by the RBZ.
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by Prince E. Vayeya

The COVID-19 pandemic has undoubtedly affected
how businesses operate. The 2nd quarter of 2020 saw
governments taking unprecedented measures by
placing travel restrictions and significantly reducing
business activity to manage the spread of the

virus. The restrictions imposed by governments have
prompted tax discussions on Permanent
Establishments (PE) issues where employees perform

their work duties outside their country of employment.

In April 2020, the Organisation for Economic
Co-operation and Development Secretariat (OECD
Secretariat) issued guidance on the application of
international tax treaty rules in circumstances where
cross-border workers or individuals got stranded in a
jurisdiction that was not their jurisdiction of residence.
The guidance was issued as an urgent response to
requests from concerned jurisdictions which because
of the COVID-19 pandemic had taken unprecedented
measures that affected the mobility of individuals such
as restricting travel and implementing strict
qguarantine requirements. A follow up to the guidance
paper was made in January 2021 further providing
certainty to taxpayers.

What is a Permanent Establishment

Article 5 of the OECD Model Treaty defines a
Permanent Establishment as a fixed place of business
through which the business of an enterprise is wholly
or partly carried on. The term is used internationally to
describe a foreign business presence in a jurisdiction
that is sufficient for it to be viewed as having a stable
and ongoing presence in that country.

The OECD guidance on PE'’s is found in publications,
discussion papers and conventions. The OECD Model
Treaty and the Commentaries have been instrumental
in the discussion and application of Permanent
Establishment rules across the world. Tax authorities
and advisors alike have relied on this guidance to
interpret these rules.

Traditional PE rules
Article 5(2) of the OECD Model Treaty provides that the
term PE includes;
a place of management;
a branch;
an office;
a factory;
a workshop, and
a mine, an oil and gas well, a quarry or any other
place of extraction of natural resources.

The OECD highlights that this is not an exhaustive list.
Certain arrangements might be deemed to be PE's
qualified by analysis if they meet the Permanent
Establishment criterion.

Virtual working the new world order?

Working from home has become the new normal. The
COVID-19 pandemic and the resulting stay-at-home
orders have led to significant changes in the way
people work. Remote conferences have replaced
business travel and face-to-face meetings. Business at
various levels including company boards, executives,
senior managers, specialists and junior staff hold
virtual meetings on platforms such as Microsoft
Teams, Zoom, Skype, Google Meet. Often these
meetings are held with new and existing clients.

Companies were forced to react quickly to make
decentralised working possible to ensure minimum
disruptions to business. Over the past year and a half,
we have witnessed a massive digital transformation
drive from businesses enabling workers to work in
different locations. Technical adoption curves that
have traditionally taken months or years accelerated
up to days or weeks. What seemed like temporary
working arrangements have turned into permanent
arrangements, with some companies choosing to
continue the working from home arrangement post
the pandemic.

As the world started experiencing changes in how
people worked, with some workers or individuals
stranded in a jurisdiction that was not their jurisdiction
of residence, governments began raising concerns

on whether the dislocation of employees to countries
other than the country in which they regularly work
created tax threats and opportunities particularly in
countries where the employees worked from.

OECD guidance on determination of Permanent
Establishment

In 2019, the OECD Secretariat released the report on
“Tax Treaties and the impact of the COVID-19". The
report focused on providing guidance on possible tax
cross-border issues considering the COVID-19 pan-
demic. In January 2021 updated guidance was provid-
ed giving more certainty to taxpayers. It also illustrated
how some jurisdictions had addressed the impact of
COVID-19 on the tax situations of individuals and
employers. The following summarises the guidance
raised:



continued

PE Determination

The OECD Model Treaty prescribes that the
determination of PE requires that the activities meet
a certain level of permanence and sustainability. The
guidance rides on the premise that a sudden,
exceptional, and temporary change of the location
where employees exercise their employment be-
cause of the COVID-19 pandemic such as working
from home, should not create a PE for the employer.
In addition, the temporary conclusion of contracts

in the home of employees or agents because of the
COVID-19 pandemic should not create PEs for the
businesses. This is founded on commentary in
paragraph 18 of the OECD Commentary to Article 5
which requires a certain degree of permanency to be
met for a PE to be created. It also acknowledges that
the carrying on of business at the home of an
employee does not result in that home being at the
disposal of the employer. For a home office to be a PE,
the test for continuity and permanency of the
arrangement must be met.

