YV SARS

REPUBLIC OF SOUTH AFRICA

SOUTH AFRICAN REVENUE SERVICE P
PRACTICE NOTE : NO. 4 E %E : 8 MARCH 1999

INCOME TAX : THE T
FOREIGN EXCHA
24| OF THE INC

NT OF GAINS AND LOSSES ON
ANSACTIONS IN TERMS OF SECTION
X ACT, 1962 (the Act)

ISSUED BY THE
COMMISSIONER FOR THE SOUTH AFRICAN REVENUE SERVICE



8.
9.

10.
11.
12.
13.
14.
15.

TABLE OF CONTENTS

SECTION 24I(2) - INCLUSION AND DEDUCTION OF EXCHANGE
DIFFERENCES
DEFINITIONS: SECTION 24I1(1)
4.1 "EXCHANGE ITEM" | ..ttt
4.2 "TRANSACTION DATE" and "REALISED"
4.3 "TRANSLATE" ..ottt ettt anas
4.4 "RULING EXCHANGE RATE"
441 GENERAL .......ccoooviieieeeeeeeeeeee e
4.4.2 LOAN, ADVANCE OR DEBT ..................
4.4.3 FORWARD EXCHANGE CONTRACT M. Moo
4.4.4 FOREIGN CURRENCY OPTION C‘W
4.4.5 AFFECTED CONTRACT

SECTION 241(3) - TRANSITIONAL

© 00 0 0o N O o1 &

SECTION 24I(6) - D
SECTION 24I(7)
SECTION 24l

SECTION 241(8) - ANTI-AVOIDANCE RULES ..ot 21
DISPOSALS AND ACQUISITIONS ... 22
THE TREATMENT OF BAD DEBTS .. ..., 23
ASSESSED LOSS ...ttt ettt en et 24
OBJECTION AND APPEAL 24

ANNEXURE A : Determination of the taxation of gains and losses

on foreign exchange transactions .............cccooveeoveeeeeeeeeeeeeeenns 25
ANNEXURE B : RUliNg eXChange ratesS ..........cccoooeeeoeeeeee e, 26
ANNEXURE C : EXAMPIES ettt 27



1.

INTRODUCTION

The exchange rates between various currencies of the world have, for many years,
increasingly been subject to substantial fluctuations. In addition thereto, the extent and
complexity of international currency trading has also increased substantially. At
present, currency markets are extremely sophisticated and are characterised by their
technological advancement, their liquidity and the large variety of currency and
currency instruments which are quoted and traded by way of an electronic medium.

Most currency dealers manage their portfolios with the assistance of advanced
computer systems which frequently revalue currency items at its latest market value
during the course of a day.

The Act, unfortunately, did not keep pace with the reality of the modern currency
trading. Consequently it did not reflect the economic reality of currency transactions
and the accounting representation thereof. Section 24B of the Act taxed realised gains
and losses in respect of currency obligations, irrespective of whether they were of a
capital nature or not. All other gains and losses on transa jons in foreign currency
were, for tax purposes, dealt with in terms of the general of the Act. In terms
of the definition of "gross income" in section 1 of the Ac rovisions of section
11(a), the taxation of gains or deductibility of losse d inter alia on whether
such gains or losses were realised or not and ey were of a revenue or
capital nature. In addition, the valuation of impgrted for purposes of section 22 of

In order to address the shortcomlngs treatment of gains and losses on
foreign exchange transactions, section was introduced into the Act and certain
other consequential amendments ade. Central to the amendments is the point
of view that all gains and loss 2ign exchange transactions are on revenue
account and that such gainsen arise on a day-to-day basis, as the underlying
exchange rates fluctuate.

The tax treatment
correspond to t
Examples of situa

gai and losses on foreign exchange transactions will
ting treatment thereof for the majority of transactions.
here differences will arise are as follows:

(a) where a forward exchange contract entered into to serve as a hedge in respect of
a transaction to be entered into, is rolled over;

(b) in respect of the treatment of a premium paid on the acquisition of a foreign
currency option contract. An option premium is recognised for tax purposes when
it is paid or received, which is not necessarily the case for accounting purposes;

(c) where a forward exchange contract is “closed out” by entering into an opposite
forward exchange contract with the same maturity date and underlying foreign
currency value;



(d) in respect of exchange gains or losses arising from transactions contemplated in
section 241(7); or

(e) in respect of unrealised exchange gains or losses arising from an unhedged
exchange item of a capital nature, between connected persons.

BASIC OPERATION OF SECTION 241

In terms of section 241(2) a gain or loss on a foreign exchange transaction, which is
defined as an "exchange difference" in section 241(1), must be included in or deducted
from the income of a taxpayer carrying on a trade within the Republic, if that exchange
difference arose from a transaction entered into by that taxpayer in the course of that
trade. An exchange difference is determined only in respect of an "exchange item" as
defined in section 24I(1).

An exchange difference is determined in respect of each exchange item for the year of
assessment in which such exchange item arose, as well as €very subsequent year of
assessment, until the year of assessment in which such ange item is realised. In
order to calculate an exchange difference for a spé&cifie y of assessment, a
commencement and final date must be established¢in, that Year of assessment. The
following combinations of commencement and final dates possible -

(a) transaction date and date of realisation;,

(b) transaction date and date of tra
(c) previous date of translatio 2
date of realisation; and

(d) previous date of & n and new date of translation.

The exchange differ: for ayspecific year of assessment is determined by multiplying
the foreign currency nt of the exchange item by the difference between the
prescribed "rulin ange rate" on the commencement date in that year of
assessment a ruling exchange rate" on the final date in that year of
assessment. By s0”doing, the effect of the weakening or strengthening of the
appropriate exchange rate over the period between the two dates, is converted into a

gain or loss. This gain or loss is equal to the increase or decrease in the rand-value of
the exchange item.

ast day of the year of assessment);

of the previous year of assessment) and

"Transaction date", "realised”, "translated"”, "ruling exchange rate" and various other
concepts are also defined in section 241(1). The flow-chart in Annexure A illustrates
how an exchange difference can be tested against the provisions of section 24| to
determine the tax treatment thereof during a year of assessment.



SECTION 24I(2) - INCLUSION AND DEDUCTION OF EXCHANGE DIFFERENCES

In terms of section 241(2) of the Act, which is hereafter partially quoted, certain basic
requirements are prescribed before an exchange item may be taken into account for
tax purposes.

"(2) In determining the taxable income of any person derived from carrying on any
trade by him within the Republic ... there shall be included in or deducted from the
income so derived, as the case may be, any transitional exchange difference ... and
any exchange difference -

(a) arising from a transaction entered into by such person in the course of such trade;
or

(b) arising from a loan or advance owing by such person or a debt incurred by such
person, where such loan or advance has been utilized or such debt has been
incurred in order to finance expenditure incurred by a cofipected person in relation
to such person in the course of the carrying on of an ithin the Republic by
such connected person."

The carrying on of any trade within the Republi

As the opening words of section 24I(2) are, in e, based on the opening words
of section 11(a), the general meaning whi€h hag been attached to the words "... the
carrying on of any trade ... within the by the South African case law (read
together with the definition of the de" in section 1 of the Act), should be
adhered to.

The test of whether a transaetio red into in the course of any trade and whether
such trade is carried e Republic, always depends on the actual
circumstances of the specific ca A euro loan (exchange item) entered into by a
taxpayer and utilise inanee a productive asset, such as manufacturing equipment
would normally be considered to be incurred in the course of the taxpayer's trade. The
loan may, howev: tilised to finance a private loan to a shareholder, which will not
necessarily be idered to be incurred in the course of a trade. As the merits of
each case should Be considered individually, it is impossible to formulate specific

guidelines in this regard.

It must be noted that source or deemed source of an exchange difference, premium or
like consideration, or discount is irrelevant for purposes of the application of section
24]. The tax treatment of gains and losses on foreign exchange transactions in relation
to section 9C and 9D of the Act will be dealt with in a separate practice note.

Exchange difference arising from a transaction

As the word "transaction" is not a defined term, the general meaning of the word, as
used in the context of the relevant section, should be attached to it.



4.1

The entering into of a transaction may give rise to an exchange item. If an exchange
difference arises from such an exchange item, then such exchange difference is
considered to have arisen from such transaction. Therefore, the importation of stock
on a dollar account may give rise to a debt. Any exchange difference flowing from that
debt, will be considered to have arisen from that importation transaction.

Transfer of an exchange difference to a connected person

Section 241(2)(b) of the Act also makes provision for the inclusion in, or deduction from
the income of the taxpayer, of an exchange difference arising from a loan or advance
owing by the taxpayer or a debt incurred by the taxpayer if -

(a) such loan or advance was utilised, or the debt was incurred to finance expenditure
of a connected person in relation to the taxpayer; and

(b) such expenditure was incurred by such connected person in the course of the
carrying on by such connected person, of any trade within the Republic.

Section 241(2)(b) does not provide that such exchange dif ay be included in or
deducted from the income of the connected person. A er may, however, by way
of a charge or credit in respect of the cost of the fi ing previded to the connected
person, transfer exchange differences in resp h exchange item to the
connected person. Such a charge may be dedu the connected person, for tax
purposes, if it complies with the relevant se  Q
claimed as a deduction. The charge will in the hands of the taxpayer.

DEFINITIONS: SECTION 24I(1)

All the terms which are neces
section 241(1). Five definiti

e application of section 24|, are defined in
considered as the key definitions, in that such
definitions form the basis f6r th€ determination of an "exchange difference", as defined
(see paragraph 2 abové). W he five key definitions are "exchange item", "transaction
date", "realised", "tr e" and "ruling exchange rate".

"EXCHANGE IT
There are three basi€ categories of exchange items, namely -

(a) the foreign currency amount which is owing-
(i) by ataxpayer in respect of a loan, advance or debt (a liability); or
(i) to a taxpayer in respect of a loan, advance or debt (including a unit of
currency held by a taxpayer for its own benefit, or held by any other person
on behalf of the taxpayer) (an asset);

(b) the foreign currency amount which is owing by or to a taxpayer in respect of a
forward exchange contract; and

(c) the foreign currency amount which -
(i) the holder of a foreign currency option contract is entitled, but not
obliged to buy or sell in terms of that contract; or
(ii) the writer of a foreign currency option contract is obliged to buy or sell in
terms of that contract, should the holder of the contract exercise his option.
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Cash balances in foreign currency

An exchange item contemplated in paragraph (b) of the definition of exchange item in
section 24I1(1) includes a unit of currency held by the taxpayer for its own benefit or
held by any other person on behalf of the taxpayer. This paragraph, therefore,
includes any cash balances which are held in foreign currency which are exchangeable
for the currency of the Republic, for example, physical cash, bank balances, traveller's
cheques and fixed deposits.

Consequently, an exchange difference in respect of a cash balance should be
determined at every year-end (date of translation) on which it is still unrealised as well
as on the date of realisation. For purposes of the determination of an exchange
difference, the transaction date will be the date on which such cash balance is received
by the taxpayer. The date of realisation will be the date on which such cash balance is
utilised to acquire-

an item which is not an exchange item (for example a dollar cash balance which is

sold for rands); or

another exchange item (for example a dollar cash balance which is sold for a

German mark cash balance) or an asset or to settle a liabilit
Where the cash balance is held at year end, the ordina of translation will apply.
Forward exchange contracts and foreign curr p contracts

Forward exchange contracts and foreign cu
excluded from the definition of "trading ste€k!
this is that all foreign exchange gains & @

are taken into account for tax purpose

‘-@. option contracts are specifically
ingsection 1 of the Act. The reason for

Loan

Stock or bonds, as capit arket instruments, are interest-bearing arrangements and,
therefore, have the ch ristic8 of a loan which is repayable by the issuer thereof,
on a future date. investment in stock denominated in a foreign currency is,

therefore, an exchan in terms of paragraph (b) of the definition of “exchange
item”. The same ly to money market instruments.

Trading stock

Stock is generally costed at the spot rate, although the forward rate may be used if a
related or matching forward exchange contract has been entered into to hedge the
debt relating to the stock and the forward rate has been used to record the debt for
accounting purposes, in accordance with generally accepted accounting practice.

If stock is costed at the spot rate, any exchange difference must be dealt with in terms
of section 24| and is in terms of section 22(3)(a) specifically excluded from the cost of
trading stock.

If stock is costed at the forward rate in terms of a forward exchange contract entered
into to hedge the debt in respect of the purchase of the stock, any premium on the
forward exchange contract is not an exchange difference. It will therefore not be dealt
with in terms of section 241, but will form part of the cost of the stock. In these
circumstances the premium on the forward exchange contract loses its character.

6



4.2

The cost of trading stock is determined at the time of purchase. Subsequent exchange
differences do not affect the original cost price.

See annexure C, examples 5.1, 5.2, 5.3 and 5.4.
Change of the type of currency unit in which a loan, advance or debt is reflected

When an existing loan, advance or debt, which is reflected in a specific currency, is
exchanged and is thereafter reflected in another currency, it will, for purposes of the
determination of the correct exchange difference (by using comparable exchange
rates) be considered that such loan, advance or debt has been realised on the date of
exchange and that a new exchange item came into existence on that date.

See annexure C, example 8.
Where the other currency in which the loan, advance or debt is reflected after such

exchange, is the currency of the Republic, then such loan, advance or debt is
considered to have been realised on the date of such exchange without a new loan,

advance or debt coming into existence. An example chyan exchange will be
where a loan due by a foreign subsidiary to the holding n the Republic, which
loan is payable in a foreign currency, is converted to ble in rands.
"TRANSACTION DATE" and "REALISED"

"Transaction date" defines the date on whi€h, the&fvarious exchange items arise. From
that date, exchange differences are det inrespect of such exchange items.

