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ABSTRACT

As a general rule, expenditure of a capital nature does not

rank for deduction in the determination of taxable income.

Section 11(a) of the Income Tax Act, 1962, as amended (the Act)
provides: ’ ‘

"For the purpose of determining the taxable income derived by

~any person from carrying on any trade within the Republic,

there shall be allowed as deductions from the income of such
person so derived - |

(a)  expenditure and losses actually incurred in the

Republic din the production of the income , provided

such ‘expenditura and lovsses are not of a capital

na‘.tur%“ 3

The Act does, however, provide ia sper "2 cases for the

deduction of capital expenditure.

To a large extent, therefore, this dissertation is concerned

with the nature and the extent of the special capital
allowances with emphasis on the approach by the Courts, and
practice adopted by the Revenue Department. The distinction
blurred, as it often is, between expenditure oFf a capital
nature and revenue expenditure falls outside the scope of this

study,

Part I covers the incentives which are available to specific
classes of taxpayers. Certain taxpayers are allowed to deduct
capital expenditure from their income in the determination of

taxable income. ~To this extent these taxpayers are placed in a
privileged position. Varinusy‘axpressicns velating to these
taxpayers are not defined in the Act. One such expression is a

"process of manufacture". An analysis of the decided cases has
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revealed twelve different factors which the courts have
considered in the intervpretation of the expression. One of the
main difficulties with 'process of manufacture' seems to be the
point at which process of manufacture commences, especially in
relation to miners and farmers. Should a wine farmer, for
instance be classed as a farmer or an industrialist? If the
making of wine is a process of manufacture then the farmer is
also an industrialist who would qualify for other incentives
not normally available to farmevs. However, the Act 1is not

clear on what coastitutes "process of manufactnre".

part II covers capital allowances available under the Act for

intellectual property. Intellectual property consists of
patants; designg, trade marks and copyrights. The Act refers
to such intellectual property "or any other property which in
the opinion of the Commissioner is of a similar nature". A
detailed examination of each branch of intellectual property is

made to identify "similar property".

Part III covers ths deduction of expenses incurred in respect
of knowledge. Knowledge is dealt with under three headings =~

know-how, scientific research and post-graduate studies. The

deduction of capital allowances in respect of scientific.

research relates to the field of natukal or applied science.

The field of npatural science is very wide and includes
engineering, architecture and quantity surveying. It would
therefore seem possible that the professions engaged inkthose
fields, for instance, could benefit by the tax allowances

available in respect of scientific regearch,

e
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Parts IV to VIIL covers capital allowances available to most,

and not only specific classes of taxpayers . Allowances for

“wear and tear, scrapping, leasehold improvements, lease

premiums and repairs are discussed. The main issue in respect
of the wear and tear allowance is the judicial interpretation
of the expression "machinery or plant"., One problem is that
wear and teer is not allowed "buildings or other structures or
works of & permanent nature', This leads to the question of
machinery or plant re '"machinery or plant” or whether they
manner as to loo-: their identity to becomek“building”.k The
court cases have laid down a number of tests in this regard,
such as intention, and these are discussed and related to the
judicial intevpretation of "machinery or plant"” under common

law.
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in the production of the manuscript, and the permission to
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PART 1

South Africa is becoming more  industrialised  and

technology is developing fapidly, More and better

machines are needed in order to ~ ,

. meet the quality and quantity of products demanded by
world markets; and to

. manufacture products timeously for export markets.

