
AUDIT 

o• 19 August 2020 

The Public Officer 

Linkway Trading (Pty) Ltd 
89 Gazelle Avenue 
Corporate Park 
Old Pretoria Main Road 
MIDRAND 
1685 

South African Revenue Service 

54 Maxwell Drive, Woodmead North 
Office Park, Jukskeiview, Sandton 2196 
(No postal deliveries to this address) 

Private Bag X170, Rivonia, 2128 

Website:www.sars.gov.za 

Per email: dupreezlegal@gmail.com 

Dear Taxpayer 

AUDIT FINDINGS 

The South African Revenue Service (SARS) has completed the audit for Linkway 
Trading (Pty) Ltd ("Linkway", "the company", "the taxpayer") relating to the tax 
type(s) and tax period(s) listed below. 

Tax type Tax reference number Tax period(s) 

Income Tax 9076780163 2013,2014,2015,and 
2016 

Refer to the notification of audit and request for relevant material dated 14 
November 2019, your response dated 17 December 2019, requested relevant 
material received on 28 February 2020, the request for relevant information 
material dated 17 July 2020 to which you failed to repond within 21 days as 
requested and all other material referred to herein. 

Based on the audit findings, the following adjustment(s) adjustment will made to 
your assessment( s ). 

1. Summary and explanation of adjustment(s) made: 

Tax Provisions of the Brief description of Adjustment amount 
period Income Tax Act No. the proposed 

58 of 1962 (the adjustments R 
"Act") 

2013 Section 1 "gross Understatement of 3 169 187.09 
income" turnover/income 

compared total 
deposits as per bank 
statement 

2013 Section 11 (a) read Purchases from related 
with section 23 of Act party where no actual 92 105 300.00 



payment was made 

2013 Section 11 (a) read Expenses overstated 885 200.79 
with section 23(g) 

2014 Section 1 "gross Understatement of 45 305 232.00 
income" turnover/income 

compared total 
deposits as per bank 
statement. 

2014 Section 11 (a) read Overstatement of 6 119 209.00 
with section 23(g) expenses 

2014 Section 11 (a) read Overstatement of 18 156 043.00 
with section 23(Q) expenses 

2014 Section 11 (a) read Expenses in respect of 25 214 757.00 
with section 23(g) of V and A project not 
the Act incurred in the 

production of income 
2015 Section 1 "gross Understatement of 

income" turnover/income as 3 364 474.98 
com pared total 
deposits as per bank 
statement. 

2015 Section 11 (a) read Overstatement of 1389622.79 
with section 23(g) expenses 

2016 Section 1 "gross Understatement of 
income" turnover/income as 308 391.37 

compared total 
deposits as per bank 
statement 

2016 Section 11 (a) read Overstatement of 
with section 23(g) expenses 1494665.71 

Total 197 512 083.40 

2. The Facts 

2.1 The company is trading as a general trading company and trading 
mainly with related parties. From the information submitted the 
company mainly provides event managements services for 
connected/related parties as well as acquiring and selling goods and 
rendering of services mainly to related parties. The company's main 
trading activities occurred during 2013 and 2014 financial years. 

2.2 Goods-lslandsite Investment 180 (Pty) Ltd is the holding company of 
Linkway Trading (Pty) ltd as it holds 53% shareholding. 

2.3 During 2013 the company's trade was dominated by the company 
acquiring goods from the holding company, lslandsite Investment for 
R105 000 042 (Vat inclusive) and on sell the same goods to a related 
party, Confident Concepts (Pty) Ltd for R105 349 553.46 (Vat 
inclusive). Both the purchase and sale invoices for the mentioned 
goods were issued on the same date. 

2.4 Sales amounting to R 92 411 889 ( 105 349 553 x 100/114) in respect 
of the above mention goods constitute 96% of the total revenue 
declared in the 2013 tax year. 
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2.5 Similarly cost of sales amounting to R92 105 300 (R 105 000 042 x 
100/114) in respect of the above mentioned goods constitute 96% of 
the total cost of sales. 

2.6 Based on the above, the company attained profit margin of 0.33% on 
sale of goods to related party, Confident Concept (Pty) Ltd. 

2.7 Taking into account the above analysis, it will mean that revenue 
generated excluding the above was R3 733 409 (R 96 145 298 -
R92 411 889) and cost of sale was R3 059 312 (R95 164 612 -
R92 105 300). This will mean that linkway Trading (Pty) Ltd has 
attained profit margin of 18.06% on sale attributable to clients other 
than those in respect of related parties on which the company had 
attained a gross profit margin of 0.33%. 