The transaction date is, in relation

(@) Loans and advances: §he o which the taxpayer -
(i) received the a nt¥ayable in respect of such loan or advance (a liability);
(i) paid the amo yable in respect of such loan or advance (an asset); or
(iii) acquired t an dvance in any other manner (an asset);

(b) Debts: The

(i) the

(i) the amo
asset); or

(iii) the date on which the debt was acquired in any other manner (an asset);

which -
as actually incurred by the taxpayer (a liability);
payable in respect of the debt, accrued to the taxpayer (an

(c) Aforward exchange contract: The day on which that contract was entered into;
and

(d) Aforeign currency option contract: The day on which that contract was entered
into or acquired.



4.3

4.4

In terms of the definition of "realised", the time of realisation of an exchange item is, in
the case of -

(@) Loans, advances or debts: When and to the extent that payment is received or
made, or when and to the extent to which the loan, advance or debt is settled or
disposed of in any other manner.

(b) A forward exchange contract: When payment is received or made in respect of
that contract.

(c) A foreign currency option contract: When payment is received or made in
respect of the right having been exercised in terms of that contract, or when such
contract expires without such right having been exercised, or when such contract
is disposed of.

Spot rate transactions (normally transactions in respect of cash balances)
Transactions which are concluded at spot rate, for example§where dollars which are

held in cash are sold for rands, generally allow two busin ays after the day of such
transaction for the delivery of the cash.

, the transaction date and
, generally the date on which
action, the transaction date (if
lisation (if currency has been sold),
concluded, irrespective of when the
g two business days.

In terms of the definitions "transaction date" an
the date of realisation is, in the case of a loan
payment is made or received. For a spot r.
currency has been purchased), or the d of
would be the date on which the transa
cash would be exchanged during th

"TRANSLATE"

"Translate" defines the pr@Cessiwhereby an exchange item is, at the end of the year of
rre

assessment, translatedintq, the "eurrency of the Republic. This is accomplished by
multiplying the forei amount of the exchange item by the ruling exchange

rate.
"RULING EX E RATE"
The definition of "ruling exchange rate" determines for every type of exchange item, for

the purposes of the determination of an exchange difference, the exchange rates
which are applicable on the relevant dates. A summary thereof appears in annexure B.

4.4.1 GENERAL

Format of use

The term "ruling exchange rate" is defined for purposes of the determination of
exchange differences in respect of exchange items. In order to determine the correct
exchange difference, the ruling exchange rate should be stated in the format of
guantity of rands for every foreign currency unit. The rand/dollar exchange rate is,
therefore, for purposes of this practice note stated as 6,1275 (R6,1275 + $1) and not
as 0,1632 ($0,1632 + R1).



Decimal accuracy

In order to achieve a uniform minimum accuracy level, the ruling exchange rate must
be expressed to at least the fourth decimal, for example R6,2461 + $1.

Various types of ruling exchange rates

"Spot rate" is defined in section 241(1) of the Act as the appropriate quoted exchange
rate for the delivery of currency within a period of two business days. The word
"appropriate" is used to provide for cases where more than one currency exists in a
country, for example, financial rands or commercial rands (in South Africa until
13 March 1995). The rate applied on translation date must be the closing rate quoted
by the authorised foreign currency dealer used by the taxpayer for the relevant day for
a similar amount of foreign currency. The quoted selling rate must be applied in the
case of an exchange item which is a liability and the quoted buying rate where the
exchange item is an asset.

"Forward rate" is defined in section 241(1) as the specifi hange rate at which
currency will be exchanged at a future date, in terms of ard exchange contract.

jion 241(1) of the Act as the
by dividing the amount of the

“ Acquisition rate” and “disposal rate” are defi
exchange rate in respect of an exchange ite
expenditure incurred for the acquisition, or the
of the disposal of the exchange item, a se may be, by the foreign currency

for the remaining period of a forward
another forward exchange contract with similar
2ign currency amount and the maturity date) is
offered by the authorised #Oreigh exchange dealer used by the taxpayer on translation
date. Because the ter matdrity of such other forward exchange contract will be
shorter, the premi r disgount should generally be less than the premium or
discount in respect ofthefgrward exchange contract which is being translated.

exchange contract is the rate
terms (specifically in respec

The rate appli to a foreign currency option contract at translation or realisation
date is usually the rate obtained by dividing the market value of that option on that date
by the foreign currency amount, as specified in that option.

Alternative rates

An "alternative rate" to be used instead of any other rate prescribed in the definition of
"ruling exchange rate", may be used by a taxpayer in the calculation of an exchange
difference, if:

(a) it is determined and applied in terms of generally accepted accounting practice;

(b) the taxpayer applies the rate for accounting purposes; and

(c) the basis on which such rate is determined is approved by the Commissioner.



In exercising his discretion the Commissioner shall take into account the particular
circumstances of the case and also whether the specific rates prescribed in terms of
the definition of "ruling exchange rate" are inappropriate and inapplicable.

4.4.2 LOAN, ADVANCE OR DEBT
The exchange rate which must be used as the ruling exchange rate on the transaction
date and on the date of translation, is normally the spot rate on such date. Where,
however, for accounting purposes and in accordance with generally accepted
accounting practice the taxpayer used the forward rate in terms of a forward exchange
contract, the tax treatment will follow such accounting treatment.
Therefore, if, for accounting purposes, the taxpayer used the spot rate on -
(a) the transaction date, for the initial recording of the transaction; or

(b) the date of translation (year end), to translate the loan, advance or debt,

such spot rate must, for tax purposes, also be used as th
transaction date or that date of translation, as the case

Alternatively, if -

(a) the loan, advance or debt is hedged by % or matching forward exchange

contract; and

(b) the taxpayer used, for accounti oses, the forward rate in terms of such
forward exchange contract -
(i) torecord the loan, ad bt on the transaction date; or

(i) to translate the loag, a ce or debt on the date of translation (year end),

then such forward rate , fortax purposes, also be used as the ruling exchange
rate on that transacti ate opthat date of translation, as the case may be.

The ruling excha e on the date of realisation is normally the spot rate on such
date.

See annexure C, examples 1, 5 and 6.

When the loan, advance or debt is acquired on the transaction date or is disposed of
on the date of realisation and the consideration paid or payable, or received or
receivable, in terms of that acquisition or disposal, is calculated by using a rate other
than the spot rate on that date, the ruling exchange rate, and not the spot rate on such
dates is the "acquisition rate" or the "disposal rate". Should the transaction have taken
place at the "acquisition rate", but the taxpayer used the forward rate to record the
transaction on the transaction date, as set out above, then the ruling exchange rate for
the taxpayer will also be the forward rate.

See annexure C, example 4.
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Valuation of a transaction

Generally the cost price of a purchase transaction or the cost of an expense which is
financed by a loan, advance or debt, or the selling price of a sale transaction or the
value of services rendered, which gives rise to a loan, advance or debt, is determined
by using the spot rate on the transaction date in respect of that loan, advance or debt
for purposes of the Act. Alternatively the transaction is valued with reference to the
forward rate in terms of a related or matching forward exchange contract which has
been entered into to hedge the loan, advance or debt arising from the transaction.

The use of the forward rate as the ruling exchange rate on transaction date in terms of
paragraph (a)(i) of the definition of "ruling exchange rate", has the effect that the
premium or discount on the forward exchange contract is included in the cost price or
selling price of the item which is bought or sold, or the cost of an expense, or the value
of services rendered. Such cost price or selling price is, for purposes of the Act,
considered to be the cash price of such a purchase or sale transaction.

See annexure C, example 5.

The cost price of a fixed asset on which a capital all ce y be claimed, may
include a premium on a related or matching forwar cRange contract, provided that
the following criteria are met:

(a) the forward exchange contract is set re within 3 months from the
acquisition of the asset;

(b) the forward exchange contract
after the transaction date, in€
of the purchase transaction

n entered into prior to, at, or immediately
hedge the loan, advance or debt in respect

loan, advance or forfaccounting purposes in accordance with generally

(c) the forward rate in & the forward exchange contract was used to record the
accepted acco praetice.

However, where ed asset and related liability were, for accounting purposes,
recorded at th rate and the related or matching forward exchange contract
which was used to hedge the transaction, matures more than 3 months after the date
of acquisition of the asset, the premium or discount in respect of the forward exchange
contract may not be spread over the term of the forward exchange contract and the
cost price of the asset must be recorded at the spot rate for tax purposes. The
deductibility of the premium on the forward exchange contract paid or payable or the
taxability of the discount received or accrued is to be determined in terms of the
provisions of sections 11(a) or 11(bB), or the definition of “gross income” in section 1 of

the Act, as the case may be.

Where such a related or matching forward exchange contract is realised on a date prior
to the transaction date for the purchase of the fixed asset, any exchange difference
realised must be treated as an exchange difference in terms of section 241 and may
not be treated as part of the cost price of the fixed asset.

See annexure C, example 15.
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Average spot rate

The ruling exchange rate on the transaction date with regard to exchange items which
are loans, advances or debts, is generally the spot rate on that date. In order to
simplify the recording of large volumes of transactions on different transaction dates,
some undertakings use an average spot rate to record certain currency transactions for
accounting purposes. Such an average spot rate may also, for tax purposes, be used
on the transaction date as the ruling exchange rate in respect of exchange items
which arose from transactions where trading stock was bought or sold, provided the
same rate is used to record such transactions for accounting purposes. This average
rate may, however, not be applied on translation or realisation of the relevant loan,
advance or debt.

If historical spot rates are used to determine the average rates, such historical spot
rates may not be more than two months old. If an average spot rate is based on spot
rates which have been estimated for future periods, the period in respect of which an
average spot rate has been estimated must agree with the period for which such
average spot rate is to be applied for accounting purposes.

Taxpayers who apply an average spot rate to trading sto nsactions must -

(@) notify the Commissioner of the basis used t
any changes in the basis of calculating the,aver

he average rate as well as
ate;

(b) also use such basis for accountin rp@ses in terms of generally accepted
accounting practice; and

(c) apply such basis consistently4 gar to year.
See annexure C, example 9.

4.4.3 FORWARD EXCHAN NTRACT

The ruling exchange n the transaction date is normally the forward rate in terms

contract.

In paragraph (b)(ii) of the definition of ruling exchange rate, the rate which is to be used
at the date of translation (year end) as the ruling exchange rate in respect of a forward
exchange contract, is specified as either -

(@ the market-related forward rate which is available for the remaining period of that
forward exchange contract; or

(b) in the case where the forward exchange contract is an affected contract, the
forward rate in terms of such affected forward exchange contract.

When the taxpayer uses the forward rate in terms of the forward exchange contract as
the ruling exchange rate for a related and matching loan, advance or debt, on the date
of translation, the ruling exchange rate for that forward exchange contract on the date
of translation is also that forward rate.

The ruling exchange rate on the date of realisation is normally the spot rate on that
date.

12



Market-related forward rate available for the remaining period

The use of the market-related forward rate available for the remaining period of the
forward exchange contract, has the effect that exchange differences in respect of that
forward exchange contract are taken into account for tax purposes over the period of
that forward exchange contract. The market-related rate available for the remaining
period of the forward exchange contract should be determined by obtaining from the
authorised foreign exchange dealer used by the taxpayer, the closing rate on
translation date for such remaining period for a similar foreign currency amount.

As an alternative, a rate that is substantially the same as such a market-related forward
rate may be determined by spreading the premium or discount in respect of that
forward exchange contract, over the period of that contract. This is practically
implemented by spreading the difference between the forward rate in terms of that
contract and the spot rate on the transaction date of that contract, over the period of
that contract and by, on each date of translation, adding the amount attributable to the
unexpired portion of the period of that forward exchange contract, to the spot rate on
that date of translation.

The spreading of the premium or discount may effec by applying either a
straight-line or a compounding basis. The compaun sis has the effect that the
amount per compounding period increases towards end of the contract. The rate
determined by either determining a quoted rat e authorised foreign exchange
dealer used by the taxpayer or the calc rket related rate, should be applied
consistently during the term of a forw. ge contract and also to all forward
exchange contracts of the taxpayer.

See annexure C, examples 2, 6

4.4.4 FOREIGN CURRENC&O CONTRACT

A foreign currency option‘gontract is an agreement in terms of which a person acquires
or grants the righ from or sell to any other person, on or before a future date, a
certain amoun nominated foreign currency, at a specified exchange rate. The
person who acquireés the right to buy or sell, is not obliged to act in terms of the
contract. Although performance in terms of a foreign currency option contract is
conditional on the exercising of such right, that right has a market value which
fluctuates as the quoted spot rate of that specified foreign currency changes.

As in the case of loans, advances, debts and forward exchange contracts, fluctuations
in the rand value of foreign currency option contracts are taken into account as
exchange differences for tax purposes. The rand value of a foreign currency option
contract is determined by taking into account various variables. To determine the
ruling exchange rate by reference to a single variable, for example the spot rate of the
nominated foreign currency, will not result in the correct rand value. For this reason,
the ruling exchange rate in respect of a foreign currency option contract must, in all
cases, be calculated.

13



The ruling exchange rate on the transaction date is always nil. The reason for this is
that the Act specifies that the ruling exchange rate for a "foreign currency option
contract" on transaction date should be nil. The acquisition cost (premium) in respect
of a "foreign currency option contract", is immediately deductible for tax purposes and
on the other hand taxable if the taxpayer is the writer or seller of such option contract.
The possibility that the market value of a "foreign currency option contract" on the date
of acquisition may differ from the acquisition cost does not affect the tax treatment
thereof.