In an effort to meet these objectives and also to

stimulate development growth, certain privileged classes
of taxpayers are provided with tax concessions and

incentives. These = concessions and incentives take

‘various forms but normally amount to accelerated wear and

tear allowances. In addition, certain taxpayers qualify
for investment allowances, which result in deductions
from their income of amounts which exceed ti. actual cost
of qﬁalifying,icems. The privileged classes of taxpayers
ar. =~ »

. manufacturers; ,

, industrialists in regional deve10pment areas;

. hotelkeepers;

. taxpayers eracting residential units;

A shipbuilders and owners of ships;

. owners of aircraft;

. exporters carrying on a beneficiabion protucs;

. ,mineré;

. farmers;

« co-operatives; and

. owners of national keypoints,

It is important to nunote that whsce doubt arises as

regards the interpretation of the Act in relation to the.

deduction of capital expenditure by a privileged class,

the interpretation must be applied restvictively against

Faie. -
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the class privilege: "The general rule. is that
expenditure of a capital nature cannot be deducted for
the purpose of de.ermining the taxable income of a
taxpayer. = See section 11(2)(a) of the Act. In para 17
of the Third Schedule an exception is made in the case of
farmers who ére allowed to deduct the capital expenditure
therein specified. To this extent farmers ére, as a

class, placed in a Ffavourable position but there is no

justification in the paragraph Ffor extending this

exception.  Craies on Statute Law, p 109 says: 'The

Courts, in dealing with taxing Acts, will not presume in

Favour of any special priviledge of exemption from

taxation. Said Lord Young in Hogg v Parochial Board of

Auchtermuchty, 7 Rettie 986: “I think it proper to say

that, in dubio, I should deem it the duty of the Court to
:eject any construction of a modern statute which implied
the extension of a class privilege of exemption from
taxaticn, provided the language reasonably admitted of

RN

another interpretation [per Centlivres CJ held in

Ernst v CIR [1954 (1) SA 318 (A), 19 SATC 1 at 8]. This

approach was confirmed in Badenhorst & Others v CIR

[1955(2) sa 207 {N), 20 SATC 39]); and Buglers Post (Pty)
Led v SIR [1974 (3) sA 28 (A), 36 SATC 71).

Machinery or plant

Deductions may be claimed in the form of initial and
investment allowances in respect of machinery or plan.
used directly in a process of manufacture CSectionsklz(l)
and 12(2)). Although these allowances are available to
hotelkeepers, they are not available in ﬁespeét of mining
and farming operations. The words '"machinery or plant"

are not defined in the Act (see C.21.7 infra).

g,

.
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 CHAPTER 1

MANUFACTURERS

In the determination of thelr taxable income,
manufacturers are allowed to deduct from their income,
two types of allowances., These 4are an initial and an
investment allowance calculated by reference to the cost

of the qualifying item. The conditions under which these

allowances may be claimgd and the rates of the allowances
are different in relation ta the type of asset which
would qualify. The qualifying assets are machinery or
plant and buildings. In the case of buildings an annual

allawance instead of an initial allowance may be claimed

by industrialists.

1.1 Machinery or plant -~ initial allowance

The initial allowance relating to machinery Drkplant was
introduced intu the Act in 195 at a rate of 10%
caleulated on tne cost of new or unused machinery or
plant. The rate of the allowances was increased over the
vears to its present  level of 287,  Originally the
allowance was restricted to machinery or plant used in a
process of manufacture, In 1961, however, the allowanae
was extended to machinery or plant used in a process,
which n the Commisisoner's opinion was of a similar

nabure.

An important concession was made in 1966, The allowance

could from then onwards also be claimed by a lessor on
the condition'ﬁhac the lessee uses the machinery or plant
for the lessee's trade and is used by the lessee'dir@ccly
in a process of manufacture carried on by him or in any
other process carried on bv him which in the opinion of

the Commissioner is of a gimilar nature.

iy
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Another important concession was made in 1978. The term
“new or unused machinery" was extended to include used

machines.

The effect of the initial allowance is to accelergte the

‘writing off for tax purposes of the cost of machinery or

plant.  Unlike the wear and tear allowance which is
calculated on the wvalue (C21.4 infra) after certain
adjustments, the initial allowance is calculated on the
cost price of machinery or plant. Any donated asset, for
instance would therefore not qualify for the initial
allowance. However, there could be an argument that the
initial allowance may well be calvulated en the value of

machinery or plant (C4.31 infral.