2.8 In the 2014 financial year, trade was dominated by the company 
conducting event management service in respect of V and A 
project/wedding at Sun City. The company declared total revenue of 
R47 802 800 which agree with output declared in the VAT 201 returns. 
Sales ledger account submitted reflected a total sales of 
R5 486 763.59 which implies that the balance of R42 316 036 (R 
47 802 800 -5 486 764) was passed through journal adjustments. 

2.9 From the analysis of the sales ledger account the balance is mainly 
relating to amounts of R26 315 786(VAT exclusive) received from 
Accurate Investment Ltd in respect of V and A wedding and 
R12 063 468(VAT exclusive) in respect of sales to Infinity Media 
Network not included in the sales ledger account. The total amount of 
R38 379 234 (R26 315 786 + R12 063 468) constitute about 80% of 
the total revenue as declared in the financial statement. 

2.10 The company claimed total expenses of R 49 490 009 to arrive at the 
net operating loss of (R1 687 209) in the 2014 financial year. 

2.11 According to the input tax claimed, the company incurred total 
expenses of R43 370 800 of which R25 934 255 relate V and A 
wedding at Sun City for which invoices were submitted. The balance of 
R17 436 545 (R43 370 800- R25 934 255) on which no invoices were 
submitted relate to income of R21 487 015 (R47 802 800-
R26 315 785) 

2.12 From the above analysis it will imply that the company had incurred 
total expenses of R 43 370 800 in order to generate total revenue of R 
47 802 800 in the 2014 financial year. This reflect a difference of R 
6 119 2 209 (49 490 009- 43 370 800) compared to the financial 
statement. 

2.13 The V and A wedding in Sun City and sales to the related party, Infinity 
Media Network, were the two main trading activities conducted by the 
company during the 2014 financial year. 

2.14 From the 2015 financial year onward, there was a drastic decrease in 
the company's trading activities taking into account that revenue has 
declined from R47 802 000 in 2014 to R3 823 468.00 in 2015 and 
slightly increased to R3 915 106 in 2016, and finally declined to 
R891 508 in 2017. 
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2.15 For all the tax years under review (2013, 2014, 2015 and 2016) the 
total deposits as per bank statements exceed turnover/revenue as 
declared in the financial statements. 

2.16 A net trade cycle is the total of debtors' collection period plus inventory 
turnover period less creditors payment period. Trade cycle is the total 
of debtors' collection period plus inventory turnover period. On 
average, Linkway Trading {Pty) Ltd had a negative net trading cycle in 
2013, 2015 and 2016 financial years which implies that the company 
has insufficient or no short-term funds to finance the acquisition and 
sale of goods, and collection from debtors) within its trade cycle. 
Therefore, it needed longer payment period than the trade cycle to pay 
its creditors. In other words, the company's arrangement with its 
creditors was that it could only pay its creditors after it had sold the 
goods or rendered service and received or collected money from 
debtors. 

2.17 In the 2013 financial year, trade was dominated by Linkway Trading 
(Pty) Ltd acquiring goods from holding company, islandsite Investment 
180 (Pty) Ltd and selling the same goods to another related party, 
Confident Concept (Pty) Ltd on the same date for a profit margin of 
0.33% (R 105 349 553 X /100/114)-105 000 042 X 100/114) /105 
345 553 x100/114 ). The acquisition and sale of the mentioned goods 
constitute about 96% of both revenue and cost of sale declared in the 
2013 financial statement. 

2.18 In the 2014 financial year, trade was dominated by conducting event 
management service in respect of V and A project/wedding at Sun 
City. The company had a positive net trade cycle in 2014. In other 
words, the company was able to pay its creditors within the company 
trade cycle ( debtors collection period plus inventory turnover period). 
Positive net trade cycle means that the company either has funds /able 
to raise sufficient funds to pay its creditors within its trade cycle or it 
has received money/funds in advance. From information submitted it 
seems the company has received money/funds from its customer in 
advance to enable the company to fund V and A project in Sun City. 

2.19 From 2015 financial year onwards, there was drastic decrease in 
company's trading activities taking into account that revenue has 
declined from R47 802 000 in 2014 to R3 823 468.00 in 2015 and 
slightly increased to R3 915 106 in 2016, and finally declined to 
R891 508 in 2017. 