The ruling exchange rate on the date of translation is the rate which is determined by
dividing the "market value" of the foreign currency option contract on that date, by the
foreign currency amount specified in that contract.

"Market value" in relation to a foreign currency option contract is defined in section
241(1). Where a taxpayer consistently includes any change in the value of all his
foreign currency option contracts in his accounting profit and the value is determined by
applying a market-related valuation method (which apart from the intrinsic value of that
option, also takes into account variables such as time), then value so determined is
the market value. In all other cases it is the "intrinsic v " ofythat foreign currency
option contract.

“Intrinsic value" is defined in section 24I1(1). It is the gain Which the holder of a foreign
currency option contract could realise by exercisi ption contract at a given time,
because the option strike rate at that time is m rable than the spot rate. When
t will result in a loss for the holder of
that contract, the intrinsic value is nil fo Ider and writer, because that option
would not be exercised under such gire tances. This evaluation must be done on
date of translation even where the of'the foreign currency option contract does
that date, but only on maturity of the option.

The "market value" of reign currency option contract is, for the writer of such
contract a negative val iability) of which the absolute value is equal to the market
value of such contragtfer the'older thereof. This means that where the market value
of a foreign currency‘ep contract increases for the holder of such contract and an
exchange gain c ently accrues to such person in respect thereof, the writer of
such contract i n exchange loss of the same magnitude.

In terms of the definition of "realised", a foreign currency option contract may be
realised in three ways, namely -

(a) by exercising the right in terms of that contract;

(b) by allowing such contract to expire without exercising the right in terms thereof; or
(c) by the disposal of that contract during the term thereof.

If a foreign currency option contract is realised by the exercising thereof, or by allowing
the contract to expire without it being exercised, the ruling exchange rate is calculated
by dividing the market value of that foreign currency option contract by the relevant
foreign currency amount. The market value of a foreign currency option contract at the

exercising thereof is equal to the intrinsic value at that time. The market value of a
foreign currency option contract which has expired, is always nil.
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It is important to note that the option holder's loss is limited to the premium paid or
acquisition cost, but his profit potential is unlimited, while the writer's profit is limited to
the premium received or consideration received on disposal, but his loss potential is
unlimited.

See annexure C, example 3.

If a foreign currency option contract is realised by the disposal thereof, then the ruling
exchange rate is calculated by dividing the amount received or accrued as a result of
the disposal thereof, by the foreign currency amount.

4.4.5 AFFECTED CONTRACT

Where a taxpayer takes out cover by way of either a forward exchange contract or a
foreign currency option contract to serve as a hedge for future loans, advances or
debts in foreign currency the amounts of which (both capital and interest) can be
determined with certainty, the forward exchange contract should be translated at the
forward rate and the foreign currency option contract shouldybe translated at the rate
determined by dividing the consideration (e.g. premium i
received on acquisition of the foreign currency option c he foreign currency
amount of that contract. This option is available on rethe underlying exchange
item has not yet arisen at year-end, but for whi ement has already been
entered into and -

(@ the loan, advance or debt will be uti acquire any asset or to finance any
expense; or

(b) the loan, advance or debt wil
services,
in the ordinary course of the taxp 's'trade.

the sale of any asset or the supply of any

The effect will be that hange differences will arise on the translation of a forward
exchange contract eigneurrency option contract entered into to serve as a hedge
in respect of such a leanjadvance or debt until the underlying exchange item comes
into existence.

See annexure C, e ple 16.

5. SECTION 24I(3) - TRANSITIONAL EXCHANGE DIFFERENCES

"Transitional exchange difference" is defined in section 241(1). It is the accumulated
unrealised foreign exchange gain or loss which, in respect of certain exchange items,
existed on the date of commencement of section 241. Every transitional exchange
difference is included in income, or deducted therefrom, in terms of section 241(2) if it
complies with the basic requirements of that section. Such inclusion or deduction must
be effected taking into account the phasing-in provisions, as incorporated in section
241(3).

Section 24| of the Act came into effect from the beginning of the first year of
assessment ending on or after 1 January 1994. Therefore, if the taxpayer's year of
assessment ends on 28 February 1994, the date of commencement would be
1 March 1993.

15



Transitional exchange differences are determined in respect of all exchange items
which existed on the last day of the year of assessment which ended prior to the
commencement of section 241, except for loans, advances or debts contemplated in
paragraph (b) of the definition of "exchange item", which are of a capital nature. The
capital nature of these exchange items should be determined according to the ordinary
rules relating to capital versus income.

An example of a loan in respect of which a transitional exchange difference need not
be determined, is a long-term loan from a South African holding company (which loan
is not floating or circulating capital in the hands of the lender) to its foreign subsidiary,
where such loan forms part of the fixed investment in such subsidiary by such holding
company.

In order to determine a transitional exchange difference, the provisions of section 24l
are deemed to apply on the transaction date of the relevant exchange item and on the
last day of the year of assessment (date of translation) which ends immediately prior to
the commencement of section 241. The transitional exchange difference is calculated
by multiplying the difference between the ruling exchange rate on those two dates, by
the foreign currency amount of the exchange item.
difference so determined must, however, be adjusted t at all the exchange
gains or losses which have already been taken int reviously to determine
taxable income in terms of any other section of the Att, not included in income or
allowed as a deduction more than once.

Transitional exchange differences are ph inin terms of section 241(3), as follows -

(a) transitional exchange differen
assessment after the com
assessment ending on or d
as a deduction in such year

ich are realised in the first year of
ent” of section 241 (that is the first year of
puary 1994) are included in income or allowed
essment; and

(b) in respect of thos itional exchange differences which are not realised in that
first year -
(i) 50 per centiis ingluded in income or allowed as a deduction in that first year;
and

(i) the
the succe

e of 50 per cent is included in income or allowed as a deduction in
ing year.

It must be noted that exchange differences are to be calculated and treated in
terms of section 241(2) in the case of all exchange items in existence after the
date when a transitional exchange difference is determined in respect of such an
exchange item.

See annexure C, example 14.
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SECTION 24I(4) - PREMIUMS AND DISCOUNTS
Foreign currency option contracts

There is normally a premium or similar consideration payable when entering into a
foreign currency option contract and consideration payable when an existing foreign
currency option contract is acquired. The inclusion in, or deduction, of a premium or
consideration which is paid or received, from the income of a taxpayer is governed by
section 241(4)(a).

Such inclusion or deduction is conditional upon such foreign currency option contract
being entered into or acquired by the taxpayer in the course of any trade carried on by
him within the Republic. See paragraph 3 of this practice note for the discussion of the
concept of "... the carrying on of any trade within the Republic".

In terms of section 241(4), any premium or similar consideration -

(a) received or paid in respect of the entering into ign currency option
contract by a person in the course of his trade, isfi ed"in the income of the
writer of that contract and is deducted from o} of the holder of that
contract, as the case may be (see example 3y;

(b) paid by a person in respect of the acq of an existing foreign currency
option contract, is deducted from th&Nincome of the person who acquired that
contract.

See also under paragraph 12
contract".

Forward exchange Co&
On recording of a tr tionfier accounting purposes, there may be instances where a

loan, advance or debfiis recorded at the forward rate, in accordance with the alternative
treatment, as de in paragraph 4.4.2, but the underlying asset, liability, item of
income or exp re is not recorded at the forward rate. In such situations the
premium or discount’not included in the amount of the underlying asset, liability, item of
income or expenditure, must be spread on a day-to-day basis over the term of the
forward exchange contract when calculating the taxpayer's taxable income.

or acquisition of a foreign currency option

See annexure C, example 5.4.

SECTION 24I(5) - PREMIUMS/DISCOUNTS ON FORWARD EXCHANGE
CONTRACTS

Section 241(1) defines a "premium or discount on a forward exchange contract" as
follows -
"means the amount obtained by applying the difference between the forward
rate in respect of a forward exchange contract and the spot rate on the date on
which such forward exchange contract was entered into, to the foreign currency
amount specified in such forward exchange contract;".

17



Section 241(5) identifies various circumstances under which an exchange difference in
respect of a loan, advance or debt, includes such a premium or discount on a forward
exchange contract.

When this occurs, the premium or discount portion included in such exchange
difference must, in the application of section 241(2), be included in the income of the
taxpayer or deducted therefrom, on a day-to-day basis over the period of the forward
exchange contract. These circumstances occur when the ruling exchange rates in
respect of such loan, advance or debt comprise one of the following combinations -

Combination First ruling exchange rate Second ruling
Exchange rate
1. Spot rate on the transaction date Forward rate
2. Spot rate on previous date of translation (end of | Forward rate
preceding year of assessment)
3. Forward rate which differs from the forward ard rate
which is used as the second ruling exchang
rate because the original forward excha
agreement has been replaced by an
forward exchange contract
4, An alternative rate prescribe th An alternative rate
Commissioner to any of th ing 3 rates prescribed by the
Commissioner to a
forward rate

See annexure C, example

SECTION 24I(6) - DOUBLENDEDUCTION OR DOUBLE INCLUSION

Section 241(6) psevents double deduction or double taxation of any exchange
difference, premi iscount in respect of a forward exchange contract, transitional
exchange differ or a premium or other consideration in respect of, or in terms of a

foreign currency option contract. This is accomplished in that that section provides that
where such inclusion in, or deduction from income can also be dealt with under any
other provision of the Act, then the inclusion or deduction must be made in terms of
section 241 instead of in terms of such other provision of the Act.

SECTION 24I(7) - POSTPONEMENT OF EXCHANGE DIFFERENCES

The purpose of section 241(7) is to postpone the inclusion in, or deduction from the
taxpayer's income, of exchange differences in terms of section 241(2) and premiums or
other consideration in terms of section 241(4), until the year of assessment in which the
assets (as mentioned in the subsection) to which it relates, are brought into use for
purposes of that person's trade.

This postponement applies to -
(@) any exchange difference arising in respect of a loan, advance or debt which is

utilised by a taxpayer for purposes specified in section 241(7)(a)(i) and (ii);
18



(b) any exchange difference in respect of a forward exchange contract or foreign
currency option contract which is entered into by the taxpayer in (a) above to
serve as a hedge for such existing or future loan, advance or debt mentioned in
(a) above; and

(c) any premium or other consideration in respect of a foreign currency option
contract which is entered into or acquired by the taxpayer in (a) above to serve as
a hedge for such existing or future loan, advance or debt mentioned in (a) above.

Loan, advance or debt which is still to be obtained or incurred

Section 24I(7) of the Act provides inter alia for the postponement to a later year of
assessment of either any exchange difference in respect of a forward exchange
contract or a foreign currency option contract which is entered into or any premium or
other consideration paid or payable in respect of a foreign currency option contract
which is entered into or acquired to serve as a hedge in respect of a loan or advance
obtained or to be obtained, or a debt incurred or to be incurre

Sufficient proof that such forward exchange contract or
was entered into as a hedge in respect of a loan, a debt which is still to be
obtained or incurred, as the case may be furnished before such
postponement of exchange differences, or an or other consideration will be
allowed. Factors which will be taken into acc i
taxpayer to hedge a transaction, include

currency option contract

unt of the relevant exchange items,
agreements.

no longer be acquired or enter
further postponement shall take and the exchange differences, premium or other

consideration shall be ta int@ account in the determination of the taxable income in
that year. The same pfinGiple apply if the assets are not brought into use or the
expenditure is not in d, asithe case may be.

See annexure C, les 10 and 11.

Apportionment

The exchange difference, or premium, or other consideration, as contemplated in
section 241(7)(b) and (c) of the Act, is postponed in terms of that section only to the
extent that the relevant forward exchange contract or foreign currency option contract
serves as a hedge in respect of an existing or future loan, advance or debt which is
obtained or incurred or will be obtained or incurred, for the purposes mentioned in
paragraph (a) of section 24I(7).

It is possible that the foreign currency amount of a forward exchange contract or
foreign currency option contract, may exceed the portion of the foreign currency
amount of the loan, advance or debt which is or will be utilised for such purposes. It is
also possible that a single forward exchange contract or foreign currency option
contract may serve as hedge for more than one loan, advance or debt, of which some
are not utilised for such purposes. An apportionment must be done in such cases in
order that only the appropriate portion of the exchange difference, or premium, or other
consideration is postponed.
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10.

See annexure C, examples 10 and 11.
Subject to sections 36 and 37E

Section 241(7) of the Act postpones the inclusion in, or deduction of an exchange
difference or premium or other consideration, from a taxpayer's income, until the year
of assessment in which the qualifying assets are brought into use for purposes of the
taxpayer's trade.

If any deduction in respect of the cost of a qualifying asset is to be allowed having
regard to section 36 or 37E, then the inclusion or deduction of such exchange
difference, premium or other consideration, shall be postponed only until the first year
of assessment in which a deduction in respect of such qualifying asset is to be taken
into account in the taxpayer's taxable income, taking into account the provisions of
section 36 or 37E.

See annexure C, example 11.

SECTION 24I(7A) - SPREADING OF EXCHANGE DIF

Companies often make loans or advances to, or recei s or advances from, other
companies in a group of companies, which lo or nces are of a capital nature.

A relief measure is available to soften the im axation in respect of unrealised
gains or losses arising from loans or an€es between companies which are

connected persons.