Example

& taxpayer pﬁrchases a machine on 1 January 1983 at a
cost of R20 000. The machine is brought into use in a
process  of  manufacture on 1 Februarvy 1983, The
Commissioner allows 107 wear anmd tear on a "straight-line
basis" and the taxpayer's vyear end is on 28 February

1983, Caleulate the initial allowauce.

Solution
R
Cost of machine , : 20 000
Initial allowance - 25¥ ; : _5 000
| 15 000
Wear and tear allowance (107 x 15 000) x 1/12 125
Tax value at 28 Fehruafy 1983 14 875

The special features of the initial allowance, are as

fFollows:

i

P
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The machinery or plant may be new or used (second

hand) but must be wused by the taxpayer Cfor the

purposes ofkhis trade, and used by him directly in a

process of manufécture~aarried on by him, or in any
other process carried on by him which in the opinion
of ‘the Commissioner is of a similar nature.

The allowance is available to a lessor if ¢the
machinery or plant are used by the lesseé for the
purposes of the lessee's trade, directly in a process
of manufacture carried on by him or anmy other process
carried on by him which ia the opinion of the
Commissioner is of a similar wature {Section 12(1)(b)
and (d)]. Sections 12(1)(b) and (d) provides that

the machinery or plant must be used by a lessee for

the purposes of the lessee's trade. A sub-lessee

would therefore not qualify. The only section which
specifically mentions a sub tenant is section 13(L)
which deals with the annual allowance om buildings.
It is further provided in sections 12(1)(b) and (d)
that the lessor would not qualify for the allowance
if the lessee does not derive amounts constituting
"income"” for the purposes of the Act. '

The cost of new or unused machinery or plant for the
purposes of calculating the intial allowance is
deemed to be the cost which, in the opinion of the
Commissioner, is the cash price under a transaction

concluded at arms length plus the direct cost of

installation {Section 17(3A)]. This cost must be

reduced by any untaxed recoupment in vespect of
machinery or plant damaged or destroyed,

The cost of 'used machinery, plant, implements,
utensils or articles", for the purposes of
calculating the allowance is "deemed to be the actual
cost thereof (as established to the satisfaction of
the Commissioner) less the aggregate of the amounts

allowed to be deducted in respect thereof under

P L
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section 11(e)". The reason why the term 'machinery,
plant, .implements, utensils or articles" is used in
section 12(4) instead of "“machinery or plant”, is
that the section applies also to hotelkeepers. A
deduction of untaxed recoupments 1s not made from the

cost of used machinery or plant as the concession

under section 8(4)(e) is available o. y in respect of
new machinery or plant in relation to a process of
manufacture or in any other process which in the
opinion of the Commissioner is of a simila: nature.

. [t should be noted that the term "cost" would inciude
the cost of foundations and supporting structures
[Section 1l(e) (1iM)].

. The initial allowancr is not available to a lessor

 unless the lease is for a period of &t least five
years, or such shorter period as the Commissioner may
approve [Section 1243){a)]. Any allowsnces which
have been granted are included in income should the
lessor dispose of his interest or portion of his
interest within this peried {Section 12(5) (b 1.

. The recoupment of the allowance is subject to tax
[Section 8(4)1. | o

«  The initial allowance is not available in respect of

mining and farming vperations.

The following recommendations by the Standing Commission
on Taxation Policy was accepted in 1983 by the Minister

of Finance:

"1) The initial allowance, which is currently granted at

the rate of 25 por cent, should be increased in so

o

far as machinery and plant used in a process of

manufacture are cancerned as {rom 1 July 1985 to at

least 55 per cent (in the existing 25 per cent plus et

P : 30 per cent to compensate [or the abolition of the
‘ investment allowance) but to not more than 100 per

R , cent .,
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(ii) Depending on  the percentage at which the
gnhanced allowance is to be set any balance of
the cost of the asset be written off over a
limited period in order to ensure that taxpayer
will not be in a worse position than at present.

(iii) The figure of 55 per cent should not be regarded
as sacrosanct and could be decreased in future
years. |

(iv) Adequate warning of a proposed change  in the
rate should .. given by tho Minister.