Additional guidance provided:

Concerns on change of residence of enterprises
and individuals due to relocation

The OECD noted that the COVID-19 pandemic may
raise concerns about a potential change in the “place
of effective management” of a company because of a
relocation or inability to travel of board members or
other senior executives. In accordance with the OECD
Model Treaty, the determination of tax resident status
of an enterprise should not be changed if the
management is temporarily relocated due to the
pandemic. As COVID-19 induces a temporary change
in location of board members or other senior
executives, this is taken as an extraordinary and

h
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temporary situation which should not trigger a change
in treaty residence.

In addition, tax residence status for individuals will
generally not be changed for individuals temporarily
residing in a foreign country due to the restrictions
placed because of the pandemic.

A dislocation because a person cannot travel back to
their home jurisdiction due to public health measures
of one of the governments of the jurisdictions involved
should not by itself impact the person’s residence
status for purposes of the tax treaty. A different
approach may be appropriate however, if the change
in circumstances continues when the COVID-19
restrictions are lifted.

It is important to note that the guidance represents
the OECD Secretariat’s views on the interpretations on
the provisions of tax treaties. The guidance is
temporary and only applies to situations arising during
the COVID-19 pandemic and seeks to address the
exceptional situations presented.

In the Zimbabwean context, there is a risk of ZIMRA
disregarding the OECD position and adopting the strict
Permanent Establishment position as contained in sec-
tion 19A of the Income Tax Act [Cap 23:06] This would
result in foreign companies being required to pay tax
on profits attributable to permanent

establishments where a fixed place of business can

be inferred. Non-resident enterprises must therefore
evaluate and assess in advance the possibility of
creating permanent establishments in Zimbabwe
through various actions such as looking into
employees and directors who would have worked
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ZIMBABWE INSTITUTE OF TAX ACCOUNTANTS

Elementary
Diploma In
Taxation

Course Duration — 6 months
Course begins 5th February 2022

Courses to be covered include:

v Employment income

+ Introduction to Corporate taxes

v Principles of Accounting

v Principles of Auditing

v Tax Administration

v Principles of Business Law

" Information Technology for tax administrators

v" Value Added Tax

v Customs Duty

v Governance, Ethics and
Professional Standards

v Principles of Macroeconomics

For registration and more details,
kindly click on the link below :-

http://zimintax.co.zw/courses

Office: 242 706449.
Registration closes on Mobile: 0772 605 615/ 0733 595 681
28 February 2022. 1st Floor, Stewart House ,

No. 4 Central Ave, Harare
Email: admin@zimintax.co.zw
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Deferred tax asset for tax losses

by Tapiwa Dalu

In Zimbabwe, many entities find themselves in a position where they had tax losses due to the weak economic
conditions, even before the COVID-19 pandemic. In many instances the effect of the lockdown and resulting
regulations have exacerbated this. In addition, some normally profitable entities have become loss-making,
even if only temporarily so. Deferred tax is an accounting measure that reflects the future tax consequences of
recovery or settlement of the carrying amounts of an entity’s assets and liabilities. One particular item that is
taken into account in this balance is the effect of tax losses that an entity carries forward.

The recognition of deferred tax
assets for tax losses is normally a
contentious matter. It is likely to be
subject to even greater scrutiny in
the current conditions. This article
provides a recap of the key
considerations that are relevant

to determine whether a deferred
tax asset can be recognised for tax
losses or not.

A. Deferred tax assets -

A deferred tax asset reflects
income tax that an entity can
recover in future tax periods. Such
a deferred tax asset can arise from
deductible temporary differences
that reflect deductions already re-
flected in the Income Statement for
accounting purposes but which the
tax laws will only permit in a future
period. This may, for example, be
expenses that relate to provisions
recognised for accounting purpos-
es but that are only deductible for
tax purposes once the expense
materializes. The future recovery
of income tax may however also
result from the fact that an entity
carries forward a tax loss that can
be utilized in future to reduce tax-
able income.

An entity can only recognize a
deferred tax asset to the extent
that it is probable that there will be
sufficient taxable profits available
against which the deductions can
be utilised in future tax periods.
The existence of deductible
temporary differences can be an
indication of probable future
taxable profits from which
assessed losses will be deducted
thereby reducing taxable income
and tax payable. The recognition
of the deferred tax asset depends
on the probability of the business
realizing future taxable profits. This
provides huge tax planning
opportunities to taxpayers. This
assessment will depend on the
facts and circumstances of each
entity.