To qualify, a loan or advance mustfb a capital nature and should not be covered by
a forward exchange contract. U dégains and losses on loans or advances which
arose from the commencement ction 241 (excluding unrealised losses attributable
to loans and advance a before 1 January 1995 in respect of years of
assessments ending 1 January 1996) shall qualify for the spreading of the
exchange differenc

The spreading is
income, as the
difference. The de

t about by annually including in or deducting from a company's
may be, 10 percent only of the deferred amount of an exchange
red amount consists of the sum of -

(a) unrealised exchange differences which arise during a current year of assessment
in relation to a qualifying exchange item; and

(b) the unrealised exchange differences, which arose in previous years, in relation to
such qualifying exchange item, reduced by such portions which have already
been taken into account in income.

The spreading consequently takes place on the reducing balance basis.

The deferred amount of exchange differences, as at the end of the preceding year of

assessment, which has not been taken into account for tax purposes, must be reduced
by -
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11.

(@) an amount which bears to the deferred balance the same ratio as any reduction in
the amount of the uncovered loan or advance expressed in the foreign currency
from the end of the preceding year of assessment to the end of the current year of
assessment bears to the amount of the uncovered loan or advance at the end of
the preceding year of assessment; and

(b) 100 per cent if the loan or advance is -
() no longer between companies which are connected persons;
(i) no longer of a capital nature; or
(ii) notin existence.

Any reduction in the deferred balance must be included in or deducted from the
taxpayer's income, as the case may be, during the relevant year of assessment.

Where a qualifying exchange item is converted into a qualifying exchange item
expressed in another foreign currency, any exchange difference arising as a result of
the conversion, shall be included in the deferred amount in relation to the old qualifying
exchange item. After conversion, the old and the new qualifying exchange items are
deemed to be one and the same exchange item. The a the exchange item at
the end of the preceding year must be restated in the the new exchange
item by applying the -

(a) exchange rate at which the conversion to la
(b) disposal rate of the old qualifying ex elitem; or

(c) acquisition rate of the new qualifyi change item.

See annexure C, example 13
SECTION 24I(8) - ANTI- IDANCE RULES

Where -

(@) (i) any for change loss was incurred in respect of a transaction entered
into erson; or
(i) any premium or other consideration was paid in respect of or in terms of a
foreign currency option contract entered into or acquired by a person; and

(b) such transaction was entered into or such foreign currency option contract was
entered into or acquired, solely or mainly to enjoy a reduction in tax by way of a
deduction from income,

such loss, or premium or other consideration shall not be allowed as a deduction from

such person's income in terms of subsection (2) or (4) of section 241.

The provisions of section 103(1) may, however, also be applied, in addition to the
provisions of section 241(8).
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12. DISPOSALS AND ACQUISITIONS
Disposal or acquisition of a loan, advance or debt

Paragraphs (c) and (d) of the definition of "transaction date" in section 24I(1),
determine the transaction date for the acquisition by a person of an existing loan,
advance or debt which is an asset. Paragraph (a) of the definition of "realised"
determines the date of realisation where a loan, advance or debt is disposed of. The
terms "acquisition rate" and "disposal rate" are also defined in section 241. The proviso
to paragraph (a) of the definition of "ruling exchange rate" prescribes the
circumstances whereunder the acquisition and disposal rates should be applied (see
annexure C, example 4).

Disposal or acquisition of a forward exchange contract

Reserve Bank regulations currently require that a fixed and determined currency
obligation must exist before a forward exchange contract be entered into. The
transfer of ownership of an existing forward exchange ¢ C way of negotiation,
cession or in any other manner, is therefore an exceptiofytoithe rule. Where, however,
a disposal or acquisition of a forward exchange co kés place at an exchange
rate other than the spot rate or forward rate as in the Act, an alternative
rate, which is used for accounting purposes interms enerally accepted accounting
practice, will be acceptable.

Disposal or acquisition of a foreign c tion contract

When a foreign currency option
premium or like consideration p
or like consideration paid, is,4n t
person who wrote the option
acquired the option.

riginally entered into, there is generally a
he person acquiring the option. A premium
of section 241(4)(a), included in the income of the
d is deducted from the income of the person who

There is a market.for'existing foreign currency option contracts. They can therefore be
traded after bein . The consideration paid in respect of the transfer of a foreign
currency optio act is, in terms of section 241(4)(a)(ii), deducted from the income
of the person who acquired the option. Such consideration is, however, included in the
income of the person who disposed of the option, not directly, but indirectly, by reason
of the fact that such consideration is used to determine the ruling exchange rate in
respect of that foreign currency option contract on the date of realisation. In this regard

see paragraph (c)(iii) of the definition of "ruling exchange rate".
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13. THE TREATMENT OF BAD DEBTS
Bad debts: provision and write-off thereof

Bad debts in respect of exchange items must be determined after providing for
adjustments as a result of fluctuations in the underlying exchange rates. This means
that where an exchange item became bad or the recovery thereof became doubtful,
the loss, bad debt or allowance in terms of sections 11(a), 11(i) and 11(j), in respect of
such an exchange item, are based on an amount which takes into account all
exchange differences which were, or will be, included in or deducted from the
taxpayer's income in any previous year or in the current year of assessment. This is
achieved by basing such loss, bad debt, or allowance on the amount which is obtained
by multiplying the spot rate, in respect of such exchange item on the date of write-off,
by the foreign currency amount (to the extent that it is irrecoverable) of such exchange
item.

The total deduction which is determined in the above-mentiohed manner for purposes
of section 11(j), is included, in terms of that section, i Ingome of the taxpayer
during the succeeding year of assessment.

Exchange items, to the extent that the foreignycufre amount thereof became
irrecoverable and in respect of which a loss ora ba t was allowed as a deduction
from income in terms of sections 11(a) and 11( or practical purposes, considered
to have been realised for purposes o 24]. Thus, no further exchange
differences are thereafter taken into @ [Or tax purposes in respect of such
exchange items, except in respect ofsthat“portion of the amount of the exchange item

written-off, which is recouped or €€ ed”at a later stage. In this regard see the
paragraph dealing with the reco ent of'bad debts written-off.

An exchange differencegon “debt written off, calculated from the translation or
transaction date to the write,off date will, therefore, be included in taxable income and
the amount of the d anslated on write off date will be considered as a deduction in
terms of sections 41(a) ord.1(i).

Exchange item espect of which an allowance in terms of section 11(j) has been
granted, remain exChange items until the date on which they are realised in a manner
defined in section 24I(1) or until they become irrecoverable, with the result that
exchange differences in respect of such exchange items should still be taken into
account for tax purposes.

See annexure C, example 7.
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14.

15.

Recoupment of bad debts written off

When a taxpayer recoups amounts in relation to an exchange item in respect of which
a loss or a bad debt was claimed and deducted in terms of sections 11(a) or 11(i), the
total amount recouped by him is included in his taxable income in the year of
assessment in which such recoupment occurred. The recoupment can be broken
down into two parts. The first portion is that portion of the amount which was written off
in terms of section 11(a) or 11(i) and which is now recouped. Such portion is recouped
in terms of section 8(4)(a). The second portion of the “recoupment” is the exchange
difference, in respect of that portion of the exchange item which was written off but
which is now recouped, which should have been calculated had such portion not, for
practical purposes, been considered realised for purposes of section 24l, as
determined above. The reason for this is that the debt is an exchange item until the
date when it is repaid; the write-off of a bad debt does not constitute repayment,
settlement or disposal thereof.

See annexure C, example 7.

ASSESSED LOSS

Exchange differences which are taken into acc determination of the
taxpayer's taxable income in terms section 24| of¢he Act;vmay give rise to or increase
an assessed loss.

OBJECTION AND APPEAL

South African Revenue Service under
al’in terms of section 3(4) of the Act.
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ANNEXURE A

DETERMINATION OF THE TAXATION OF GAINS AND
LOSSES ON FOREIGN EXCHANGE TRANSACTIONS

Did thegain or loss occur in
respect of an exchange item No
as defined in section 241(1)?

Determine the
exchange
difference

Does the exchange differe
meet the requirements q

Determine the
relevant portion
of the exchange
difference

\ No
Does the exchange differenc Does the exchange difference
meet the requirements of 0 meet the requirements of
section 241(7A)? section 241(7)?

\ Yes
Yes
v

Include the exchange Include 10% of deferred Carry the exchange Use the other sections of
differenceinincomeif a amount inincomeif a difference forward to the the Act

gain and deduct from gain and deduct 10% of relevant future year of

incomeif aloss the deferred amount from assessment

incomeif aloss
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RULING EXCHANGE RATES

ANNEXURE B

EXCHANGE ITEMS

LOAN, ADVANCE OR
DEBT (L, A or D)

FORWARD EXCHANGE
CONTRACT (FEC)

FOREIGN CURRENCY
OPTION CONTRACT

Transaction date

Spot rate on transaction date (or
acquisition rate %)

or

If a related or matching FEC is
entered into to hedge the L, A or
D and the forward rate ito such
FEC was used to record the L, A
or D for accounting purposes,
such forward rate

Forward rate in terms of the
FEC

Nil rate

Date of translation

Spot rate on date of translation
or

If a related or matching FEC is
entered into to cover the L, A or
D and the forward rate ito such
FEC was used to translate the
L, A or D for accounting
purposes, such forward rate.

Market related forward
available for the remaining
term of the FEC

used to
, such

or

Rate is determined as follows:

Market value =
foreign currency amount

or

In the case of an affected
contract, consideration paid or
received + foreign currency
amount

Date of realisation

N

Spot rate on date o IS

(or disposal rate ?)

Spot rate on date of realisation

Rate calculated as follows:
(i) If option is exercised or
has matured:

Market value +
Foreign currency amount

(i) If option is disposed of:

Receipt from disposal +
foreign currency amount

Notes:

If the loan, advance or debt is acquired and any consideration paid or payable in respect of the acquisition of such loan,
advance or debt was determined by using a rate other that the spot rate on the transaction date, then such other rate (defined
as the "acquisition rate" in section 241(1)), must be used as the ruling exchange rate. (See example 4)

If the loan, advance or debt is disposed of and any consideration received or receivable in respect of the disposal of such
loan, advance or debt was determined by using a rate other than the spot rate on the date of realisation, then such other
rate(defined as "disposal rate" in section 241(1)), must be used as the ruling exchange rate. (See example 4)

An alternative rate to any of the aforementioned rates may be prescribed by the Commissioner, if such alternative rate is used
for accounting purposes in terms of generally accepted accounting practice and such aforementioned rates are inappropriate

and inapplicable.
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EXAMPLE 1
NORMAL LOAN (DOLLAR OBLIGATION)
The taxpayer borrowed $100 000 on 31-01-1998.

The loan was repayable on 30-06-1998.
The tax year ends on 28 February.

MARKET RATES FOR PURPOSES OF THE EXAMPLE
DATE SPOT RATE
R/$
31-01-1998 6,4200
28-02-1998 6,4500
30-06-1998 6,6000
YEAR END 28-02-1998
Ruling exchange rates:
Transaction date (31-01-1998) ,4200
Date of translation (28-02-1998) 6,4500
Exchange difference:
[(6,4200 - 6,4500) x $100 Q R3 000 loss
YEAR END 28-02-1999
Ruling exchange rates:&a
Previous d tranSlation (28-02-1998) 6,4500
Date of rgalisationy30-06-1998) 6,6000
Exchange di e:
[(6,4500 - 6,6000) x $100 000] R15 000 loss
NET TAX RESULT R18 000 loss
(- R3 000 - R15 000)
RECONCILIATION
Rand equivalent on transaction date R642 000
($100 000 x 6,4200)
Rand equivalent on date of realisation R660 000
($100 000 x 6,6000)
Net loss R 18 000
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EXAMPLE 2

FORWARD EXCHANGE CONTRACT

The taxpayer entered into a forward exchange contract on 01-01-1998 in terms of which
$150 000 would be purchased on 30-06-1998 at a forward rate of 6,5200. The dollars
purchased on 30-06-1998 were immediately resold at the spot rate. The taxpayer's financial
year ends on 28 February.

MARKET RATES FOR PURPOSES OF THE EXAMPLE
DATE SPOT RATE FORWARD RATE
R/$ 6 MONTHS 4 MONTHS
01-01-1998 6,4000 6,5200
28-02-1998 6,4500 6,5400
30-06-1998 6,5800

Two methods of treatment are possible, for tax purposes:

Method 1 -

Method 2 -

YEAR END 28-02-

The market related forward rategayailable for the remaining period of the
forward exchange contract is ug ruling exchange rate on the date of
translation.

The difference between, tf ard rate in terms of the forward exchange
contract and the spot ra e transaction date of such contract, is spread
over the period contract. The portion of such difference which is
attributable to erio@ of such forward exchange contract which has not
expired on hﬁ f translation, is added to the spot rate on such date of

translation, iR order to determine the ruling exchange rate.

Method Method
1 2
Ruling exchange rates:
Transaction date 6,5200 6,5200
Date of translation 6,5400 6,53001
1. 6,4500 + [(6,5200 - 6,4000) x 4 + 6]
Exchange difference :
[(6,5200 - 6,5400) x $150 000] +R3 000
[(6,5200 - 6,5300) x $150 000] +R1 500
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YEAR END 28-02-1999

Method Method
1 2
Ruling exchange rates :
Previous date of translation 6,5400 6,5300
Date of realisation 6,5800 6,5800
Exchange difference :
[(6,5400 - 6,5800) x $150 000] +R6 000
[(6,5300 - 6,5800) x $150 000] +R7 500
NET TAX RESULT R9 000 gain
(+ R3 000 + R6 000) or (+ R1 500 + R7 500)
RECONCILIATION
Rands paid on date of realisation R978 000
(6,5200 x $150 000)
Rands received on date of realisation R987 000
(6,5800 x $150 000)
Net gain Q R 9000

E
FOREIGN CURRENCY OPTION €0 C

On 01-01-1998 the taxpayerd€ongcluded a foreign currency option contract in terms of which
the right was obtained to hasey$80 000 on 30-06-1998 at a rate (the option strike rate)
of 6,4000. The premi the option contract amounted to R4 000. The taxpayer used a
market related valuati od for accounting purposes, to value the option at year end.
The option was exerei on 30-06-1998 and the dollars obtained were sold on the same
day at the spot rate. The'tax year ends on 28 February.