(v} The initial allowance of 257 be rvetained for the
time being in respect of machinery and plant
used  in o a yrmeﬁss similar to a process of
manufacture and that the Commission examine at
the earliest opportunity the desirability or

‘otherwise of extending the enhanced allowance
referved toa in recommendation - (i) above to

equipment used in such similar processes'.

Investment allowances

The investment allowanees were introduced into the Act in

3

1940 with the purpose of giving a further incentive to
Minister of

the manufacturiag and hetel -indvstries.  The

Finance, at the time of introduction pointed out that

these allowances were not be to regavded as a permanent

feature of our tax system. The investment allowances

were  therefore granted for a  limited pﬁrind, were
abolished a few years later {lexcept in certain cases),
and were ve-introduced in 1970,  The latest ekpiry dates
are 30 June 1985 aad 30 June 1986 in fvﬂpﬂct of machinery
or plant and buildings respectively.

What the Minister said in 1970:

"My next concession is specifically designed to encourage

Fixed investment in wmanufacturing industyy, which, as I
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explained earlier, has for some time been lower than I

should like to see.

Honourable Members will vrecall that a Systen1 of
investment allowances was introduced by my predecessor in
the early 1960s when investment was extremely sluggish,

and was abolished (except in certain special cases) a few

years ago when conditions had changed and inflationary
pressures were building up. '

Although, as I have explained, the danger of excessive
pregsure of demand on our limited resources has by no
means disappeared; I think that a temporary encouragement
to  investment in  manufacturing industry 1s again
justified. (per 1970 ITR at pl51)

infadditiun to mere encouragement, the Ministex in 1973
revealed another purpose for the investwment allowance.
{per 1983 ITR at pb2).

"With a view to encouraging industrial investman: and
also to allow to some extent Ffor rising prigss and
consequential increased replacement cost of industriol
buildings and machinery, an increase in the nv.gtsy nt

allowance is, to my mind, justified",

What the Minister said in 1975:
"I come to some important concessions designed to

encourage investment, which 1s so essential for our

economic future.

There has been much discussion lately of the effects of

inflation wunder traditional accounting wmethods on

business profits and in particular on the ability of

business to get aside sufficient funds to replace capital
assets., It is argued that depreciation allowances based

on historical costs ave insufficient at a time of rapid

f ‘ ‘ P,
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inflation, to - make adequate  provision, for such
replacement and in effect vesult in the over-statement of

business profits". (per 1975 ITR at p69)

In 1976 and 1977 the purposes of the allowances were seen

to compensate for the effects of inflation on the value

of productive assets, and in 1979 inflation and increased
replacement costs were again linked together as

justification for the investment allowances.

During 1980 the Minister added yet another purpose for

the investment allowance:

“These allowances today fulfil a dual functiom: Firstly,
they reduce the effective raté of taxation payable by
companies and, secbndly they bring relief in cases where
depreciation and the write-off assets (are) based on
historical costs, The view is held in some quarters that
these allowances, by encouraging investments, tend to
inerease industrial capaeity, a development which should
normally not be curbed but that 1t wmay din certain

‘circumstances be advantageous to pay these allowances in

cagh espeeially in decentralised areas becaugse of the

more difficult location problems experienced there.

Others, again, express concern about the large amounts
foregone in revenue, especially when the allowances are
not limited to their original purpose, and feel that it
would be better to provide the desired incentive in the
form of an appropriation of expenditure. |

Lt is also argued that the possible encouragement of
capital~intensive industries in this way 1is not
conductive to the provision of adequate employment
opportunities and that a better balance should be sought
between incentives For capital and labour-intensive

enterprises, also in the mining and agricultural sectors.

e
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The matter has mény facets and I feel that we should be
cautious before changing the status quo. 'Opinions have
vested interests just as men have', said 3amuel Butler,
and he could be right. I have thus deemed it fit to
direct the Standing Commissioner on  Taxation to

investigate  this whole igsue and to submit

recommendations to me'., (per 1980 ITR at p76)

Considering the various statements by the Minister, the
question arises as to whether these allowances have
become & permanent feature of our tax law. The answer

was given in 1981,

What the Minister said in 1981:

"The machinery investment allowance, which is granted to
manufacturers in terms of the Income Tax Act has been in
operaticen for wmany years. It is, however, not a
permanent feature of tax law, but has been renewed from
time to time for the purpose of encouraging continuing
investment in modern industrial wmachinery and plant. In
recent years the allowance has also served as a buffer
against the asteadily risinz replacement costs of new
squipment',  (ner 193% ITK at p3).