B. Taxlosses and loss-making
entities - The same principles that
apply to any deferred tax asset are
relevant when this asset relates to
unused tax losses. However, the
fact that an entity has unused tax
losses could, in itself, be a strong
indication that there may not be
sufficient taxable profits in future
to utilise the tax losses. In

addition to assessing the
availability of taxable temporary
differences, probability of future
profits and tax planning
opportunities, the cause of the tax
losses should be investigated. If the
losses resulted from an

identifiable cause that is unlikely to
recur, this could provide grounds
to support a view that it is probable
that an entity may have taxable
profits in future. In the context of
the COVID-19 pandemic, it could be
difficult to anticipate whether this
can be viewed as a non-recurring
loss-event or not. This assessment
is likely to also vary between
industries. Since assessed losses
expire 6 years from year of
assessment for most taxpayers,
management must constantly plan
on the utilization of the deferred
tax asset. This however does not
apply to mining operations since
the assessed losses do not expire.

C. The Finance Director must
constantly monitor these and
similar tax assets so that they are
effectively utilised for the benefit of
the entity.
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by Tapiwa Dalu

The issue of whether one leases
or buys assets has been an issue
that many companies or taxpayers
struggle with especially on the tax
treatment. This article outlines
and reviews the key tax
implications of such arrangements
at the point of acquisition or
disposal by the taxpayer.

Comparison of tax impact of
three different ways of acquiring
asset use:
a. to lease assets including
motor vehicles.
b. to purchase it on hire pur
chase; or
c. to borrow funds and pay
for it outright?

What are the specific tax
implications of each particularly in
relation to finance and operating
lease?

a. Under the operating lease mod-
el, the lessee uses the asset with a
plan to return it to the owner after
a predefined period. The

lessee therefore is entitled to
deduct lease expenses incurred
during the year of assessment.
However, the deductible amount

is restricted on lease of passenger
motor vehicles. For instance, where
one leases a passenger motor
vehicle for 200 000, the deductible
amount is limited to ZW$ 100 000
per vehicle in terms of section 16(1)
(k) of Income Tax Act [ Cap 23:06]
(Income Tax Act). Once the ZW$
100 000 is reached, lease expenses
incurred in subsequent years will
not be tax deductible. The specified
threshold may be statutorily
adjusted per future National
Budget provisions.

b. Under the finance lease model,
the asset will become the property
of the taxpayer once payment has
been made. In this case, the
taxpayer will be entitled to claim
capital allowances in terms of
section 15 (2) (c) as read with the
4th Schedule to the Income Tax
Act. The lessor can claim special
initial allowance (“SIA") or wear and
tear on the full cost of the assets.

Capital allowances will be limited

to ZW$ 100 000 on each passenger
motor vehicle as defined. Under
the operating lease model, the
lessee can claim wear and tear
allowances where he has an option
to purchase the asset at the end of
the lease; (Paragraph 2(iii) of 4th
schedule of the Income Tax Act).

c. Thelessee can also deduct from
his income any lease premiums
with respect to the assets. Lease
premiums are spread over the
lease period or ten years,
whichever the lesser period. The
premium is taxable in the hands

of the lessor equally over the lease
period or ten years, whichever
lesser period.

d. Where the lessee or other
person exercises the option to
purchase the leased asset at the
end of the lease period, usually the
lessee makes a balloon payment.
This payment is not tax deductible.
Rather capital allowances will be
claimed in the form of SIA and wear
and tear in the year the asset is
first used and in subsequent years
respectively. The amount is taxable
in the hands of the lessor who may
elect that it be taxed over six years.

e. Under a hire purchase
agreement, Value Added Tax (VAT)
is payable on the cash value, or the
amount at which the goods would
in normal circumstances be sold for
cash (excluding finance charges).

Cost of leased vehicles to lessor
under both operating and finan-
cial leases.

I.  Any vehicle purchased for
leasing purposes is not restricted
in cost, under both financial and
operating leases. (Paragraph 14(2)
(c) of 4th schedule to the Income
Tax Act).

Il. Under a financial lease - (where
lessor is not entitled to the return
of the asset at the end of the lease
period - that is, option exists), the
lessor can only claim wear and tear
on actual cost without restriction.
SIA is not available under this op-
tion.

lll. Under an operating lease

(where lessor is entitled to the re-
turn of the asset at the end of lease
period), SIA or wear and tear can be
claimed, again on the actual cost.