3. The Law 

3.1 Section 1 of the Income Tax Act 58 of 1962 ("Income Tax Act") defines 
"gross income" in relation to any year or period of assessment as 
follows: 

""gross income", in relation to any year or period of assessment, means-

(i) in the case of any resident, the total amount, in cash or otherwise, received by or 
accrued to or in favour of such resident; or 
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(ii) in the case of any person other than a resident, the total amount, in cash or 
otherwise, received by or accrued to or in favour of such person from a source 
within the Republic, 

during such year or period of assessment, excluding receipts or accruals of a capital 
nature .. : 

3.2 The relevant parts of sections 11 and 23 of the Income Tax Act 
regulates the general deduction of expenses. Section 11 provides as 
follows: 

"11. General deductions allowed in determination of taxable income.-For the 
purpose of determining the taxable income derived by any person from carrying on any 
trade, there shall be allowed as deductions from the income of such person so 
derived-

(a) expenditure and losses actually incurred in the production of the income, provided 
such expenditure and losses are not of a capital nature; ... " 

3.3 The relevant parts of section 23 provides as follows: 

"23. Deductions not allowed in determination of taxable income.-No deductions 
shall in any case be made in respect of the following matters, namely-

( f ) any expenses incurred in respect of any amounts received or accrued which do 
not constitute income as defined in section one; 

(g) any moneys, claimed as a deduction from income derived from trade, to the 
extent to which such moneys were not laid out or expended for the purposes of 
trade; ... " 

4. Application of the Law: inclusion in gross income 

4.1 The pertinent question is whether the total amount in cash or otherwise 
was included in the calculation of taxable income of Linkway. 

4.2 In terms of the definition of gross income, total amount in cash or 
otherwise received by or accrued should be included in the calculation 
of taxable income. 

4.3 As a general rule, gross income arises at the earlier of the date of 
receipts; or the date of accrual. 

4.4 The trading practice of Linkway Trading is that it initially received 
money deposited into its bank account by its customers who require 
goods or services. Linkway Trading then transfers such deposits to the 
bank account of its suppliers who then acquires such goods or 
services. 

4.5 The supplier will then issue a sales invoice to Linkway Trading for such 
good or services who will then also issue a corresponding sales invoice 
to its customers for same goods or services. The sales invoices from 
the supplier to Linkway Trading and sales invoice from Linkway 
Trading to its customers are issued on the same date. 

4.6 Based on the above, it is SARS intention to determine Linkway 
Trading's gross income on deposits as reflected in the bank 
statements. The result is that understated amounts of R3 169 187 09, 
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R45 305 232.00, R3 364 474.98 and R308 391.37 will now be included 
as income in the 2013, 2014, 2015 and 2016 years of assessment 
respectively. 

5. Application of the law: Deductibility of cost or expense on purchase of 
goods from lslandsite Investment 180 (Pty) Ltd 

5.1 During the 2013 financial year, the company acquired goods from the 
holding company, lslandsite Investment for R105 000 042 (VAT 
inclusive) and on-sold the same goods to a related party, Confident 
Concepts (Pty) Ltd for R105 349 553.46(Vat inclusive). Both the 
purchase and sale invoices for the mentioned goods were issued on 
the same date. 

5.2 For International Financial Reporting Standard ("IFRS") disclosure 
purposes, the company only disclosed the sale of goods to a related 
party, Confident Concept (Pty) Ltd. 

5.3 No purchases of goods from lslandsite Investment 180 (Pty) Ltd was 
disclosed as related party transaction even though such purchases 
constitute about 96% of the total cost of sale in the 2013 financial year. 

5.4 The company had a total trade and other payable balance of 
R3 354 271 as at 28 February 2013. 

5.5 Scrutinising of the company bank statements revealed that no payment 
in respect of goods purchased from the holding company, lslandsite 
Investment 180 (Pty) Ltd was made since acquisition. This implies that 
trade and other payable was understated by R105 000 042 (VAT 
inclusive). 

5.6 The company's bank statements further indicate that no payment of 
amount owing in respect of goods purchased on 23 February 2023 
from to lslandsite Investment 180 (Pty) Ltd Ltd was made since 
acquisition and furthermore the same amount owing was not included 
in the trade and other payable at year end. 

5. 7 Based on the above, it is SARS intention to disallow an amount of 
R92 105 300 on the basis that it was not actually incurred, and thus not 
comply with the provisions of section 11(a) of the Act. 

6. Application of the law: Deductibility of cost or expense incurred in 
respect of V and A project at Sun City and other expenses that could 
not be accounted for. 

6.1 The company signed a service agreement with Accurate Investment 
Ltd on 15 January 2013. The service agreement was for the company 
to provide services to Accurate Investment in respect of hosting events 
at Sun City from 29 April 2013 to 3 May 2013. 

6.2 Furthermore, according to the service agreement Accurate Investment 
Limited shall pay the company an amount of R30 000 000 (VAT 
inclusive) for providing the services ( entertainment, sound technical 
and accommodation services). 

6 



6.3 The service agreement further indicated that Accurate shall pay the 
amount of R30 000 000 (VAT inclusive) within 60 (sixty) days after 
receipts of a valid invoice from the company. 

6.4 According to the invoice submitted, a total amount of R25 214 757 
(VAT exclusive) was incurred in respect of V & A wedding at Sun City. 