The investment #lloweases are in addition to the initial

Cand weay and btesv alloinces. They have the effect of

callowiny » raaufacturr ar & hotelkeeper to claim as a

deduction nn amount which is in excess of the cost of a
qualifying asset.

Initially the investment allowances were meaunt for owners
of assets only, In 1962 and 1966 the building and

~machinery or plant investment allowances respectively,

wvere extendud to the effect that lessees would as from

tissse dates also qualify for the allowances.

a7 RN
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The ‘extension 7} the dates to which the investment
allowances are c¢laimable by taxpayers has become &
regular feature since they were iuntroduced into the Act.
In 8 speech delivered on 13 November 1980 che Minister

referred to an investigation into the desirability or

~otherwise of incentive allowances which was being carried

out by the Standing Commission on Taxation Policy. The

Commission recommended that:

"The investment allowance on machinery and plant, which
1s due to expire on 30 June 1985, should not be extended
for a further period but should be abolished". (per Report
By The Standing Commission 1983 at pi9).

The Miunister of Finance accepted this recommendation in
1983.

Machinery or plant - investment allowance

The special features of the investment allowance, the
rate of whith is at preseant 30% of the cost of new
machinery or plant, are as follows:

. The machinery or plant must be new o¢r unused [Section
12(2)1. |

« The machinery or plant must be used by the taxpayer
for the purposes of his trade directly in & process
of manufacture carvied on by him ([Section 12(2)].
Prior to 1 July 1979 processes similar to a process
of manufacture ;Lsn qualified.

« The allowance 1is avallable to a lessor 1f the
machineryk or plant are used by the lessee for the
purposes of his trade divectly in a process of
manufacture carried on by him. It is specifically

provided that the allowance i not available if the

lessee does dobt Lo carrying on his trade, derive
income as defined in the Act. In other words, if the
lessee is, éay, a pension fund which is exempt Ffrom
tax, the allowance would not be available [Section
12(2) (d) ], |
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) The allowance 18 calculated on the cost, which 1is
inemed to be the c¢ost which in the opinion of the ;
Hommissiomer ig the cash price, under a transaction f
coneluded at arm's length, plus the direct cost of ;
installation [Seation 12(3A)1}. The ,term ''cost' 1
includes the cost of Ffoundatione and  supporting |
structuras [Section Ll{el)(iial].
. The allowance is not available to a lessor unless the
lease is for a period of at least five years, or such
shorter period as the Commissioner may approve
[Section 12(S)].
. The recoupment of the investment allowance is subject
o tax only in the instance where a lessor has within
#ivae years disposed of the whole or portion of his
interest or his right to receive rent under the lease
[Section 12(5) (1)1, |
. the allowance may be inereased by the Minister of
" Tinance if such machinery or plant are broughu into .
use in an economi¢ developmeut area [Section 12723)].
< The investment allowance is uot available in respect
of mining or farming operations,
tod Buildingg
Daductions may be claimed in the Fform of annual and
investment allowances in respect of buildings used in a
grocess  of manufacture [Sections 13(1), 13(5)]} The
allowances are not available in vespect of mining or
‘ 7 Farming opevations. The wowrd "building" is not defined
Qf}} j5"§ ‘ in the Acr (C21.6 infra). | .
: % Building annual allowance
{,"wyfﬁ The annual allowance of 24 ou the cost of new Factory N
2 hitildings was introduced into the Act in 1939, Initially :
e aliawanen war o anly available ou new buildings, but
|
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has subsequently bee. extended to include improvements to

existing buildings. The allowance i3 available on a

"straight-line" basis and is not reduced proportionally

if not used as specified for the full year of assessmert.

