
CHARTERED INSTITUTE OF TAXATION (GHANA)

FINAL LEVEL TWO EXAMINATION, FEBRUARY 2020

PAPER 10 - STRATEGIC TAX PLANNING

ATTEMPT ALL QUESTIONS.       TIME ALLOWED: 3 HOURS

NOTE: STATE YOUR ASSUMPTIONS WHERE APPLICABLE

QUESTION 1

a) Advice on the income tax benefits of farming coconuts and establishing a processing

factory. 

Coconut is classified as a tree crop under paragraph 1(4) of the Sixth Schedule to

the Income Tax Act, 2015 (Act 896). 

Under paragraph 1(1) of the Sixth Schedule to Act 896, a person who conducts tree

crop farming is subject to the tax at the rate of 1% for a period of 10 years starting

from the year in which the first harvest of the crops occurs. 

Thus, if Mr. Berko is to farm coconuts, he can enjoy a concessionary rate of tax of

1% on  income earned  from the  farming  activity.  This  concessionary  rate  of  tax

commences from the year of the first harvest.

Paragraph 1(4) of the Sixth Schedule to Act 896 defines “agro processing business”

to mean the business of  processing crops, fish or livestock produced, caught or

raised in the country from their raw state into an edible canned or packaged product.

Thus, the establishment of the factory to process the coconut qualifies as an agro-

processes business. Paragraph 1(2) of the Sixth Schedule to Act 896 provides that

the  income of  a  person  from agro-processing  business conducted wholly  in  the

country  is  subject  to  tax  at  the  rate  of  1  percent  for  a  period  of  five  years

commencing from the year in which commercial production commences. 

Since the processing factory will process the coconut into milk which is edible, the

business can enjoy the benefits stated above.

In  the  alternative,  the  processing  factory  can  be  classified  as  a  manufacturing

business. However, the tax incentives associated with manufacturing under the First
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Schedule  to  the  Income Tax Act,  2015 (Act  896)  applies  to  only  manufacturing

companies. Thus, if Mr. Berko intends to take advantage of the incentives under the

First Schedule, he must establish a company to undertake the processing business.

[8 marks]

b) Advice on the income tax benefits of establishing a poultry farm 

Paragraph 1(1)(b) of  the Sixth Schedule to the Income Tax Act,  2015 (Act  896)

provides that a person engaged in farming livestock other than cattle, fish or cash

crops, is subject to tax at the rate of 1 percent for a period of five years commencing

from the year in which the business commences.

Since the poultry qualifies as livestock, Mr. Berko can enjoy this tax incentive.

[4 marks]

c) The most suitable place in Ghana to establish the farms and the factory in order to

derive maximum tax benefits

The Income Tax (Amendment) (No. 2) Act, 2016 (Act 924) inserted the following 
applicable tax rates for the next five-year period after the temporary concession 
period:

LOCATION RATE OF INCOME TAX
Accra and Tema 20%
Other Regional Capitals outside the Northern 
Savannah Ecological Zone

15%

Outside other Regional Capitals 10%
The Northern Savannah Ecological Zone 5%

Thus, for the coconut and poultry farms, Mr. Berko can consider establishing the

farms outside the Regional Capitals or in the Northern Savannah Ecological Zone in

order to enjoy a reduced tax rate for an additional five years after the initial five year

concessionary period expires. 

If  the processing factory is  treated as an agro-processing business,  the coconut

processing factory can benefit from the locational incentives provided in the table

above for an additional  five years after  the initial  five year  concessionary period

expires.

If the processing factory is treated as a manufacturing business, the First Schedule
to the Income Tax Act, 2015 (Act 896) provides the following locational incentives for
manufacturing companies.

LOCATION RATE OF INCOME TAX
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Accra and Tema 25%
Regional Capitals 25% rebate on tax rate [18.75%]
Outside Regional Capitals 50% rebate on tax rate [12.5%]

From the above, it is evident that the location of the farms and the processing factory

has an impact on the tax incentives Mr. Berko can enjoy.

 [8 marks]

[TOTAL = 20 MARKS]

QUESTION 2

i. the  income  tax  treatment  of  providing  the  asset  to  the  company  as  equity

contribution. Candidates are expected to outline the following in their answer: 

 The returns a person receives for holding equity in a company is dividend.