MARKET RATES FOR PURPOSES OF THE EXAMPLE

DATE SPOT RATE
R/$
01-01-1998 6,4000
28-02-1998 6,4500
30-06-1998 6,6000




YEAR END 28-02-1998
Ruling exchange rates:

Transaction date (01-01-1998) 0,0000
Date of translation (28-02-1998) 0,0650
(See calculation 1)

Exchange difference:
[(0,0000 - 0,0650) x $80 000] R5 200 gain

Note:
The premium of R4 000 is deductible from income, in this year of assessment, in terms of section 241(4)(a).
YEAR END 28-02-1999
Ruling exchange rates:
Previous date of translation (28-02-1998)
Date of realisation (30-06-1998) 0

(See calculation 2)

Exchange difference: R10 800 gain
[(0,0650 - 0,2000) x $80 000]

NET TAX RESULT Q‘i R16 000 gain
(+ R5 200 + R10 800) Q
RECONCILIATION %
Rands paid on date @tion R512 000
($80 000 x 6,4000 \
te
0

realisation R528 000

Rands receive
($80 000 x

Net gain R 16 000

Calculations:

(2) Intrinsic value [(6,4500 - 6,4000) x $80 000] 4 000
Time value (Estimated) 1 200
Market value of option contract R5 200
Ruling exchange rate (R5 200 + $80 000) 0,0650
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(2)  Intrinsic value [(6,6000 - 6,4000) x $80 000] 16 000

Time value 0
Market value of option contract R16 000
Ruling exchange rate (R16 000 + $80 000) 0,2000

Note:

The tax result for the writer of a foreign currency option contract is always exactly the opposite of the result for the
holder of such contract. In this example the tax result for the writer of the foreign currency option contract will
therefore be -

YEAR END 28-02-1998

Exchange difference R5 200 loss
Premium received R4 000 gain

YEAR END 28-02-1999

Exchange difference R10 800 loss

EXAMPLE 4

ACQUISITION AND DISPOSAL OF A DEBT (DOLL ET)

On 31-01-1998 a bank purchased a debt o
bank sold the same debt to another ban
on 28 February.

rom a business for R165 000. The
4-1998 for R174 000. The tax year ends

MARKET RATE ‘POSES OF THE EXAMPLE
DATE SPOT RATE
R/$
31-01- 6,4200
28-02-1998 6,4500
30-04-1998 6,5300
YEAR END 28-02-1998
Ruling exchange rates:
Transaction date (31-01-1998) 6,3462
(See calculation 1)
Date of translation 6,4500
Exchange difference: R2 700 gain

[(6,3462 - 6,4500) x $26 000]
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YEAR END 28-02-1999
Ruling exchange rates:
Previous date of translation (28-02-1998) 6,4500
Date of realisation 6,6923

(See calculation 2)

Exchange difference: R6 300 gain
[(6,4500 - 6,6923) x $26 000]

NET TAX RESULT R9 000 gain

(+ R2 700 + R6 300)

RECONCILIATION

Rands paid on transaction date R165 000

Rands received on realisation R174 000

Net gain R 9000
Calculations :

(2) Costs incurred to acquire debt Q R165 000
Foreign currency amount of debt $26 000

Acquisition rate (R165 000 + $26 6,3462
(2) Amount received on disposal R174 000
Foreign currency amount e $26 000
Disposal rate (R174 000 $26,000 6,6923
EXAMPLE 5
DEBT (DOLLAR O TION) HEDGED BY A FORWARD EXCHANGE CONTRACT

The taxpayer imported stock to the value of $100 000. He took delivery of the stock on
01-12-1997. On this date he became liable for the purchase price. The debt was payable
on 31-05-1998. The taxpayer entered into a forward exchange contract on 01-12-1997. In
terms of this contract he would purchase $100 000 on 31-05-1998 at a forward rate of
6,4900. The taxpayer's financial year ends on 28 February.
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MARKET RATES FOR PURPOSES OF THE EXAMPLE
DATE SPOT RATE FORWARD RATE
R/$ 6 MONTHS 3 MONTHS
01-12-1997 6,3700 6,4900
28-02-1998 6,4500 6,5100
31-05-1998 6,5600

5.1 The transaction was recorded on the transaction date at the spot rate, for
accounting purposes. At the end of the financial year (date of translation) the
debt was translated at the spot rate, for accounting purposes.

Accounting recording of the transaction
Dr Purchases (Stock) R6
Cr Creditor R637 000
($100 000 x 6,3700)
YEAR END 28-02-1998 ?\
Debt Q~
Ruling exchange rates:
Transactio -1997) 6,3700
Date of @ (28-02-1998) 6,4500
Exchange Nf: R8 000 loss
[( - By4500) x $100 000]
Forward exch contract
Ruling exchange rates:
Transaction date (01-12-1997) 6,4900
Date of translation (28-02-1998) 6,5100
Exchange difference: R2 000 gain

[(6,4900 - 6,5100) x $100 000]



YEAR END 28-02-1999
Debt
Ruling exchange rates:

Date of previous translation (28-02-98) 6,4500
Date of realisation (31-05-1998) 6,5600

Exchange difference: R11 000 loss
[(6,4500 - 6,5600) x $100 000]

Forward exchange contract
Ruling exchange rates:

Date of previous translation (28-02-98) 6,51
Date of realisation (31-05-1998)

Exchange difference: R5 000 gain
[(6,5100 - 6,5600) x $100 000]
NET TAX RESULT ?\
(- R8 000 + R2 000 - R11 000 R12 000 loss
RECONCILIATION Q
Cost price of stock on tr. ction date R637 000
($100 000 x 6,37,
Rands paid to ase $100 000
on 31-05-1 R649 000
($100 000 x 6,49Q0)
Net lo R 12 000
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5.2 The transaction was recorded on the transaction date at the forward rate, for
accounting purposes. At the end of the financial year (date of translation) the
debt was translated at the forward rate, for accounting purposes.

Accounting recording of the transaction

Dr Purchases (Stock) R649 000

Cr Creditor R649 000
($100 000 x 6,4900)

The forward exchange contract was not recorded separately.

The premium on the forward exchange contract is included in the cost price
of the stock which is taken into account as a deduction for tax purposes in
terms of sections 11(a) and 22.

YEAR END 28-02-1998
Debt
Ruling exchange rates:

Transaction date (01-12-198
Date of translation (28-0 @‘

Exchange difference: R nil
[(6,4900 - 6,4 00]

Forward exchange con

Ruling excha? :
T tiorydate (01-12-1997) 6,4900
ate oftranslation (28-02-1998) 6,4900
Exchange difference: R nil

[(6,4900 - 6,4900) x $100 000]
YEAR END 28-02-1999
Debt
Ruling exchange rates:

Date of previous translation (28-02-98) 6,4900
Date of realisation (31-05-1998) 6,5600

Exchange difference: R7 000 loss
[(6,4900 - 6,5600) x $100 000]
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Forward exchange contract
Ruling exchange rates:

Date of previous translation (28-02-98) 6,4900
Date of realisation (31-05-1998) 6,5600

Exchange difference: R7 000 gain
[(6,4900 - 6,5600) x $100 000]

NET TAX RESULT R nil

(RO + RO - R7 000 + R7 000)

RECONCILIATION

Cost price of stock on transaction date R649 000
($100 000 x 6,4900)
Rands paid to purchase $100 000 on
31-05-1998 R649 000
($100 000 x 6,4900)
Net loss v R nil
Note:
The premium on the forward exchange cg i ded in the cost price of the stock. The premium is
therefore indirectly allowed as a deductjo % e tax purposes in terms of section 11(a).

The transaction was r n the transaction date at the spot rate, for
accounting purposes£At the end of the financial year (date of translation) the
debt was translated at the forward rate, for accounting purposes.

Accountin ding of the transaction

Dr Purchas tock) R637 000

Cr Creditor R637 000
($100 000 x 6,3700)

Dr Premium on forward exchange contract R 12 000

Cr Creditor R 12 000

[$100 000 x (6,4900 - 6,3700)]

The forward exchange contract was not accounted for separately.
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YEAR END 28-02-1998
Debt

Ruling exchange rates:

Transaction date (01-12-1997) 6,3700
Date of translation (28-02-1998) 6,4900
Exchange difference: R12 000 loss

[(6,3700 - 6,4900) x $100 000]

Note:
This exchange difference (loss) of R12 000 complies with the provisions of section 241(5) and the

premium portion thereof (in this case the full exchange difference) must be spread on a day-to-day
basis over the period of the forward exchange contract.

Portion of the exchange difference allocated to t
1998 year of assessment R6 000 loss
(R12 000 x 3 + 6)

Forward exchange contract
Ruling exchange rates: ;
Transaction date (0 ) 6,4900
Date of translation 6,4900

Exchange differenc R nil

[(6,4900 -£6,4900) x $100 000]

\!

YEAR END 999

Debt
Portion of the premium portion of the
exchange difference on 28-02-1998 allocated

to the 1999 year of assessment R6 000 loss
(R12 000 x 3 + 6)
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5.4

Debt
Ruling exchange rates:

Date of previous translation (28-02-98) 6,4900
Date of realisation (31-05-1998) 6,5600

Exchange difference: R7 000 loss
[(6,4900 - 6,5600) x $100 000]

Forward exchange contract
Ruling exchange rates:

Date of previous translation (28-02-98) 6,4900

Date of realisation (31-05-1998) 6,5600
Exchange difference: R7 000 gain
[(6,4900 - 6,5600) x $100 000]
NET TAX RESULT R12 000 loss
(-R6 000 + RO - R6 000 - R7 000 + R%
RECONCILIATION
Cost price of stock on tran§ date R637 000
($100 000 x 6,3700)
Rands paid to purchase 000 on 31-05-1998 R649 000
($100 000 x 6,49
Net loss

\ R 12 000

The debt

accounting purposes. The stock was recorded at spot rate.

Accounting recording of the transaction

Dr Purchases (Stock) R637 000
Dr Premium on forward exchange contract R 12 000
Cr Creditor R649 000

Although the creditor was recorded at the forward rate, the cost price of the
stock purchased was fixed at the spot rate. The forward exchange contract
was not recorded separately.
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YEAR END 28-02-1998
Debt

Ruling exchange rates:

Transaction date (01-12-1997) 6,4900
Date of translation (28-02-1998) 6,4900
Exchange difference: R nil

[(6,4900 - 6,4900) x $100 000]

Premium:
[(6,4900 - 6,3700) x $100 000] R12 000

Note:

The premium of R12 000 complies with the provisions of section 24[(4)(b) and must be spread on a
day-to-day basis over the period of the forward exchange cont

Portion of the exchange difference allocated
to the 1998 year of assessment R6 000 loss

(R12 000 x 3 + 6)
Forward exchange contract E

Ruling exchange rates:

Transaction date 97) 6,4900

Date of tran -02-1998) 6,4900
Exchange diffefence: R nil
[(6,4 6,4900) x $100 000]
YEAR END 2 999
Debt

Portion of the premium portion of the

exchange difference on 28-02-1998 allocated

to the 1999 year of assessment R6 000 loss
(R12 000 x 3 + 6)
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Debt
Ruling exchange rates:

Date of previous translation (28-02-98) 6,4900
Date of realisation (31-05-1998) 6,5600

Exchange difference: R7 000 loss
[(6,4900 - 6,5600) x $100 000]

Forward exchange contract
Ruling exchange rates:

Date of previous translation (28-02-98) 6,4900
Date of realisation (31-05-1998) 6,5600

Exchange difference: R7 000 gain
[(6,4900 - 6,5600) x $100 000]

NET TAX RESULT R12 000 loss

(+R0 - R6 000 - R6 000 - R7 000 + R7?~
RECONCILIATION

Cost price of stock on tran§ date R637 000

($100 000 x 6,3700)

Rands paid to purchase 000 on 31-05-1998 R649 000

($100 000 x 6,4&

Net loss \ R_12 000
EXAMPLE 6

DEBT (RECEIVABLE IN DOLLARS) HEDGED BY A FORWARD EXCHANGE
CONTRACT FOR A PORTION OF THE PERIOD

On 1 December 1997 a South African company in the packaging industry concluded a
contract with a business in America. In terms of the contract the company sold a used
packaging machine for $300 000. Ownership was transferred on 10 January 1998 (date of
accrual), on shipping of the machine. Settlement took place four months later on
10 May 1998. The company entered into a forward exchange contract on 1 February 1998
in terms of which $300 000 would be sold three months later on 1 May 1998 at a forward
rate of 6,4900. The company's financial year ends on 28 February. The forward rate was
used at year end to translate the debt for accounting purposes.
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MARKET RATES FOR PURPOSES OF THE EXAMPLE
DATE SPOT RATE FORWARD RATE
R/$ 3 MONTHS 2 MONTHS

10-01-1998 6,4100

01-02-1998 6,4300 6,4900

28-02-1998 6,4500 6,5000
01-05-1998 6,5300

10-05-1998 6,5400

YEAR END 28-02-1998
Debt
Ruling exchange rates:
Transaction date (10-01-1998) 6,4100
Date of translation (28-02-1998) v 6,4900
Exchange difference: R24 000 gain
[(6,4100 - 6,4900) x $300 0

Note:

This exchange difference (gain) compll ith¥theprovisions of section 24I(5) and the premium on the forward
exchange contract must be spread ovi d of the forward exchange contract on a day-to-day basis.
Premium portion: \
= [(6,4300 — 6, $300 000]
= R18 000
Portion of the exchange difference which is not a premium R6 000 gain

(R24 000 — R18 000) or ((6,4300 — 6,4100) x $300 000)
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Portion of the premium allocated to the 1998

year of assessment R6 000 gain

(R18 000 = 3)
Forward exchange contract
Ruling exchange rates:

Transaction date (01-02-1998) 6,4900
Date of translation (28-02-1998) 6,4900

Exchange difference:
[(6,4900 - 6,4900) x $300 000]

YEAR END 28-02-1999
Debt
Portion of the premium of the
exchange difference on 28-02-1998
allocated to the 1999 year of assessment
(R18 000 = 3 x 2)
Debt

Ruling exchange rates:

Date of previous transl 6,4900
Date of realisation ( 6,5400

Exchange difference:
[(6,4900 - 6 0) x $800 000]

Forward exchange c

Ruling exchange rates:
Date of previous translation (28-02-1998) 6,4900
Date of realisation (01-05-1998) 6,5300

Exchange difference:
[(6,4900 - 6,5300) x $300 000]

NET TAX RESULT

(+ R6 000 + R6 000 + RO + R12 000 + R15 000 — R12 000)

R nil

R12 000 gain

R15 000 gain

R12 000 loss

R27 000 gain



RECONCILIATION

Selling price of machine on transaction date (R1 923 000)
($300 000 x 6,4100)
Rands paid on 01-05-1998 to purchase dollars for
delivery in terms of the forward exchange contract (R1 959 000)
($300 000 x 6,5300)
Rands received on 01-05-1998 on the delivery of
dollars in terms of the forward exchange contract R1 947 000
($300 000 x 6,4900)
Rands received on 10-05-1998 on the sale of
dollars received from the American business R1 962 000
($300 000 x 6,5400)
Net gain R 27000
EXAMPLE 7
DEBT (RECEIVABLE IN DOLLARS) WHICH HAS BE IRRECOVERABLE, WAS

WRITTEN OFF AND THEN PARTIALLY RECOVERE

On 1 November 1997 a South African company wRichPmanufactures vehicles delivered a
consignment of 5 vehicles to a customer in BoisWe he selling price was $90 000 which
was payable within 30 days. The customer ) ed and on 28 February 1998 (end of
the financial year) the company wrote iull selling price. The company, however,
received a payment of 50 cents in ar “from the liquidator of the customer on

10 May 1998.

MARKET RATES FORPURPOSES OF THE EXAMPLE

DATE SPOT RATE
R/$

01- 6,3300
28-02-19 6,4500
10-05-1998 6,5400
YEAR END 28-02-1998
Debt
Ruling exchange rates:
Transaction date (01-11-1997) 6,3300
Date of translation (28-02-1998) 6,4500
Exchange difference: R10 800 gain

[(6,3300 - 6,4500) x $90 000]



Bad debts

The debt would originally have been recorded at R569 700 calculated at the spot rate
($90 000 x 6,3300). The amount which could be written off on 28-02-1998 as
irrecoverable in terms of section 11(i), is determined by translating the debt at the

spot rate on the date of write-off (28-02-1998).
Bad debts on 28-02-1998 R580 500 loss

($90 000 x 6,4500) or (R569 700 + R10 800)

Note:

As the debt is written-off as irrecoverable it is for practical purposes considered to have been realised and no
further exchange differences will thereafter be taken into account for tax purposes, except in respect of that

portion of the amount of the exchange item written-off which is recouped or recovered at a later stage.
YEAR END 28-02-1999

Bad debts recovered

Portion of the debt recovered R294 300 recoupment
[($90 000 x 0.5) x 6,5400]
The recoupment can be divided 4 rtions -
(2) Section 8(4)(a) recoup R290 250
(R580 500 X m&
(2) Exchange Mce not calculated R 4 050
Ruli@e rates:
Date written off 6,4500
Date recovered 6,5400

Exchange difference:
[(6,4500 - 6,5400) x ($90 000 x 0.5)]

R294 300

NET TAX RESULT R275 400 loss

(+ R10 800 - R580 500 + R294 300)
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RECONCILIATION

Selling price of stock on transaction date (R569 700)

($90 000 x 6,3300)

Rands received on 10-05-1998 on the sale of

dollars received from the liquidator R294 300

[($90 000 x 0.5) x 6,5400]

Net loss R275 400
EXAMPLE 8

CHANGE IN THE TYPE OF CURRENCY UNIT

On 1 November 1997 a taxpayer borrowed DM500 000 97 from a bank in Germany. The
loan was repayable on 31 October 1998. On 1 May 1998 the taxpayer entered into an
agreement with the bank that the loan was no longer repayable ilfdGerman mark, but in US
dollars, translated at the DM/$ spot rate on that date, namely 6883/$1. The taxpayer’'s
financial year ends on 28 February.

MARKET RATES FOR PURPOSES O PLE
DATE SPOT RATE ‘ SPOT RATE
R/DM % R/$
01-11-1997
28-02-1998
01-05-1998 6,2298
31-10-1998 A 6,4850
YEAR END 28-02-1998 \
Loan (payable in n rk)
Ruling exchange rates:
Transaction date (01-11-1997) 3,5400
Date of translation (28-02-1998) 3,6300
Exchange difference:
[(3,5400 - 3,6300) x DM500 000] R45 000 loss
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YEAR END 28-02-1999
Loan (payable in German mark)

Ruling exchange rates:

Previous date of translation (28-02-1998) 3,6300
Date of realisation (01-05-1998) 3,6900

(When the type of currency in which an exchange item is reflected, is
changed, then it is considered to be a realisation of that exchange item and
the creation of a new exchange item)

Exchange difference: R30 000 loss
[(3,6300 - 3,6900) x DM500 000]

Loan (payable in dollars)

Ruling exchange rates:

Transaction date (01-05-1998) 2
Date of realisation (31-10-1998) 4850

(The new exchange item arises autom n
the realisation of the old exchan

Exchange difference:
[(6,2298 - 6,4850) x (DM &

R75 571 loss

NET TAX RESULT R150 571 loss

(-R45 000 - R30 000 \&571

RECONCILIATION

Rand equiva transaction date R 1770000
(DM 500 000 x 3,5400)
Rands paid on date of realisation R1 920 571

[(DM 500 000 + 1,6883) x 6,4850]
= [$296 156 x 6,4850]

Net loss R 150 571
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EXAMPLE 9
USE OF AVERAGE SPOT RATES TO RECORD DEBTS FOR ACCOUNTING PURPOSES

On 15 May 1998 a company which exports fruit delivered a consignment of fruit free-on-
board to the Durban harbour. The selling price was $15 000 which was payable within 30
days. The company’s financial year ends on 31 May. Immediately prior to the
commencement of each month the company estimates an average exchange rate at which
all export transactions are recorded on the transaction date. During April 1998 an average
rand/dollar exchange rate of 6,2400 was estimated for the month of May 1998.

MARKET RATES FOR PURPOSES OF THE EXAMPLE
DATE SPOT RATE
R/$
15-05-1998 6,4300
31-05-1998 6,45
15-06-1998

YEAR END 31-05-1998

ormal Average
ethod method
Ruling exchange rates :
Transaction date 6,4300 6,2400
Date of translation 6,4500 6,4500
Exchange difference :
[(6,4300 - 6,4500) x +R 300
[(6,2400 - 6,4500 \ +R3 150
Tax result:
Sales R96 450 R93 600
Exchange di ce R 300 R 3150
R96 750 R96 750
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YEAR END 31-05-1999

Normal Average
method method
Ruling exchange rates:
Date of previous translation 6,4500 6,4500
Date of realisation 6,4800 6,4800
Exchange difference:
[(6,4500 - 6,4800) x $15 000] +R 450
[(6,4500 - 6,4800) x $15 000] +R 450
Tax result:
Exchange difference R 450 R 450
R 450 R 450
Note :

It is obvious from this example that the use of an average spot rate make
condition that the transactions are in respect of the purchase and sale of tradin

in the net tax result, on

EXAMPLE 10

POSTPONEMENT OF EXCHANGE DIFFE ESWIN TERMS OF SECTION 24I1(7), IN
THE CASE OF A MANUFACTURER

The borrower is a South African co h manufactures crockery and pottery sets.
On 31 May 1998 the company made wn on a foreign loan facility arranged with a
bank in Frankfurt, Germany to e iin and as well as special clay used as raw

material in the manufacturingg@roce On that date the supplier of the kiln was paid DM
375 000 and the supplier of the“elay was paid DM 125 000. The loan bore interest at 8%
and was repayable on 3 ember 1998. The kiln was commissioned on 1 September
ia

1998. The company'sdina ar ends on 31 August.

MARKE TES FOR PURPOSES OF THE EXAMPLE
DATE SPOT RATE
R/DM
31-05-1998 3,7000
31-08-1998 3,6800
30-11-1998 3,7500
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YEAR END 31-08-1998
Loan (DM500 000)

Ruling exchange rates:

Transaction date (31-05-1998) 3,7000
Date of translation (31-08-1998) 3,6800
Exchange difference: R10 000 gain

[(3,7000 - 3,6800) x DM500 000]
Interest incurred on the loan at the end of the year (DM10 000)

Ruling exchange rates:

Transaction date (31-08-1998) 3,6800
Date of translation (31-08-1998) 3,6
Exchange difference: R nil

[(3,6800 - 3,6800) x DM10 000]

Note:

As the kiln had not been brought into use at the end
shall be postponed and be taken into account in thie
taxpayer's trade.

of ear of assessment, all exchange differences
gar the kiln is brought into use for the purposes of the

Portion of exchange difference ard to the
1999 year of assessment:

(R10 000 x DM375 000 + DIM5

R7 500 gain

Note:

As DM125 000 of the |
terms of section 24

n 0f, DM500 000 was not utilised for the acquisition of the kiln, which qualifies in
thatyportion of the exchange difference may not be postponed.

Portion of exc difference included in income
in the 1998 year of‘assessment R2 500 gain
(R10 000 - R7 500)

YEAR END 31-08-1999

Loan (DM510 000)

Ruling exchange rates:

Date of previous translation (31-08-1998) 3,6800
Date of realisation (30-11-1998) 3,7500
Exchange difference: R35 700 loss

[(3,6800 - 3,7500) x DM510 000]
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Portion of exchange difference which is carried over
from the 1998 year of assessment: R7 500 gain

Note:

The kiln was brought into use during the year, for purposes of trade. No further postponement takes place.
Interest incurred on the loan during the year (DM10 000)

Ruling exchange rates:

Transaction date (30-11-1998) 3,7500
Date of realisation (30-11-1998) 3,7500
Exchange difference: R nil

[(3,7500 - 3,7500) x DM10 000]

NET TAX RESULT R25 700 loss
(+ R2 500 - R35 700 + R7 500)

RECONCILIATION

Rand equivalent of loan on transaction R1 850 000
(DM500 000 x 3,7000)

Interest incurred R74 300

(DM10 000 x 3,6800) + (DA 3,7500)

Rands used to repay the |0a M520 000

on 30-11-1998 (R1 950 000)
(DM520 000 x 3,7

Net loss \ R 25 700

EXAMPLE 11

POSTPONEMENT OF EXCHANGE DIFFERENCES IN TERMS OF SECTION 24I(7), IN
THE CASE OF A MINING COMPANY

On 1 October 1997 a company conducting mining activities signed a contract for the
purchase of a new mineral processing plant to the value of $4 000 000. The plant qualifies
as capital expenditure in terms of section 36 of the Act.

The expected completion date of the plant was 1 February 1998. The contract value was
reduced by 2% for every extra full month the contractor took to complete the contract, after
the expected completion date. The debt became due on completion of the contract and had
to be settled immediately.
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On 1 October 1997 the company entered into a forward exchange contract in order to hedge
the current Rand-cost of the plant against future exchange rate movements, namely:

Value Period Maturity date
$4 000 000 4 months 1 February 1998

The contractor completed the contract only on 10 March 1998. Consequently the contract
value was reduced by $80 000 ($4 000 000 x 2%). For purposes of the example the
expenditure is considered to have been incurred on the date the contract was completed,
i.e. 10 March 1994.

The company’s financial year ends on 28 February. It had a loss of R600 000 (100% in
respect of mining) in its 1998 year of assessment and an income of R1 000 000 (100% in
respect of mining) in the 1999 year of assessment, before the aforementioned transactions
were taken into account.

The plant was brought into use on 10 March 1998.

MARKET RATES FOR PURPOSES OF TI-I
DATE SPOT RATE ORWARD RATE
(contract period)
01-10-1997 5,3600 (4 months)
01-02-1998
28-02-1998
01-03-1998 I\

YEAR END 28-02-199 \

Debt ($4 000 000)

As the contract had not been completed, it is considered, for purposes of the
example, that the debt had not been incurred and therefore no exchange difference
is to be calculated. Because the contractor completed the contract only on 10 March
1998 the contract value was reduced by $80 000 ($4 000 000 x 2%).
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Forward exchange contract

Ruling exchange rates:

Transaction date (01-10-1997) 5,3600
Date of realisation (01-02-1998) 5,4000
Exchange difference: R160 000 gain

[(5,3600 - 5,4000) x $4 000 000]

Note:

Section 24I(7) provides inter alia that, to the extent that a forward exchange contract was entered into to
serve as a hedge for a debt to be incurred for the utilisation thereof to acquire, for example plant and
machinery, the exchange difference arising from the forward exchange contract is to be carried forward until
the plant and machinery has been brought into use for purposes of the taxpayer's trade.