Examgl¢~

A factory is erected by a taxpayer and is occupied on 27
February 1983 for the purposes of a process of
manufacture. The taxpaver's year end is 28 February 1983
and the cost of the building was R2I00 000,

Salutian

R
Allowance at 28 February 1983
snnual allowance of 2% 4 000
Iﬁvestment allowance - 20% (1.6 infra) 40 000
| 44 000

It is interesting to note that the annual allowance is
specifically available to a lessor even if the occupier
of the premises is a sub-temant, Section 13(1) uses the
phrase 'tenant or subtenant" and not 'lessee" as in the
case of sactimn'll(l) and 12(2) whici deal with capital

allowances in respect of machinery or plant.

The special features of the annual allowance which has

remained unchanged at 2% [Section 13(1)] per annum of the
cost of buildings are:
. The allowance 1s available to g taxpayer who incurs

rhe cost of the building or improvemeuts. In other

words, a non-owner of the assets concerned such as a

lesgee will also qualify for the allowance.

e A i ¢
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. The buildings must be wused during the year of

assessment by the taxpayer in the dourse‘ of his

" trade, or by his tenant or subtenant, wholly or

mainly for the purposes of carrying on therein any

process of manufacture or any other procass which in

~the opinion of the Commissioner is of a similar
nature [Section L3(1)(b)].

LA taxpayer who purchases a building will be allowed

the annual allowance only if the seller was entitled
to the allowance and the building was wholly or
mainly wused during the vyear of assessment 'by the
taxpayer, his tenant or subtenant for the purpose of
carrying on therein a process of manufacture or any
other process which in the opinion of the
Cammissicner is of a ‘similar  nature ({Section
13(1)(d) ]

. Improvements to buildings will "qualify Ffor the
allowance. The buildings must be used ’during the
year of assessment by the taxpayer, his tenant or
subtenant 1a the manner outlined above [Section
131N

. Buildings or improvements thereto to the extent to
which an allowance has been granted in terms of
‘section 11(g) ("leasehold improvements" Chepter 23),
are specifically excluded Ffor the purpose of the
annual allowance. The aggregate of the annual and
leaseihold improvements allowances are limited to the

cost of the buildings or improvements thereto

[Section 13(2)]. The raference to cost of the

buildings or dimprovements is the cost after the
deduction of untaxed vrecoupments under section

8(4)(e).

s e
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Example
A caxpayer carries on a ptocess‘of manufacture,kand:
a) in terms of an obligation under a lease for
twenty years erects a factory at a wvost of
" R200 000; or R
b)  erects a factory on his own property at a cost
of R200 000. |
Two years subsequent to ocecupying the factory, it was
destroyed by Fire. An insurance c¢laim of R200 000
was receilved and the taxpayer replaces the factory in
the same year at a cost of R250 000.
Solution (a)
Should the taxpayer claim an allowance under section 8
11(z), he would not be allowed a deduction under
section 13(1l) viz the annual allowance. .
R
Cost of improvements ‘ , 200 000
Allowances under section 11l(g) for '
2 years, ie 2 x R10 Q00 ‘ 20 000
Tax value at date of fire : 180 000
Ingurance recelipt 200 000
Recoupment of section 11(g) allowances 20 000
-F §'ji{‘f e haxpayer has an option to set off this recoupment
* {f M"against so much of the cost to him of such further
: building purchased or erected by him as remains after
r”~[ﬁi&;\ , the deduction of any portion of such cost in respect
T of which an allowance has been granted to the
taxpayer under section 1l(g), whether in the curreat
q ; ﬂfffa or any previous year of assessment'. [Section
i i - 13(3). See below for conditions].
i : ;
f AW, ;
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Should such an election be made:
R
Cost of réplacement buildihg , 1507000
Less: Recoupment 20 000
| 230 000
Legs: Aggregate allowances under’section
11(g) (will be spread over 18 years
but is limited to the amount .
stipulated in the lease) 200 000
Portion of cost subject to annual , |
allowance of 2%) - 30 000
Cost of Factory | 200 000
Annual allowance ~ 2% for 2 years ' 8 000
Tax value at date of fire 192 000