(See definition of dividend in section 133 of Act 896)

 Dividend is not deductible for tax purposes. (See section 130(4) of Act

896)

 Dividend paid is subject to a withholding tax of 8%. (See section 115 and

First Schedule to Act 896)

 Where a company which is controlled by not more than five persons and

their  associates does not  distribute to  its  shareholders as dividends,  a

reasonable part of the income of the company, the Commissioner-General

may treat any part of the company’s profit as dividend after considering

the  current  business  requirement  of  the  company  and  any  other

requirement  necessary  for  the  maintenance  and  development  of  the

business. (See section 59(8) & (9) of Act 896).                           (7 marks)

ii. the  income  tax  treatment  of  providing  the  asset  to  the  company  as  a  loan.
Candidates are expected to outline the following in their answer:

 The returns on a loan or debt obligation is interest. (See definition of

interest in section 133 of Act 896)

 Interest paid on debt obligations which is employed in the business or

used to purchase an asset which is employed in business is generally
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deductible for tax purposes thereby reducing the chargeable income

on which tax is imposed. (See section 10 of Act 896)

 Interest  on debt  paid  to  an  individual  other  than interest  paid by  a

resident financial institution is subject to a withholding tax of 1%. (See

section  115  and  the  First  Schedule  to  Act  896)

(7 marks)

iii. the preferable option for financing the acquisition of the asset. 
Since dividend paid by a company is not deductible for tax purposes, treating the

contribution of the asset as equity will not reduce the corporate tax exposure of

the  company.  In  addition,  the  dividend Mr.  Wildem will  receive  based on his

equity in the company will attract a tax of 8%. 

On the other hand, If the asset is provided to the company in the form of a loan,

the interest paid on the loan will reduce the chargeable income of the company

thereby reducing the corporate income tax. The interest paid will also be subject

to a withholding tax of 1%. It is thus preferable for Mr. Wildem to provide the

asset to the company as a loan. (4 marks)

[TOTAL 18 MARKS]

QUESTION 3

Ravid Ghana limited sold two assets i.e. the parcel of land located at Oyarifa and the

office building. 

Consideration Received

Section 37 of the Income Tax Act, 2015 (Act 896) defines consideration received as the

amount derived by a person from owing an asset and this includes an amount derived

from altering the value of that asset and in the nature of a covenant to repair that asset

and an amount derived by that person or an entitlement for that person to derive an

amount in the future in respect of realizing that asset.

Under section 50(2) where a person realizes more than one asset at the same time by

way of transfer or as part of the same arrangement, the amount derived in realizing
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each asset is apportioned between the assets according to the market value of each of

the assets at the time of realization.

Ravid Ghana limited received GHS200,000 from the realization of land and the office

building. 

The consideration received for the land will be:

50,000 X 200,000 = GHS50,000

200,000

Consideration received for the office building will be:

150,000 X 200,000 = GHS150,000

200,000

                        [6 
Marks]
Cost 

Cost as defined in section 36(1) of Act 896 includes the following:

i. expenditure incurred in acquiring, construction, manufacturing or production of

the asset;

ii. expenditure incurred in altering, improving or maintain the asset; and

iii. incidental expenditure incurred in acquiring and realizing the asset.

Cost of the land

 Acquisition cost in March 2016 was GHS25,000. The amount of GHS5,000 spent to

construct a fence wall around the property and to complete title registration processes

at  the  Lands Commission  qualifies  as  cost.  The GHS5,000 paid  to  the  valuer  also

qualifies as incidental cost. The total cost will be GHS35,000.                         [4 Marks]

Gain from realization of land

Section  35(1)(a)  of  Act  896  defines  a  gain  from  realization  as  the  sum  of  the

consideration received less the cost at the time of realization.

The gain made from the realization of the land will be 50,000 – 35,000 = GHS15,000.

[3 Marks]

GHS GHS
Consideration Received 50,000
Less
Cost of Acquisition 25,000
Cost of Improvement 5,000
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Incidental cost (valuation) 5,000
Total Cost 35,000
Gain 15,000

Realisation of Office Building

The office building qualifies as a depreciable asset as defined in section 133. [3 Marks]

Under the Third Schedule to Act  896, buildings are classified as class 4 assets.  [3

Marks]

Under  Paragraph  4  of  the  Third  Schedule  to  Act  896,  the  difference  between  the

consideration received and the written down value of the asset must be included in the

income of the Ravid Ghana Limited.