Furthermore, section 24I(7) contains a proviso which makes that section s
36 of the Act. However, as no capital expenditure has been incurred during tl
terms of section 15 read with section 36, that proviso is not yet o i
exchange difference remained valid.

ject to the provisions of section
urrent year of assessment in
the carry-forward of the

Portion of exchange difference carried forward t
1999 year of assessment: R156 800 gain
(R160 000 x $3 920 000 + $4 000 000

ed in income
t R3 200 gain

Note:

An amount of $80 000 of the total value Q
did not match the debt of $3 920 000 whi

arg,exchange contract of $4 000 000 was not related or
rred in the following tax year.

Portion of exchange differ,
in the current year of a
(R160 000 -

Tax calculation on 2 -299

Loss before th ansactions (R600 000)
Exchange difference:
Forward exchange contract R3 200
(R160 000 gain, less R156 800
carried forward to 1999)
Loss from mining (R596 800)
Section 36 deduction R nil

(No capital expenditure was incurred. Therefore no expenditure
qualifies for a deduction in terms of section 15 read with section 36)

Assessed loss (R596 800)
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YEAR END 28-02-1999
Debt ($4 000 000 - 2%)

Ruling exchange rates:

Transaction date (10-03-1998) 5,4600
Date of realisation (10-03-1998) 5,4600
Exchange difference: R nil

[(5,4600 - 5,4600) x $3 920 000]
Forward exchange contract

Portion of exchange difference which is carried over
from the 1998 year of assessment: R156 800 gain

Note:

trade, but, because the
r the proviso in section 24I(7)

The mineral processing plant had still not been taken into use fo
acquisition cost of the plant was incurred as capital expenditure in
becomes operative and the exchange difference is not postpone

Tax calculation on 28-02-1999

Income before these transactions R1 000 000
Exchange differences:
Debt R nil
Forward exchange contr. R156 800

(carried forward from 1

Assessed loss brought fo
(The exchange differences relating tobe forward exchange contract
are deemed to be closely r o the Mining activities and the

income from mining is thefefore adjusted to determine the
section 36 deduction)

evious year (R596 800)

R560 000
Section 36 de n (R560 000)
Acquisition cost of plant R21 403 200
($3 920 000 x 5,4600)
Less: Utilised this year (R560 000)

Carried forward to 2000 R20 843 200

(The acquisition cost of the plant was incurred in this year
and qualifies for a deduction in terms of section 15 read
with section 36 but only to the extent that there is taxable
income from mining from that specific mine)

Taxable income R nil
COST OF MINERAL PLANT

($3 920 000 x 5,4600) R21 403 200



NET TAX RESULT (Exchange differences)
(R3 200 + R156 800) R160 000 gain

RECONCILIATION

Cost of mineral plant R21 403 200

(See calculation above)

Rands paid to purchase $4 000 000 on 01-02-1998 (R21 440 000)

($4 000 000 x 5,3600)

Rands received on the sale of $4 000 000

on 01-02-1998 R21 600 000

($4 000 000 x 5,4000)

Rands paid to purchase $3 920 000 on 10-03-1998 (R21 403 200)

($3 920 000 x 5,4600)

Net gain R 160 000
EXAMPLE 12

IDENTIFICATION OF THE PREMIUM OR DISC RTION OF AN EXCHANGE

ITEM IN TERMS OF SECTION 24I(5)

The taxpayer imported stock to the value He took delivery of the stock on
01-01-1998, on which date he became liable he purchase price. The debt was payable
on 30-04-1998. The taxpayer took odl a forward exchange contract on 28-02-1998. In
terms of this contract he would pu Se, $100 000 on 30-04-1998 at a forward rate of
5,4900. The taxpayer's financial ygar 28 February.

MARKET RATESROR PURPOSES OF THE EXAMPLE
DA SPOT RATE
R/$
01-01- 5,4000
28-02-1998 5,4500
30-04-1998 5,5300
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YEAR END 28-02-1998

Debt

Ruling exchange rates:

Transaction date (01-01-1998) 5,4000
Date of translation (28-02-1998) 5,4900
Exchange difference: R9 000 loss

[(5,4000 - 5,4900) x $100 000]

Note:

This exchange difference is determined by using the spot rate as the ruling exchange rate on the transaction
date and the forward rate as the ruling exchange rate on the date of translation. This exchange difference
therefore complies with one of the four possible circumstances, as envisaged in section 24I(5) and the
premium portion of that exchange difference must be spread, on a day-to- basis, over the period of the
forward exchange contract.

Premium portion:

= [(Spot rate on the date when the forward excha ontract is entered into) -
(Forward rate)] x Foreign currency amoun

= [5,4500 - 5,4900] x $100 000

= R4 000

Portion of the premium deductib 1998 R nil
[R4 000 x (nil months +

Portion of the exchange ce Which is not the

premium portion R5 000 loss
(R9 000 - R4

Note:

The portion of th nge difference which is not a premium represents the exchange gain or exchange
loss which arose during the period for which the loan, advance or debt was not hedged by the forward
exchange contract. In this case the period from 01-01-1998 (5,4000) to 28-02-1998 (5,4500) with a
consequential loss of R5 000 [(5,4000 - 5,4500) x $100 000].

Forward exchange contract

Ruling exchange rates:

Transaction date (28-02-1998) 5,4900
Date of translation (28-02-1998) 5,4900
Exchange difference: R nil

[(5,4900 - 5,4900) x $100 000]
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YEAR END 28-02-1999
Debt
Portion of the premium portion of the exchange
difference on 28-02-1998 allocated to the
1999 year of assessment R4 000 loss
(R4 000 x4 +4)
Debt

Ruling exchange rates:

Date of previous translation (28-02-1998) 5,4900
Date of realisation (30-04-1998) 5,5300
Exchange difference: R4 000 loss

[(5,4900 - 5,5300) x $100 000]
Forward exchange contract
Ruling exchange rates:
Date of previous translation (28- ? 5,4900
Date of realisation (30-04-1 998@ 95,5300

Exchange difference:
[(5,4900 - 5,5300) x $10Q,0

NET TAX RESULT & R9 000 loss

(- R5000 - R4 Q00 00 + R4 000]

R4 000 gain

RECONCILIATION

Cost price of stock on transaction date R540 000
($100 000 x 5,4000)
Rands paid to purchase $100 000 on 30-04-1998 R549 000
($100 000 x 5,4900)
Net loss R 9000
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EXAMPLE 13

DEFERRAL OF EXCHANGE DIFFERENCES IN RESPECT OF A QUALIFYING LOAN OR
ADVANCE

A South African company borrowed $200 000 interest free from it's foreign holding company
on 1 April 1995 to expand it's trading activities in the Republic. On 30 June 1996 the loan
was converted to a loan denominated in pound sterling. The conversion took place at an
exchange rate of $1,5000/£1. On 9 November 1997 the company repaid £100 000 of the
loan. The company's financial year ends on 31 December.

SPOT RATES FOR PURPPOSES OF THE EXAMPLE

DATE R/$ R/E
01-04-1995 3,5500
31-12-1995 3,6000

30-06-1996 3,7500
31-12-1996 3,7800
9-11-1997
31-12-1997 5,7800

YEAR END 31-12-1995

Loan ($200 000) &

Ruling exchange rates:

Transactio (01%94-1995) 3,5500
Date of ttan (31-12- 1995 3,6000
Exchange di :
[(3,5500 - 3;6000) x $200 000] R10 000 loss

Note:

The loan complies with all the requirements for a qualifying exchange item. Therefore any exchange
difference arising from such loan is spread in terms of section 241(7A)(a)

Portion of exchange difference deductible from income
in the 1995 year of assessment R1 000 loss
[R10 000 x 10%)]

Exchange difference to be deducted in following years R9 000 loss
[R10 000 - R1 000]
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YEAR END 31-12-1996

Three alternatives are available for dealing with the conversion of the dollar loan to a
loan in pound sterling, depending on the rates applied. The different alternatives do,
however, have the same result.

ALTERNATIVE 1

Loan ($200 000)
Ruling exchange rates:

Date of previous translation (31-12-1995)3,6000
Date of deemed realisation (30-06-1996) 3,7500

Exchange difference:
[(3,6000 - 3,7500) x $200 000] R30 000 loss

Loan (£133 333)
Ruling exchange rates:

Transaction date (30-06-1996) 5,6200
Date of translation (31-12-1996) 5,6600

Exchange difference:
[(5,6200 - 5,6600) x $133 3 R5 333 loss

GAIN ON CONVERSION

Rand equivalent of $20 (%dae of conversion R750 000
[$200 000 x 3,

Rand equivalent of £1 33 on date of conversion R749 333
[£133 33 00]

R 667

Portion of exchange difference deductible from income
in the 1996 year of assessment R4 367 loss
[(-R9 000 - R30 000 - R5 333 + R667) x 10%]

Deferred amount of exchange differences to be

deducted in following years R39 299 loss
[R43 666 - R4 367]
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ALTERNATIVE 2

Loan ($200 000)
Ruling exchange rates:
Date of previous translation (31-12-1995)3,6000
Date of deemed realisation (30-06-1996) 3,7467

(See calculation 1)

Exchange difference:
[(3,6000 - 3,7467) x $200 000] R29 333 loss

Loan (£133 333)

Ruling exchange rates:

Transaction date (30-06-1996) 5,6200
Date of translation (31-12-1996) 5,6600

Exchange difference:
[(5,6200 - 5,6600) x $133 333] R5 333 loss

Portion of exchange difference deductible fro e
in the 1996 year of assessment R4 367 loss

[(- R9 000 - R29 333 - R5 333)

R39 299 loss
[R43 666 - R4 367

Deferred amount of exchange diffe
deducted in following years%

ALTERNATIVE 3

Loan ($200 000) \

Ruling excha tes:

Date of previous translation (31-12-1995)3,6000
Date of deemed realisation (30-06-1996) 3,7500

Exchange difference: R30 000 loss
[(3,6000 - 3,7500) x $200 000]
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Loan (£133 333)

Ruling exchange rates:

Transaction date (30-06-1996) 5,6250
(See calculation 2)
Date of translation (31-12-1996) 5,6600

Exchange difference:
[(5,6250 - 5,6600) x $133 333]

Portion of exchange difference deductible from income
in the 1996 year of assessment
[(-R9 000 - R30 000 - R4 666) x 10%]

Deferred amount of exchange differences to be
deducted in following years
[R43 666 - R4 367]

Calculations :

(2) Amount received on disposal of dollar loan
Foreign currency amount of loan
Disposal rate (R749 333 + $200 000) ?\
(2) Costs incurred to acquire pound sterli
Foreign currency amount of loan
Acquisition rate (R750 000 + £1

R4 666 loss

R4 367 loss

R39 299 loss

R749 333
$200 000
3,7467

R750 000
£133 333
5,6250

COMPARISON OF GAIN AN FOR THE YEAR IN RESPECT OF THE
ALTERNATIVIENR MENT OF THE CONVERSION
ITEM ALBERNATIVE | ALTERNATIVE | ALTERNATIVE

1 2 3

Realised dollar lo (30 000) (29 333) (30 000)

Profit on conversion 667 - -

Translation of £ - loan (5333) (5333) (4 666)

Total (34 666) (34 666) (34 666)
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YEAR END 31-12-1997
Loan (£100 000)

Ruling exchange rates:

Date of previous translation (31-12-1996) 5,6600
Date of realisation (9-11-1997) 5,7200
Exchange difference: R6 000 loss

[(5,6600 - 5,7200) x $100 000]

Note:

As the portion of the loan which is repaid is not a qualifying exchange item, the provisions of section 241(7A)
do not apply and the full exchange difference calculated must be brought into account as taxable income

Unclaimed exchange differences brought forward
from previous year R39 299 loss

Reduction in terms of s 241(7A)(d)(i) deductible
in current year R29 474 loss
[(100 000 + 133 333) x 39 299]

Loan (£33 333) E
Ruling exchange rates:

Date of previous transla -1996) 5,6600
Date of translation (3d-12- ) 5,7800

Exchange difference: R4 000 loss
[(5,6600 - 5 N 3333]

Portion of excha erence deductible from income

in the 1997 ye assessment R1 383 loss

[((-R39 299 + R29 474) - R4 000) x 10%]
Deferred amount of exchange difference to be
deducted in following years R12 442 loss
[R13 825 - R1 383]
NET TAX RESULT R42 224 loss

(-R1 000 - R4 367 - R6 000 - R29 474 - R1 383)
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RECONCILIATION

Rands received on transaction date R710 000
($200 000 x 3,5500)

Rands used to repay £100 000 (R572 000)
(£100 000 x 5,7200)

Balance of deferred exchange differences on 31-12-1997 R12 442
Rand equivalent of loan on 31-12-1997 (R192 666)
(£33 333 x 5,7800)

Net loss R 42 224

EXAMPLE 14

TRANSITIONAL EXCHANGE DIFFERENCE

On 1 September 1991 the taxpayer imported bicycles to the $900 000. The debt
was payable in three equal instalments of $300 000 eac a on the first day of
September in 1992, 1993 and 1994. The taxpayer’s finapei ends on 28 February.

The cost of the stock was determined on 28 Februa sing the spot rate on that
date, in accordance with the principles laid down i of Caltex Qil (SA) Ltd v CIR

aimed an amount of R60 000 as an
exchange loss in terms of section 24B on pay e first instalment of $300 000. All the

stock was sold by 28 February 1993.