6.5 lslandsite Investment 180 (holding company of Linkway Trading) has 
four (4) directors who each owns 25% shareholding. 

6.6 It appears that Linkway Trading was merely a conduit or directly and 
indirectly acting as an agent of lslandsite Investment and the four 
directors respectively. 

6. 7 Linkway Trading should not have claimed a tax deduction of actual 
expenses incurred. 

6.8 It seems that V and A wedding at Sun City was conducted or carried 
out in such way that Linkway Trading should be the principal in order to 
obtain tax benefits. 

6.9 Based on the above, it is SARS intention to disallow wedding expenses 
of R25 214 757.01 in respect of V & A wedding at Sun City in terms of 
section 11(a) read with section 23(g). 

6.10 Section 11(a) together with section 23(g) provides that a tax deduction 
in respect of expenditure and losses actually incurred in the production 
of income, not of capital nature (section 11(a), but prohibit any moneys, 
claimed as a tax deduction from income derived from trade, to the 
extent to which such moneys were not laid out or expended for the 
purposes of trade. 

6.11 Based on the above, it is submitted notwithstanding that expenditure 
and losses were actually incurred, but such expenditure and losses 
were in respect of money not laid out or expended for purposes of 
trade. 

6.12 Based on the above, it is SARS intention to disallow an amount of 
R25 241 757 in respect V and A wedding at Sun City as such 
expenditure and losses was not laid out or expended for the purposes 
of trade, and or in the production of income. 

7. Application of the Law: Overstatement of expenditure and losses 
claimed: 2014 

7 .1 In 2014 the company claimed total expenses of R49 490 009 (R48 838 
419 + 651 590) to arrive at an operating loss of-R 1 687 209. Total 
expenses as per invoices furnished was R43 370 800 of which R25 
214 757 relate to expenses incurred in V and A wedding in Sun City. 

7.2 From the above it implies that total expenses R49 490 009 to arrive at 
operating loss of-R 1 687 209 was overstated by R6 119 209 (R49 
490 009 - R43 370 800). 

7.3 Taking into account input tax overstatement, it is evident that expenses 
in 2014 were further overstated by R18 156 043 (R43 370 800- R25 
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214 757) and there were no invoices confirming the validity and 
accuracy of the amounts. 

7.4 Based on the above, it is SARS intention to disallow amounts of R6 
119 209 and R18 156 043 on the basis that these amounts were not 
actually incurred in the production of income as required in terms 
section 11(a) read with section 23(g). 

8. Application of the Law: Overstatement of expenditure and losses - 2013, 
2015 and 2016 

8.1 Based on the overstatement of input tax claimed as calculated per 
invoices furnished, expenses incurred in 2013, 2015 and 2016 were 
overstated by R885 200.79, R1 389 622.79 and R1 494 655.71 
respectively. 

8.2 Based on the above, it is SARS intention to disallow the above 
mentioned amounts on the basis that these amounts were not actually 
incurred in the production of income as required in terms section 11(a) 
read with section 23(g). 

9. Attachments 

See attached Annexure "A" for breakdown amounts 

In terms of the Tax Administration Act 28 of 2011, relevant penalties and interest will 
be imposed. 

If you are not in agreement with any of the proposed adjustments, provide written 
reasons and/or supply any relevant material within 21 business days from the date 
of this letter. Also provide written reasons as to why any understatement penalty 
(previously additional tax) should not be imposed. 

Please provide copies of the relevant material and retain the originals for your 
records. 

Despite the required retention period you are obliged to retain all records relevant to 
this audit until the audit is concluded. 

Should you hav~,ariy queries relating to the audit, please contact the SARS official 
mentioned abO'ie. 

Sincerely, 
... :..-:.:::::,....... ...... . 

/"'.. 
/ " 

Specialist : Assurance Executive: Assurance 

ISSUED ON BEHALF OF THE COMMISSIONER FOR THE SOUTH AFRICAN 
REVENUE SERVICE 
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AUDIT 

- . 19 August 2020 

The Public Officer 

Linkway Trading (Pty) Ltd 
89 Gazelle A venue 
Corporate Park 
Old Pretoria Main Road 
MIDRAND 
1685 

Per email: dupreezlegal@gmail.com 

Dear Taxpayer 

AUDIT FINDINGS 

South African Revenue Service 

SARS 

54 Maxwell Drive, Woodmead North 
Office Park, Jukskeiview, Sandton 
2196 
(No postal deliveries to this address) 

Private Bag X170, Rivonia, 2128 

Website:www.sars.gov.za 

The South African Revenue Service (SARS) has completed the audit for Unkway 
Trading (Pty) Ltd ("Linkway'', "the company", "the taxpayer") relating to the tax 
type(s) and tax period(s) listed below. 