GHS150,000 – GHS70,000 =  GHS80,000. Thus, GHS80,000 must be included in the

income of the company.                                                                                      [6 Marks]

[TOTAL 25 MARKS]

QUESTION 4

Candidates are expected to discuss the tax implications of establishing a company, a
partnership or a sole proprietorship and which form of the business organisations gives
the least  tax  exposure  for  an  investor.  The discussion  should  contain  the  following
points: 

I. A company                                                                                    
 A company is taxed separately from its shareholders. [s. 58(1) of Act 896]
 Income derived or expenditure incurred by managers or shareholders whether

jointly or severally on behalf  of a company is regarded as income derived or
expenditure income by the company even if the company lacks legal capacity to
derive the income or incur that expenditure. [s. 58(2) of Act 896]

 All  arrangements  between  a  company  and  a  manager  or  shareholder  of  a
company are recognized for tax purposes unless the arrangement offends anti-
avoidance provisions in the Act. [s. 58(5) of Act 896]

 Generally,  the  corporate  income  is  taxable  at  the  rate  of  25%.  [See  First
Schedule to Act 896]

 Generally, dividends paid by a resident company to a shareholder are subject to
withholding taxes at the rate of 8%. [s. 59(1) and First Schedule to Act 896]

 Thus, generally the total tax exposure on an investment in a company is 33% i.e.
25% at the corporate level and 8% at the shareholder level.

                                                                                                                            [6 Marks]
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II. A Partnership                                                                                
 A partnership is not liable to pay tax on its income and not entitled to any tax

credit  with  respect  to  that  income  but  is  liable  to  tax  with  respect  to  final
withholding payments. [s. 52(1) of Act 896]

 The income or loss of the partnership is allocated to the partnership in line with
their profit  and loss sharing ratio as stated in the partnership agreement.  [s.
52(2) of Act 896]

 Arrangements  between  a  partnership  and its  partners  are  recognised  for  tax
purposes and considered in determining the share of an individual partner unless
stated otherwise in the Act. [s. 52(6) of Act 896]

 The income or loss of the partnership for a year of assessment is allocated to the
partners as income or loss in their profit or loss sharing ratio. [s. 54(1) of Act 896]

 Taxes paid under the Act and foreign income taxes paid or treated as paid by a
partnership is allocated to the partners, in their profit and loss sharing ratio and
treated as paid by the partners. [s. 54(6) of Act 896]

 Since the profits are allocated to the partners in their profit or loss sharing ratio,
the income of the individual partners will be taxed on the graduated scale which
starts from 0 to 30% if the partners are resident for tax purposes. However, if a
partner is non-resident for tax purposes, the income will be taxed at the rate of
25% as provided for in the First Schedule to Act 896.

 Given  the  fact  that  section  133  of  Act  896  defines  partnership  to  mean  an
association of two or more individuals or corporations carrying on business jointly
for  the  purpose  of  making  profit,  irrespective  of  whether  the  association  is
recorded in writing, it is possible that the partners could be entities.
If the partners are entities, the profit allocated to the partners will be taxed at the
corporate tax rate which is generally 25% as provided for in the First Schedule to
Act 896.
                                                                                                                 [6 Marks]

III. Sole Proprietorship     
A sole proprietorship is not distinct from its individual owner for purposes of 
income tax.
Income earned by the sole proprietorship is taxed in the hands of the 
individual.
If the owner is resident for tax purposes, the income will be taxed on the 
graduated scale up to a maximum of 30%. [See First Schedule to Act 896]
If the owner is non-resident for tax purposes, the income will be taxed at a flat
rate of 25%. [See First Schedule to Act 896]
                                                                                                     [4 marks]

a) Which  of  the  above  forms  business  provides  the  least  tax  exposure  for  an
investor. 
                                                                                                 

If the partnership is established by either resident or non-resident entities, the tax
rate on the income will be 25%. 
If a sole proprietorship is owned by a resident individual, the income will be taxed on
the graduated scale up to a maximum of 30%. Similarly, if a partnership is owned by
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a resident  individuals,  the income will  be taxed on the graduated scale up to  a
maximum of 30%.
Income earned by a company is generally taxed at the rate of 25% and dividends
distributed to the shareholders is taxed at the rate of 8% and this brings the total tax
exposure of the investment to 33%.
Thus, the effective tax rate of the sole proprietor, the resident status of the partners
and the type of business organisation of the partners will critical in determining which
of the forms of business provides the least tax exposure to an investor.