The vreceipt of R200 000 from the insurance company
will render R8 000 subject to inclusion into income
of the téxpayer-'as a recoupment [section 8(4)(a)].
The recoupment of the investment allowance is exempt
from tax. In terms of section 13(3) the recoupment

of the annual allowance can at the option of the

vaxpayer be set off against the cost of a replacement

and not be included in the taxpayer's income in the

year of recoupment, There are however, certain
conditions -
f the taxpayer must notify the Commissionsr in

writing of the exercise of the option when

submittng his return of income Efor cthe vyear

during which the recoupment occurred; and

-
b i
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. another qualifying building must be purchased or
erected within twelve months or such further
period as the Commissioner may allow from the
date on which the event giving rise to the

recovery or recoupment occurred.

R
Cost of replacement building 250 000
Less untaxed recoupment , -8 000
Amount subject to annual allowance
to be claimed at the rate of 2% p.a. . 242 000

. Any untaxed recoupment in terms of section 8(4)(e)
must be deducted from the cost of the building or
improvements thereto replacing those which have been
damaged or destroyed, for the purposes of calculating
the annual allmwancékISection 13310 |

v A regular feature of this allowance is that the

buildings must be used during the year of assessment
by the taxpayer; his tenmant or subtenant in the
manner outlined above. It follows therefore that a
lessee will qualify Ffor the allowance if he has
incurred the cost irrespective of the period of the
lease. In other words iE the lessee is still in
vccupation after the expiry of the lease he would
still quatify for the allowance. Should the lessee
cease occupation, the allowvance will likewise cease,
The lessee could under the latter circumstances

qualify for a scrapping allowance.

+ The 1983 Report By The Standing Commission of Enquiry
recommended  (ak  p20) as regards factory buildings

that "where the erection of such buildings is

commenced after 30 June 1983 a building initial e

allowance equal to 20 per c¢ent of the cost to the 3  gfﬁ

taxpayer of the building be granted in the year in
which the building is brought inte wuse'.  This

~incentive {is te substitute the present annual and

investment  allowances on the cost of industrial

buildings.
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. another qualifying building must be purchased or
erected within twelve wonths or such Ffurther
period as the Commissioner may allow from the
date on which the event giving rise v the
recovery or recoupment occurred.

o "

Cost of replacement building 250 000

Less untaxed recoupment | ~ 8 000

Amount subject teo annual allowance

to be claimed at the rave of 27 p.a. ; 242 000

=

. Any untaxed recoupment in terms of szection 8(4)(e)
must be deducted from the cost of the building or

improvements thereto replacing those which have been

damaged or destroyed, for the purposes of caleculating

the annual allowanee [Section 13(3)].
. A regular feature of this allowance 1is that the

buildings must be used during the year of assessment

q3 f]3k;f ‘ | by the taxpayer, his tenant or subtenant din the

el manner outlined above. It follows therefore that a
| ‘ lessee will qualify for che allowance 1if he has
?f,ff;' : : incurred the cost irrespective of the period of the
ﬁ Vs lease. In other words if the lessee is still in
i : , occupation after the explvy of the lease he would
o still qualify for the allowance. Should the lessee
'$r_;‘ V cease occupation, the allowance will likewise cease,

ey ' ' The lessee  could under the latter circumstances

qualify for a scrapping allowance. ' Pk

o o « The 1983 Report By The Standing Commission of Enquiry ,%:' j1

recommended  (at  p0) as regards factory buildings X:f*;*“

that  "where the wereetion of such buildings is

commenced  after 30 June 1985 a building initial

allowance aqual to 20 per cent of the cost to the

taxpayer of the building be granted in the year in
which  the building is brought inte use'. This
incentive 1is to substitute the present annual and
investment allowances on the cost of industrial

buildings.,
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