Tax type Taxpayer reference Tax period(s) 
number 

Value-Added Tax 4400238263 201202 - 201602 

Refer to the notification of audit and request for relevant material dated 14 
November 2019, your response dated 17 December 2019, requested relevant 
material received on 28 February 2020, the request for relevant information 
material dated 17 July 2020 to which you failed to repond within 21 days as 
requested and all other material referred to herein. 

Based on the audit findings, the following adjustment(s) adjustment will made to 
your assessment(s). 

1. Summary and explanation of adjustment(s) made: 

Tax Period(s) Provisions of the Brief description Adjustment 
Value-Added Act of the adjustment amount 
(VAT Act) 

201204 - 201602 Section 1 ( 1 ) Total Output tax R7 302,481.19 
definition of 'output understated as 
tax read with compared to 
section 7( 1) (a) deposits as per 

bank statements 
2014/04 Section 22(3) read Clawback VAT R12 894 742.00 

with section 22(3A) fraction (14/1144) 
and 22(6)(b). on unpaid or 

unpayable debt 



2012/04-2017 /02 Section 1 "definition Total input tax R 3 034 813.67 
of input tax section claimed overstated 
read with section per VAT 201 returns 
16(2)(a). as compared 

invoices submitted 

2012/05-2012/08 Section 1 "definition Penalty on R 1 289 473.68 
of supply •, section deferment of VAT 
9(1} , section 16(4) liabity by not 
and sec 39 accounting for 

deposit received in 
correct tax period 

Total R 24 521 510.54 

2. The Facts 

2.1 The company is trading as a general trading company and trading 
mainly with related parties. From the information submitted the 
company mainly provide event managements services for 
connected/related parties as well as acquiring and selling goods and 
rendering of sevices. 

2.2 lslandsite Investment 180 (Pty) Ltd is the holding company of Linkway 
Trading (Pty) Ltd as it holds 53(% shareholding. Linkway Trading 
acquired goods from lslandsite Investment for R 105 000 042 (Vat 
inclusive) and on sell the same goods to another related party, 
Confident Concepts (Pty) Ltd R105 349 553.46(Vat inclusive). Both the 
purchase and sale invoices for the metioned goods were issued on the 
same date. 

2.3 VAT input tax amounting to R12 894 742.00 as well as VAT output tax 
amounting to R12 937 664.46 in the acquisition and sales of the above 
metioned goods were included in the tax period 2013/02. The VAT 
input tax claimed as well as VAT output tax declared in respect of the 
mentioned goods constituted about 96% of the total input tax claimed 
and total output tax declared in the 2013 VAT periods. 

2.4 The company provided event management service in respect of V and 
A project/wedding at Sun City. According to the VAT information 
submitted during 2014 the company incurred total expense of R 49 442 
712 (VAT inclusive) versus total output of R 54 495 192 in respect of V 
and project/weding. Furthermore according the information submitted V 
and A project was only the trade conducted by the company during the 
2014 financial year. 

2.5 During 2013 and 2014 Linkway Trading's bank statements respectively 
recorded total deposits of R113 218 513.36 and R106 143 157 versus 
total payments of R112 578 364.57 and R109 406 430.89. 

2.6 Net trade cycle: this is the total of debtors collection period plus 
inventory turnover period less creditors payment period. Trade cycle is 
the total of debtors collection period plus inventory turnover period. 

2.7 On average Linkway Trading (Pty) Ltd had a negative net trading cycle 
in 2013, 2015 and 2016 financial years which implies that the company 
has insufficient or no short-term funds to finance the acquisition and 
sale of goods, and collection from debtors) within its trade cycle, 
therefore needed a longer payment period than the trade cycle to pay 



its creditors. In other words the company's arrangement with its 
creditors was that it could only pay its creditors after it had sold the 
goods or rendered service and received or collected money from 
debtors. 

2.8 The above trade arrangement is normally applicable where the 
company is an agent (selling goods on behalve of the principal, but in 
this case linkway Trading {Pty) Ltd is principal. 

2.9 In the 2013 financial year, trade was dominated by linkway Trading 
(Pty) ltd acquiring goods from holding company, lslandsite Investment 
180 (Pty) Ltd and selling the same goods to another related party, 
Confident Concept (Pty) Ltd on the same date for a profit margin of 
0.33% (R 105 349 553 X /100/114) -105 000 042 X 100/114) /105 345 
553 x100/114). The acquisition and sale of the mentioned goods 
constitute about 96% of both revenue and cost of sale declared in the 
2013 financial statement. 

2.10 Taking into account the above analysis it will mean that revenue 
generated excluding the above was R 3 733 409 (R 96 145 298 - R 92 
411 889) and cost of sale was R 3 059 312 (R 95 164 612 - R 92 105 
300). This will mean that Linkway Trading (Pty) Ltd has attained profit 
margin of 18.06% on sale attributable to clients other than those in 
respect of related parties on which the company attained a gross profit 
margin of 0.33%. 