 [6 marks]

[TOTAL = 22 MARKS]

                                   

QUESTION 5

Candidates  are  expected  to  discuss  any  three  (3) of  the  following  anti-avoidance
provisions in the Income Tax Act, 2015 (Act 896)

a. Arm’s length transactions
Section 31 of Act 896 provides that the income and tax implications of arrangements
between persons in a controlled relationship must reflect the arm’s length standard. The
arm’s length standard requires persons who are in a controlled relationship to quantify,
characterize, apportion and allocate amounts to be included in or deducted from income
to reflect that which would have been made between independent persons.
Therefore, if a person provides a loan to a related person, the terms of the loan which
includes  the  interest  payable  on  the  loan  must  reflect  the  interest  an  independent
person in a similar circumstance would have paid on the loan.
If  the  interest  rate  does  not  reflect  that  which  would  have  been  charged  between
independent persons, the Commissioner-General is empowered to adjust the interest to
reflect the arm’s length standard.
Furthermore, the Commissioner-General is given power under section 31 of Act 896 to
where appropriate, re-characterize debt financing as equity financing if the terms of the
financing arrangement do not accord with the arm’s length provisions.  [5 Marks]

b. Thin capitalization
Another provision available to the Commissioner-General to prevent tax avoidance via
related party loans is thin capitalization. 
Section 33 of Act 896 provides that where a resident entity which is not a financial
institution and in which 50% or more of the underlying ownership is held by an exempt
person either alone or together with associates has a debt to equity ratio in excess of
3:1 at any time during a basis period, a deduction is disallowed for any interest paid by
that entity on the part of the debt which exceeds the 3:1 ratio.
Exempt person is defined in section 33 of Act 896 as either a non-resident person or a
resident person for whom interest paid by a resident entity constitutes exempt income.
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Regulation 20 of the Income Tax Regulations, 2016 (L.I. 2244) defines “debt” to mean
an obligation to pay an amount owed to an exempt person and “equity” to mean the
sum of Stated Capital and Income Surplus.
Thus, if an exempt person who owns at least 50% of the underlying ownership in an
entity provides a loan to that entity, the allowable deduction for interest will be restricted
to that part of the loan which does not exceed three times the equity of that person in
the entity.                                                                                      [5 Marks]

c. Income Splitting
Income splitting  involves any scheme where  a  person artificially  assigns income to
another person in order to reduce the tax liability of the assignor. For individuals, the
income tax rates in the First  Schedule to Act 896 is a graduated rate which simply
means high income earners pay more tax than low income earners. Thus, where a
person  earns  income  which  places  the  person  in  a  high  tax  bracket,  there  is  an
incentive to split the income and assign a portion of the income to a person in a low tax
bracket in order to reduce the tax payable on the entire amount. 
To defeat this tax avoidance strategy, the section 32 of Act 896 provides that where a
person attempts to split income with another person in order to reduce the tax payable
by  that  person,  the  Commissioner-General  may,  by  notice  in  writing  to  the  person
prevent a reduction in tax payable.                                                                     [5 Marks]

d. General Anti Avoidance Rule
 The  Commissioner-General  is  empowered  under  section  34  of  Act  896  to  re-
characterize or disregard an arrangement that is entered into or carried out as part of a
tax avoidance scheme which is fictitious or does not have a substantial economic effect;
or whose form does not reflect its substance.                                                 [5 Marks]  

e. Indirect payments
Under section 27 of Act  896,  where a person indirectly benefits from a payment or
directs that another person is to be the recipient of the payment even though the payer
intends the payment to benefit who gave the directive, the Commissioner-General is
empowered to treat the person who gave the directive as the recipient of the payment.
This is to prevent persons from assigning their income to other persons in order to
reduce their tax liability.                                                                             [5 Marks]  

f. Change in Accounting Year
For the purposes of determining the basis period of an entity or trust under section 18(1)
of Act 896, the accounting year of that entity or trust is used as the determinant. Under
section 124 of Act 896, a person is required to file a return of income at most four
months after the end of the basis period of the person. This means the basis period of a
person determines when the person has to file a return of  income. If  an entity can
change its accounting year, it invariably changes its basis period and this can alter the
time frame the entity has to file a return of income under section 124 of Act 896. Since a
return  of  income  contains  information  on  the  taxes  payable  to  GRA,  changing  the
accounting year can lead to a deferral in the date for the payment of taxes as provided
in section 18(5) of Act 896. To prevent this abuse, section 18(3) requires that a person
must seek the approval of the Commissioner-General before that person can change its
accounting year.                                                             [5 Marks]  
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[TOTAL = 15 MARKS]
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