(In the above-mentioned court case, the coufgh where a debt in respect of imported stock was still
outstanding at the end of the year of assessme such debt was incurred, the cost of such imported stock
must be determined by using the ruling s| tt nd of such year of assessment)
MARKET RATES FO %ES OF THE EXAMPLE Outstanding
debt
SPOT RATE
R/$
01-09-1991 2,5000 $900 000
28-02-1992 2,6500 $900 000
01-09-1992 2,8500 $600 000
28-02-1993 3,0500 $600 000
01-09-1993 3,2500 $300 000
28-02-1994 3,4500 $300 000
01-09-1994 3,6400 $ nil
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The taxpayer’s first financial year end after 1 January 1994 was 28 February 1994. The
date of commencement of section 241 for the taxpayer was therefore 1 March 1993. The
transitional exchange difference must be determined in respect of the debt which was still
unrealised on 28 February 1993. On 28 February 1993 $600 000 of the debt was still
unrealised ($900 000 less the first payment of $300 000 on 1 September 1992).

Transitional exchange difference
Ruling exchange rates:

Transaction date (01-09-1991) 2,5000
Day prior to date of commencement (28-02-1993) 3,0500

Transitional exchange difference: R330 000 loss
[(2,5000 - 3,0500) x $600 000]

Note:

A portion of this transitional exchange difference has already been taken into purposes in that the cost
of stock was determined on 28 February 1992 at the spot rate on such date.

Portion of the transitional exchange difference already

taken into account for tax purposes:
Value of debt on transaction date R2 250 000

($900 000 x 2,5000) ;
Cost of stock R2 385 000
($900 000 x 2,6500)
Increased deduction Q R 135 000
ce
0

Adjusted transitional exchang R240 000
[R330 000 - (R135 000 x $ + 0 000)]

The transitional exchange nce is taken into account for tax purposes, in terms of the
phasing in provisions o n 241(3):



Year of assessment

28-02-1994 28-02-1995

Portion of the transitional exchange difference realised in
the first year of assessment after the date of
commencement is taken into account in that year of
assessment

(R240 000 x $300 000 + $600 000) R120 000

Portion of transitional exchange difference unrealised at
the end of the first year of assessment after the date of
commencement:

(@) 50% of that portion is taken into account in the
first year of assessment after the date of
commencement
[50% x (R240 000 x $300 000 + R60 000

$600 000)]

(b) 50% of that portion is taken into account in the R60 000

succeeding year of assessment

Note:

ill outstanding at the beginning of the first
ement date of section 24l), arising after such
ormalexchange difference.

Any exchange difference in respect of that portion of the debt whi
year of assessment ending on or after 1 January 1994 (thegee
date, must be brought into account in terms of that sectio

YEAR END 28-02-1993

Debt - paid
Claim in terms of secti 4B R60 000 loss
((2,8500 - Z,Q 300 000)
Cost of stock R135 000 loss

See calculation ve
YEAR END 28-02-1994
Debt - paid

Ruling exchange rates:

Date of first translation (28-02-1993) 3,0500
Date of realisation (01-09-1993) 3,2500
Exchange difference: R60 000 loss

[(3,0500 - 3,2500) x $300 000]
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Debt - outstanding

Ruling exchange rates:

Date of first translation (28-02-1993) 3,0500
Date of translation (28-02-1994) 3,4500
Exchange difference: R120 000 loss

[(3,0500 - 3,4500) x $300 000]
Transitional exchange difference R60 000 loss
See calculation in table above
YEAR END 28-02-1995
Debt - paid
Ruling exchange rates:

Date of previous translation (28-02-1994
Date of realisation (01-09- 1994 3

,6400

Exchange difference: R57 000 loss

[(3,4500 - 3,6400) x $300 000] Q~

Transitional exchange difference Q R60 000 loss
See calculation in table abaye

NET TAX RESULT R672 000 loss

(- R60 000 - R135 000 -R60 000 - R120 000 - R60 000
- R57 000 - R6

RECONCILIATION

Cost price of stock on transaction date R2 250 000
($900 000 x 2,5000)

Rands used to pay for $300 000 on 01-09-1992 (R855 000)
($300 000 x 2,8500)

Rands used to pay for $300 000 on 01-09-1993 (R975 000)
($300 000 x 3,2500)

Rands used to pay for $300 000 on 01-09-1994 (R1 092 000)
($300 000 x 3,6400)

Net loss R672 000

66



EXAMPLE 15
ROLL-OVER OF A FORWARD EXCHANGE CONTRACT

On 1 May 1996 a company which specialises in the transport of liquid chemicals ordered a
special delivery vehicle from the United States of America. The vehicle was to be delivered
and brought into use in May 1998. The purchase price of the vehicle was fixed at $200 000.
An amount of $100 000 was payable on 1 May 1996 and $100 000 on 30 April 1998. The
company entered into a forward exchange contract on 1 May 1996. In terms of this contract
$100 000 would be purchased on 30 April 1997, at a forward rate of 4,6000. On 30 April
1997 the forward exchange contract was realised and a new forward exchange contract was
entered into. In terms of the latter contract $100 000 would be purchased on 30 April 1998
at a forward rate of 5,9200. (In other words the first forward exchange contract was rolled
over). The company’s financial year ends on 30 April.

MARKET RATES FOR PURPOSES OF THE EXAMPLE
DATE SPOT RATE RD RATE
R/$
01-05-1996 4,3500 6000 (12 months)
30-04-1997 5,6600 5,9200 (12 months)
30-04-1998 6,8700

YEAR END 30-04-1997

Debt

4,3500
5,6600

section 241(7)(a) to"1999 year of assessment R131 000 loss
[(4,3500 - 5,6600) x $100 000]
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Forward exchange contract # 1
Ruling exchange rates:

Transaction date (1-05-1996)
Date of realisation (30-04-1997)

Exchange difference postponed in terms of
section 241(7)(b) to 1999 year of assessment
[(4,6000 - 5,6600) x $100 000]
Forward exchange contract # 2

Ruling exchange rates:

Transaction date (30-04-1997)

4,6000
5,6600

R106 000 gain

5,9200

Date of translation (30-04-1997)(market-related rate) 5,9200

Exchange difference:
[(5,9200 - 5,9200) x $100 000]

Note:
The provisions of section 24I(7) are applicable and the loss of R1 an
t

section 241, be brought into account | as exchange differences in
use.

YEAR END 30-04-1998
Debt Q

Ruling exchange rates:«
Date of previots transiation (30-04-1997)

tiofy(30-04-1998)

e postponed in terms of
section 241(7)(a) to'the 1999 year of assessment:
[(5,6600 - 6,8700) x $100 000]

Forward exchange contract # 2
Ruling exchange rates:

Date of previous translation (30-04-1997)
Date of realisation (30-04-1998)

Exchange difference postponed in terms of

section 241(7)(b) to the 1999 year of assessment:
[(5,9200 - 6,8700) x $100 000]
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R nil

gain of R106 000 should, in terms of
assessment the vehicle is brought into

5,6600
6,8700

R121 000 loss

5,9200
6,8700

R95 000 gain



YEAR END 30-04-1999
Exchange difference carried forward from the
1997 and 1998 years of assessment R51 000 loss
(-R131 000 + R106 000 - R121 000 + R95 000)

NET TAX RESULT R51 000 loss

RECONCILIATION

Cost price of a vehicle on 1 May 1996 R870 000
($200 000 x 4,3500)

Rands used for first $100 000 payment (R435 000)
($100 000 x 4,3500)

Rands received on realisation of first forward

exchange contract R106 000
Rands used for second $100 000 payment (R592 000)
($100 000 x 5,9200)

Net loss R51 000

EXAMPLE 16

AFFECTED CONTRACT IN RESPECT OF |

On 1July1997 a company which

actires prescription medicines purchased
equipment to be used in its producti 38. The purchase price of the equipment was
fixed at $300 000. An amount of $20 yas payable on 1 July 1997 and $100 000 on 31

December 1997. Interest of 12% annum was charged on the instalment of $100 000
from 1 July 1997 and was le o 31 December 1997. The company entered into a
1

forward exchange contr. ly 1997. In terms of the contract the company would

purchase $106 000 on 3 mber 1997, at a forward rate of 4,7000. The company’s
financial year ends on ust. The company recorded the transaction at forward rates.

MARKET RATES FOR PURPOSES OF THE EXAMPLE

DATE SPOT RATE
R/$

01-07-1997 4,6500

31-08-1997 4,6800

31-12-1997 4,7500
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YEAR END 31-08-1997
Debt (paid)
Ruling exchange rates:

Transaction date (01-07-1997) 4,6500
Date of realisation (01-07-1997) 4,6500

Exchange difference:
[(4,6500 - 4,6500) x $200 000]

Debt (outstanding capital)
Ruling exchange rates:

Transaction date (01-07-1997) 4,7000
Date of translation (31-08-1997) 4,7000

Exchange difference:
[(4,7000 - 4,7000) x $100 000]

Debt (interest incurred until 31-8-1997) v
Ruling exchange rates:
Transaction date (31-08- 4,7000
Date of translation (31- 4,7000

Exchange difference:
[(4,7000 - 4,70 ($100 000 % 12% x 2 + 12 months)]

97, the transaction date is assumed to be 31-08-1997.

Note:

Although interest accrue
Forward exchange contract
Ruling exchange rates:

Transaction date (1-07-1997) 4,7000
Date of translation (31-08-1997) 4,7000

Exchange difference:
[(4,7000 - 4,7000) x $106 000]
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Note:

As the forward rate of the forward exchange contract was used to record the debt and interest incurred and the
forward exchange contract qualifies as an affected contract in respect of the interest not yet incurred at the end of the
year of assessment, the forward rate in terms of the forward exchange contract may be used as the ruling exchange

rate on translation of the forward exchange contract, in terms of paragraph (b)(ii) of the definition of "ruling exchange
rate".

YEAR END 31-08-1998

Debt (balance outstanding as at 31-08-1997, paid on 31-12-1997)

Ruling exchange rates:

Date of previous translation (31-08-1997) 4,7000
Date of realisation (31-12-1997) 4,7500
Exchange difference: R5 100 loss

[(4,7000 - 4,7500) x ($100 000 +
$2 000 interest incurred)]

Debt (interest accrued from 31-08-1997, paid on 31-12-

Ruling exchange rates:

Transaction date (31-12-1997)Q~E 4,7000

Date of realisation (31-12-19 4,7500

Exchange difference: R200 loss
[(4,7000 - 4,7500) x $4 O

Note: &
Although interest accrues from 1 M the*transaction date is assumed to be 31-12-1997.

Forward exchange cont

Ruling exchange rates:

Date of previous translation (31-08-1997) 4,7000
Date of realisation (31-12-1997) 4,7500
Exchange difference: R5 300 gain

[(4,7000 - 4,7500) x $106 000]

NET TAX RESULT R ni

(+ R0+ R0+ R0+ R0-R5 100 - R200 + R5 300)

Note:

The effect of the application of the forward rate to translate the affected forward exchange contract is that the net
exchange difference on the transaction is nil.
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ILLUSTRATION OF HOW, FOR TAX PURPOSES, A GAIN MADE BETWEEN A
FORWARD EXCHANGE CONTRACT AND AN UNDERLYING POSITION ($50 000) IS
TAKEN INTO ACCOUNT EVENLY OVER THE PERIOD OF THE FORWARD EXCHANGE

EXAMPLE 17

CONTRACT, BY USING THE MARKET RELATED FORWARD RATE

A bank concluded a forward exchange contract on 1 March 1995 with a client. In terms of
the contract the bank will sell $50 000 on 28 February 1999, at a forward rate of 4,6500. On
1 March 1995 the bank also purchased $50 000 at the spot rate on that date, which amount
of dollars would be delivered to the client on 28 February 1999. The bank's financial year

ends at the end of February.

MARKET RATES FOR PURPOSES OF THE EEXAMPLE

SPOT RATE CALCULATED DETERMINATION OF
DATE R/$ MARKET RELATED ARD RATE
FORWARD RATE
(remaining period)

01-03-1995 3,0500 4,6500 (4 yea 0500 + (‘26_52]0 -3,0500) x

29-02-1996 3,7500 4,95 [3,7500 + (43:6_52]0 -3,0500) x

28-02-1997 4,7600 [4,7600 + (4,6500 -3,0500) x
2+4]

29-02-1998 5,1500 Q [5,1500 + (4,6500 -3,0500) x
1+4]

28-02-1999 6,50(& 6,5000 (0 years) [6,5000 + (40,6.5210 -3,0500) x

Note: \

The market related forwal
of translation by dividing the pr
basis (see method 2 in example 2).

remaining periods of the forward exchange contract are determined on each date
in respect of that forward exchange contract, over the period thereof, on a straight line
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EXCHANGE DIFFERENCES
YEAR END
FORWARD
CASH BALANCE EXCHANGE NET

($50 000) CONTRACT
29-02-1996 '+R35 000 2.R15 000 +R20 000
28-02-1997 +R50 500 -R30 500 +R20 000
29-02-1998 +R19 500 +R500 +R20 000
28-02-1999 +R67 500 -R47 500 +R20 000
TOTAL +R172 500 -R92 500 +R80 000

Note:

The net exchange difference represents the gain made, which is evenly spread over th
contract.

Calculations:

1. [(3,0500 - 3,7500) x $50 000] 2, [(4,6500 ¢ X

RECONCILIATION

Rands paid by the bank on transactio i
purchase dollars

($50 000 x 3,0500)

Rands received from the client on t turity date of
the forward exchange co

($50 000 x 4,6500)

Net gain @\
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000]

riod of the forward exchange

R152 500

R232 500

R 80000





