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TAXATION
REPUBLIC OF IRELAND

Diploma stage examination
12 June 2007
MARKING SCHEME

Question 1

(a)
Relief for trading losses:
· Case I losses may be offset against Case I income of a preceding accounting period of the same length as that in which the loss was incurred
1 ½
· Case I losses can be offset against the total profits of the current accounting period on credit and value basis, i.e. the Case I loss is valued at the corporate tax rate in force when the loss is incurred, currently 12.5%. The relief is given as a credit against the tax payable.
1 ½ 
· Case I losses can be offset against total profits in the preceding period of a corresponding length on a credit and value basis.
1 ½ 
· Case I losses can be carried forward and offset against the first available trading profits.
1 ½
Issues to consider:

Likelihood and expected amount of future trading profits.
1
Cashflow situation.
1
Past/future expected rates of corporation tax.
1
Non-relief of trade charges.
1

(10)

(b)


	
	12 months to 31 Dec 2006
€
	
	3 months to 31 March 2007

€
	

	Schedule D Case I
	507,850


	
	126,963


	5

	Less: s396 (1) loss relief
	(140,000)
	
	-
	1

	Schedule D Case I
	367,850
	
	  126,963
	

	
	
	
	
	

	Schedule D Case III
	  7,450
	
	3,100
	3

	Schedule D Case V
	12,200
	
	2,000
	5

	FII
	-
	
	-
	1

	Taxable Income


	387,500
	
	132,063
	

	Chargeable gain           2,500

Less: capital loss b/f   (2,500)
	
	4,000

(1,250)
	
	2

	
	       0
	
	 2,750
	

	Total profits
	  387,500
	
	  134,813
	


	
	y/e 31/12/06
	
	3 months to 31/03/07
	

	
	      €
	
	€
	

	
	
	
	
	

	Corporation tax due: 
	
	
	
	

	Trading profits @12.5%
	45,981
	
	15,870
	1

	Passive income @ 25% 
	4,913
	
	1,275
	1

	Chargeable gains @ 20%
	0
	
	550
	1

	Total tax payable
	50,894
	
	17,695
	




(20)
Workings

1.
Trading income is treated as Schedule D case I and is normally time apportioned.
1
	
	Yr to

31/12/06

€
	3 months to

31/3/07

€
	

	727,000 x 12/15
	581,600
	
	1 

	727,000 x 3/15
	
	145,400
	1 

	
	581,600
	145,400
	

	Less CAs (see below)
	(73,750)
	(18,438)
	2

	Sch D case I
	507,850
	126,963
	


Computation of capital allowances:

	
	12.5%

	Cost b/f - 1/1/06
	540,000

	Additions – June 2006
	50,000

	Disposals
	0

	Cost c/f - 31/12/06
	590,000

	
	

	TWDV b/f - 1/1/06
	227,000

	Additions
	50,000

	Disposals
	0

	W&T - 2006
	(73,750)

	TWDV b/f - 31/12/06
	203,250

	
	

	
	12.5%

	Cost b/f - 1/1/07
	590,000

	Additions
	

	Disposals
	0

	Cost c/f - 31/03/07
	590,000

	
	

	TWDV b/f - 1/1/07
	203,250

	Additions
	0

	Disposals
	0

	W&T – 2007 (3/12)
	(18,438)

	TWDV b/f - 31/03/07
	184,813


2. Property income is included under Schedule D Case V, and is computed on an accruals basis and time apportioned for long periods of account. 
1

The premium is taxable, less 2% for every year of the lease except the first one, and should be allocated to the accounting period in which it is paid.
1
	
	Year to 31

December 2006
	3 months to

31 March 2007
	

	32,000 x 6/12
	16,000
	
	½

	32,000 x 3/12
	
	8,000
	½

	10,000 x (100% - (9 x 2%))
	8,200
	
	1

	Expenses – 18,000 x 6/9
	(12,000)
	
	½

	Expenses – 18,000 x 3/9
	
	(6,000)
	½

	Schedule D Case V
	12,200
	2,000
	


3.
Bank interest is treated as income under Schedule D Case III and is included on an accruals basis.  .
1
	
	Year to 31 December 2006
	3 months to 31 March 2007
	

	
	
	
	

	
	
	
	

	Case III - Bank interest
	7,450
	3,100
	2


4.
Dividends received from other Irish companies are exempt from tax as it is Franked Investment Income.
1
5.
Capital gains are allocated to the period in which disposals occur. Capital losses are relieved first against gains of the same period and then against subsequent periods. 
1

3,750 b/f at 1 Jan 2006 – 2,500 used in year to 31 Dec 2006 = 1,250 loss c/f to 1 January 2007
1
6.
Under s396(1), a company’s trading losses are carried forward and relieved against the first available profits of the same trade.
1
(c)
Disposal of shares in Nadir plc

	
	No. of shares
	
	Cost
	
	Cost per Share
	

	
	
	
	€
	
	€
	

	Bought March 1981
	5,000
	
	5,000
	
	1.00
	1

	
	
	
	
	
	
	

	Bought May 1984
	10,000
	
	18,000
	
	1.80
	1


FIFO rules apply:

	
	€
	
	€
	

	Disposal proceeds Jan 07 – 8,000 * €3.75
	
	
	30,000
	1 

	Less:
Original Cost – March 1981 – 5,000 * €1
	5,000
	
	
	1

	          Indexation Factor (1980/81)
	3.240
	
	(16,200)
	2 

	
	
	
	
	

	Less:
Additional Shares – May 1984 – 3,000 * €1.80
	3,000
	
	
	1 

	          Indexation Factor (1984/85)
	1.819
	
	(5,457)
	2 

	
	