Borrowing to finance asset
purchases

The purchase of assets using bor-
rowed funds has the following tax
implications.

For motor vehicles financing could
be done under a vehicle asset
finance scheme by either a bank

or a non-banking institution. The
purchaser will claim capital
allowances on the cost of the assets
over four years. Capital allowances
for passenger motor vehicles are
subject to restrictions as explained
in earlier paragraphs.

The borrowing costs, that is interest
and associated borrowing costs are
tax deductible. Note however,
interest incurred before the asset is
put to use is capitalized as it forms
part of the cost of purchasing the
asset. It is the interest incurred
after the asset is put to business
use that is tax deductible.
Borrowing often results in a
company’s debt to equity ratio
exceeding the prescribed 3:1 ratio.
Where this arises, thin
capitalization rules will apply,

that is, there will be a limit on the
deductible financing costs. In
addition, the disallowed portion

of these costs is deemed to be as

a dividend payment on which a
shareholder’s tax must be paid to
ZIMRA. For instance, , if the disal-
lowed financing costs are ZW$ 200
000, the taxpayer will be charged
the following;

i. Corporate rate of 24.5%, plus a
3% Aids Levy on the tax so charged.
The effective income tax rate
charged is therefore 25.235%. The
income tax charged on ZWL200 000
is thus ZWL50 470.

ii. Shareholder’s tax of 15% of
ZW$ 200 000 which is equal to ZW$
30 000

This represents additional tax that
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would have been avoided where the taxpayer’s debt to
ratio did not exceed the statutory debt to equity ratio of
3:1. This increases the taxpayer’s tax burden.

Value Added Tax considerations

For VAT purposes regarding a lease, VAT is charged

on the receipts. The consideration is the total lease
amount excluding finance charges. The interest charge
is exempt from VAT. The time of supply is usually the
time the lease agreement is entered into. Where the
agreement provides for the periodic payment of the
lease amounts, the time of supply is each installment
date. VAT is therefore accounted for on each set
payment date.

Supplies of vehicles under a vehicle asset finance
scheme are subject to VAT whether that is undertaken
by a bank or otherwise. This is because banks are not
required to provide such a service under the Banking
Act. As such the supplies are not exempt from VAT. The
VAT paid is deducted as input tax except where it
relates to passenger motor vehicles. Any VAT that
cannot be claimed as input tax will be allowed as a
deduction (as part of the cost of the asset) for purposes
of the Income Tax Act.
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It's been a couple of years since Betty Katiyo's sudden
death in a plane in Jersey in the United States of
America while on church business. She was 63. It

feels like she has just left us. Betty studied at the then
University of Rhodesia (University of Zimbabwe) and
became one of the first black African women to
graduate with a Bachelor of Accountancy degree. She
was a successful businesswoman and a philanthropist.

She sat on several boards including Zimbabwe
Revenue Authority (ZIMRA), Zimbabwe Electricity
Regulatory Authority (ZERA), Printflow (Pvt) Limited
and ChildLine Zimbabwe. Her passion for charity work
made her become one of the biggest volunteers of
her time. She made positive differences in the lives of
so many underprivileged children. As the owner and
director of Face to Face Academy she sponsored many
orphans to school. Betty's death left a gap no one can
fill because she was such a strong woman who was
kind, generous, and a go getter.

Betty Katiyo a visionary who founded with few others
the Zimbabwe Institute of Tax Accountants (ZITA), also
became ZITA's founding president. She believed in an
Institute that was built on Good Corporate Governance

principles. She presided on several meetings in her
offices having invited a few like-minded members. She
also carried some of the expenses for the initial ZITA
meetings as she hosted the meetings in her offices at
the Travel Agency. She engaged relentlessly with
stakeholders such as the Ministry of Finance and
Economic Development and the PAAB where she
successfully sold her vision.

Betty was a very active member of the United
Methodist Church where she held several leadership
positions. She was a practicing Christian as evidenced
by her generosity, love for charity work and giving
spirit. She was a member of an International NGO
called Soroptimist International where she displayed
kindness and team spirit.

Betty will be remembered for her great leadership
skills both in business, community and in the family
and for her quiet unassuming character. She was fo-
cused and very hard- working, forever smiling, caring,
loving and strong woman. May her dear soul rest in
eternal peace!!

Forever my friend!
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