2.11 In the 2014 financial year, trade was dominated by conducting event 
manangement service in respect of V and A project/wedding at Sun 
City. The company had a positive net trade cycle in 2014. In other 
words the was able to pay its creditors within the company trade cycle ( 
debtors collection period plus inventory turnover period). Positive net 
trade cycle means that the company either has funds /able to raise 
sufficient funds to pay its creditors within its trade cycle or it has 
received money/funds in advance. From information submitted it 
seems the company has received money/funds from its customer in 
advance to enable the company to fund V and A project in Sun City. 

2.12 From 2015 onward there was drastic decrease in company's trading 
activities taking into account that revenue has declined from R 47 802 
000 in 2014 to R 3 823 468.00 in 2015 and slightly increased to R 3 
915 106 in 2016, and finally declined to R 891 508 in 2017. 

3. The law 

3.1 The following relevant prov1s1ons quoted verbatim from the Value 
Added Tax Act ..... are noted: 

Section 1(1) Consideration ", in relation to the supply of goods or services 
to any person, includes any payment made or to be made {including any 
deposit on any returnable container and tax), whether in money or otherwise, 
or any act or forbearance, whether or not voluntary, in respect of, in response 
to, or for the inducement of, the supply of any goods or services, whether by 
that person or by any other person, but does not include any payment made 
by any person as a donation to any association not for gain: Provided that a 
deposit {other than a deposit on a returnable container), whether refundable or 
not, given in respect of a supply of goods or services shall not be considered 
as payment made for the supply unless and until the supplier applies the 
deposit as consideration for the supply or such deposit is forfeited; 

Section 1(1) supply" includes performance in terms of a sale, rental 
agreement, instalment credit agreement and all other forms of supply, whether 



voluntary, compulsory or by operation of law, irrespective of where the supply 
is effected, and any derivative of "supply" shall be construed accordingly 

Section 1(1) "taxable supply" means any supply of goods or services which 
is chargeable with tax under the provisions of section 7 (1) (a), including tax 
chargeable at the rate of zero per cent under section 11; 

Section 1 (1) output tax", in relation to any vendor, means the tax charged 
under section 7 {1) (a) in respect of the supply of goods and services by that 
vendor 

Section 1(1} "input tax", in relation to a vendor, means-
(a) tax charged under section 7 and payable in terms of that section by-
(i) a supplier on the supply of goods or services made by that supplier to the 
vendor; or 
(ii) the vendor on the importation of goods by that vendor; or 
(iii) the vendor under the provisions of section 7 (3); 
Section 7 Imposition of value-added tax.-(1) Subject to the exemptions, 
exceptions, deductions and adjustments provided for in this Act, there shall be 
levied and paid for the benefit of the National Revenue Fund a tax, to be 
known as the value-added tax-
( a) on the supply by any vendor of goods or services supplied by him on or 
after the commencement date in the course or furtherance of any enterprise 
carried on by him; 

Section 9(1). Time of supply.-(1) For the purposes of this Act a supply of 
goods or services shall, except as otherwise provided in this Act, be deemed 
to take place at the time an invoice is issued by the supplier or the recipient in 
respect of that supply or the time any payment of consideration is received by 
the supplier in respect of that supply, whichever time is earlier. 

Section 16 (4) For the purposes of subsection (3), output tax in relation to a 
supply made by a vendor shall be attributable to a tax period-
(a) in the case of a vendor who is in terms of section 15 required to account 
for tax payable on an invoice basis-
(i)subject to the provisions of subparagraph (ii), where a supply is made or is 
deemed to be made by him during that tax period; 
(b) in the case of a vendor who is in terms of section 15 required to account 

for tax payable on a payments basis-
(i) to the extent that payment of any consideration which has the effect of 
reducing or discharging any obligation (whether an existing obligation or an 
obligation which will arise in the future) relating to the purchase price has been 
received by the vendor during that tax period for any supply of goods or 
services in respect of which the provisions of section 9 (1 ), (3) (a), (b) or (d) or 
(4) or 21 (2) (a) or (6) apply (other than a supply in respect of which the 
provisions of section 10 (4) apply); 
(ii)where a supply of goods or services is made or deemed to be made during 
the tax period by that vendor, not being a supply of goods or services to which 
subparagraph ii) of this paragraph applies. 

39. Penalty for failure to pay tax when due.-(1) If any person who is 
liable for the payment of tax and is required to make such payment in 
accordance with the provisions of section 14, 28 ( 1) or 29, fails to pay any 
amount of such tax within the period for the payment of such tax specified in 
the said provisions. the Commissioner must, in accordance with Chapter 15 of 
the Tax Administration Act, impose a penalty equal to 10 per cent of the said 
amount of tax. 

4. Application of the law 

4.1 Input tax may be claimed on VAT incurred on the supply of goods or 
services acquired for the purpose of consumption, use or supply in the 
course of making taxable supplies. Output tax is levied on the supply 



of goods and services by the vendor at a rate of 14% , unless such 
supplies are taxed at 0% or are specifically exempted supply. 

5. Declaration of VAT on receipts of deposits 

5.1 The trading practice of Linkway Trading is that it initially received 
money deposited into its bank account by its customers who require 
goods or services. Unkway Trading then transfer such deposit to the 
bank account of its suppliers who then acquired such goods or 
services. 

5.2 The supplier on received of the goods or services will then issue sale 
invoice to Linkway Trading for such good or services who will then also 
issue a sale invoice to its customers for same goods or services. The 
sale invoices from the supplier to Linkway Trading and sale invoice 
from Linkway Traing to its customers are issued on the same date. 

5.3 Linkway Trading will then account for VAT output tax on sale goods or 
services to its customer and claimed VAT input tax on acquisition of 
such goods or services from the suppliers based on the date of invoice. 

5.4 The general rule of the time of the supply is the earlier of the date of 
the invoice or the date the payment of the consideration is received by 
supplier. 

5.5 Linkway Trading received a deposits which are consideration as 
defined in terms of definition of "consideration in section 1 received for 
the goods or services to be delivered or rendered in future. 

5.6 Linkway Trading should have accounted for VAT output tax on the 
date when the moneys were deposited into its bank account, but not on 
the date when the sale invoices were issued. 

5.7 It is submitted that VAT output should have been accounted for on the 
date when moneys were deposited in company's bank account. 

5.8 Based on the above, it is SARS intention to detennine Linkway Trading 
's output tax on deposits reflected in the bank statements. The 
company's failure to account for output tax on the date when moneys 
were deposited into its bank account, which is the earlier has resulted 
into understatement of output tax by R445 547.37, R6 342 732.54, 
R471 026.50 and R43 174.71 in the VAT periods from 2012/04 to 
2016/02. 

6. VAT input claimed overstated compared to actual purchase invoices 
submitted 

6.1 Linkway Trading (Pty) Ltd submitted VAT input schedules together with 
invoices for VAT periods 2013/04 to 2017/02. 

6.2 Comparison of the total input tax claimed as per VAT 201 returns to 
total input tax per actual invoices submitted indicated that it was 
overstated. 

6.3 Input tax is defined in section 1 of the VAT Act as VAT charged to a 
vendor by another vendor , on the supply of goods or services or VAT 
paid on the importation of goods. 

6.4 There are certain requirements which should be met before an input 
tax deduction can be claimed,i.e. 



6.5 The input tax must be incurred on goods and services acquired by the 
vendor for the purposes of making taxable supply. 

6.6 The vendor must be in possession of a valid tax invoice from the 
supplier at the time the claim for input tax is made. 

6. 7 From the information submitted no additional invoices could be found 
to confirm the validity and accuracy of the overclaimed input tax as per 
VAT 201 returns. 

6.8 Based on the above, SARS it is intention to disallow overclaimed input 
tax as such input tax claim not does met requirements of section 
16(2). The result is that input tax amouting to R 123 928. R 2 483 
394.19, R 194 547.19, R 209 253.20 and 23 690.98 will now be 
disallowed in VAT period from 2012/04 to 2017/02. 

7. Deductibility of VAT input tax on purchase of goods from lslandsite 
Investment 180 (Pty) Ltd 

7.1 During 2013 the company acquired goods from holding company, 
lslandsite Investment for R 105 000 042 (Vat inclusive) and on sell the 
same goods to related party, Confident Concepts (Pty) Ltd for R 105 
349 553.46(Vat inclusive). Both the purchase and sale invoices for the 
mentioned goods were issued on the same date. 

7.2 For International Financial Reporting Standard (IFRS) disclosure 
purposes, the company only disclosed sale of goods to related party, 
Confident Concept (Pty) Ltd. 

7.3 No purchases of goods from lslandsite Investment 180 (Pty) Ltd was 
disclosed as related party transaction as required in terms of 
International Financial Reporting Standard even though such 
purchases constitute about 96% of the total cost of sale in the 2013 
financial year. 

7.4 The company had a total trade and other payable balance of R 3 354 
271 as at 28 February 2013. 

7.5 Scrutinising of the company bank statements revealed that Linkway 
Trading (Pty) Ltd had made no payment to lslandsite Investment 180 
(Pty) Ltd since the purchased. Taking into account total trade and and 
other payable balance of R 3 354 271 as at 28 February 2013, it could 
imply that trade and other payable balance was understated by R105 
000 042. 

7.6 Since Linkway Trading (Pty) Ltd has not paid or liable to pay 
lslandsite Investment 180 (Pty) Ltd debt in respect of goods acquired, 
Linkway Trading (Pty) Ltd is obliged to account for output tax on such 
unpaid/unpayable debt. 

7.7 Section 22(3) provides that when a vendor on the invoice basis has 
deducted input tax in respect of a taxaple supply of goods or services 
made to him , and not paid the full consideration for the supply within 
12-month from the end of the tax period in which the deduction was 
claimed, the tax fraction (14/114) of the the unpaid portion of the 
consideration must be accounted for as output tax. 

7.8 Section 22(3A) of the VAT Act provides that debt between inter-group 
companies would not be subjected to the 12-month unpaid creditor 
adjustment. 



7.9 For applyoing section 22(3A) relief, a group of company is defined as 
in sec 1 of the Income Tax Act with the exeption that the 70% 
shareholding is replaced with a 100% shareholding(sec 22(6)(b) of the 
VAT Act). 

7 .10 Linkway Trading (Pty) Ltd is not a group company as defined since 
lslandsite Investment 180 (Pty) Ltd holds 53% shareholding which is 
less than 100% shareholding as prescribed in section 22(6)(b} , 
therefore relief in terms of section 22(3A) would not be applicable. 

7 .11 Linkway Trading (Pty) Ltd vendor has to clawback the VAT pay it to 
SARS. If the the vendor only paid part of the debts within the 12-month 
period , he must clawback the VAR fraction ( 14/114) of the amount not 
paid. 

7 .12 Based on the above, it is SARS intention to claw back the VAT fraction 
(14/114) on the debt of R 105 000 042 since the debt remained unpaid 
or unpayable within the 12-month and also that Linkway Trading (Pty) 
Ltd is not a group company as defined for the purposes of the VAT Act 

8. Defferal of VAT liability 

8.1 Linkway Trading's bank statements reflect total amount of R 105 000 
000 deposited from 29 June to 10 July 2012. The deposits it seems 
were in respect of goods or services to be acquired or delivered in 
future considering the sale invoice issued to Confident Concept 23 
February 2013 

8.2 Linkway Trading seems to have accounted for the above mentioned 
amount based on the date of invoice which falls in the VAT period 
2013/02. 

8.3 Of the total deposit, R 15 000 000 was deposited on 29 June 2012 and 
the balance of R 90 000 000 was deposited during July 2012. 

8.4 If the deposits were in respect of goods to be delivered by Linkway 
Trading in future normal time of supply as required in terms of section 
9(1) should have been applied, i.e the earlier of date of the invoice or 
payment for consideration was received for goods or services, 
whatever came first. 

8.5 Following the normal time of supply in terms of section 9(1), VAT on R 
15 000 000 should have been accounted for in the VAT period 2012/06 
while the balance of R 90 000 000 should have been accounted for in 
the VAT period 2012/08 instead of the total deposits been lump up in 
the VAT period 2013/02. 

8.6 In terms of section 16(4) output tax in relation to a supply made by a 
vendor shall be attributable to a tax period. 

8.7 Even though the VAT was accounted for the total deposits in the VAT 
period 2013/02, SARS was prejudiced in terms of time value of money. 

8.8 Section 39 of the VAT ACT provides that if any person who is liable for 
the payment of VAT fails to make the payment within the prescribed 
period , a penalty of 10% of the tax and interest at the prescribed rate 
become payable. 



8.9 The interest is calculated from the first day of the month following the 
month in which the paymemt is due, for each month or portion of a 
month for which it remains unpaid. 

8.10 To this effect, it is SARS intention to include the mentioned deposits in 
the VAT periods 2012/06 and 2012/08 in terms of section 16(4) read 
with section 9( 1) and impose penalties and interest in terms of section 
of 39. 

9. Attachments 

See attached Annexure "A" for breakdown amounts 

In terms of the Tax Administration Act 28 of 2011, relevant penalties and interest will 
be imposed. 

If you are not in agreement with any of the proposed adjustments, provide written 
reasons and/or supply any relevant material within 21 business days from the date 
of this letter. Also provide written reasons as to why any understatement penalty 
(previously additional tax) should not be imposed. 

Please provide copies of the relevant material and retain the originals for your 
records. 

Despite the required retention period you are obliged to retain all records relevant to 
this audit until the audit is concluded. 

Should you have any queries relating to the audit, please contact the SARS official 
mentioned above/ 

Sincerely, . / 

Specialist : Assurance 
Charles Makola 
Executive: Assurance 

ISSUED ON BEHALF OF THE COMMISSIONER FOR THE SOUTH AFRICAN 

REVENUE SERVICE 