	
	
	

	Chargeable gain
	
	
	8,343
	1


Question 2

(a)
(i)
Taxable Income – Tax year 2006
	
	   €
	
	  €
	

	Schedule D – Case IV
	
	
	
	

	Regrossed Building Society Interest (3,000/.8)
	
	
	3,750
	1

	
	
	
	
	

	Schedule E – Income from Employment
	
	
	
	½

	
	
	
	
	

	Salary
	
	42,500
	
	½

	Add:  Benefits in Kind
	
	
	
	

	Mileage (5,000 * 50 cent) (See below)
	0
	
	
	1

	Beneficial loan:
	
	
	
	

	€4,000 * 3/12 * (11% - 3%)
	80
	
	
	1

	(€4,000 - €2,000)* 9/12 * (11% - 3%)
	120
	
	
	1

	Free meals (exempt)
	0
	
	
	½

	Parking space (exempt)
	0
	
	
	½

	Mobile Phone (exempt)
	0
	200
	42,700
	½

	
	
	
	
	

	Schedule F – Gross Dividend Income (15,000/0.8)
	
	
	18,750
	1

	Taxable Income
	
	
	65,200
	

	
	
	
	
	

	Tax Payable
	
	
	
	

	
	
	
	
	

	€32,000 @ 20%
	
	
	6,400
	1

	€33,200 @ 42%
	
	
	13,944
	1

	
	
	
	20,344
	

	Less 
	
	
	
	

	PAYE Tax Credit
	
	
	(1,270)
	½

	Single Allowance
	
	
	(3,160)
	½

	DIRT
	
	
	(750)
	½

	Dividend Tax Credit
	
	
	(3,750)
	½

	Gross Tax Payable
	
	
	11,414
	

	Less:  PAYE paid
	
	
	(10,000)
	½

	Net Income Tax Payable
	
	
	1,414
	

	
	
	
	


Note:  Mileage – as William’s mileage is less than the civil service rate is entitled to receive this amount tax free.

(ii) The deductions allowed against Schedule E income are limited to the following
· Expenses incurred wholly, exclusively and necessarily in the performance of the duties of the employment.

· Employee contributions to an exempt approved pension scheme, and in the case of a non-pensionable office or employment, premiums paid under certain approved retirement annuity contracts as well as certain contributions to PRSAs.
In practice the Revenue also allows the following:
· Expenditure on special clothing worn in the performance of the duties

· Expenditure on tools used in the performance of the duties.

· Expenditure on books and newspapers is allowed to journalists

· Expenses incurred by commercial travellers who are required to bear traveling and hotel expenses in the course of performing their duties.



(5)
(iii)
Where an asset (other than accommodation, company cars or vans) which continues to belong to the employer, is provided by an employer for use by an employee, the annual value of the asset is 5% of the market value of the asset when it was first provided as a benefit by the employer to that employee.

This means that William will receive a benefit of 5% of the market value of the computer equipment of €137.50 (€2,750 * 5%).  This amount of €137.50 will be treated as Benefit-in-kind and taxed as part of his employment income for 2007.

(3)
(b)
Contract of services vs contract for services

Control
Financial Risk
Equipment 
Work performance and correction
Holidays and sickness
Exclusivity

2 marks for each criterion well explained and applied to the scenario 


up to a maximum of (10)

(30)
Question 3

(a)
(i)
Supplies which are made by a taxable person and which are not specifically exempted from VAT are taxed at the standard rate of 21% or at the lower rate of 13.5% unless they fall within one of the zero-rated activities  
· The main examples include most food and drink used for human consumption, oral medicine, fertilisers.
· Person making only 0% rated supplies must register if taxable turnover exceeds threshold and can reclaim input tax.

1 mark per relevant point made up to maximum 2 marks, plus 1 mark for example
Exempt – A supply of goods or services is an exempt supply if it is an exempted activity.  VAT cannot be charged on an exempt supply.  
· The main examples include banking and insurance services.
· Person making exempt supplies only cannot register for VAT, charges no output tax, is not a taxable person and cannot reclaim input tax. 

1 mark per relevant point made up to maximum 2 marks, plus  1 mark for example

(6)
(ii)
VAT registration threshold €55,000 for the supply of goods.
1 

Include self-supply.
1
Exclude capital gain.
1
Alice should register when it becomes likely she will exceed the threshold which in this case is March 2007.
1
Registration will take effect from 1 February 2007 and operate on a bi monthly system from then on.
1

(5)
(b)
(i)
A company which makes both taxable supplies and exempt supplies is a "partially exempt" company and may recover only part of the input tax which it suffers. The amount of input tax which may be recovered for a tax period is the   amount which is "attributed to taxable supplies". This amount is usually calculated as follows:
2
Input tax suffered on goods and services which are used exclusively for the purpose of making taxable supplies is attributed to taxable supplies and is recoverable in full. 
2
Input tax suffered on goods and services which are used exclusively for the purpose of making exempt supplies is not attributed to taxable supplies and cannot be recovered at all. 
2
A proportion of any remaining input tax (on goods and services used for making both taxable and exempt supplies (dual-use inputs)) is attributed to taxable supplies and may be recovered. This proportion is normally equal to the ratio of taxable supplies to total supplies. 
2


(8)

(ii)
Output tax is €155,000 x 121 = €32,550.  Total taxable supplies, including zero-rated supplies, exclusive of VAT are €225,000 and total supplies of all types, including exempt supplies, are €272,000. Therefore the calculation of the VAT liability for the Nov/Dec 2006 period is as follows: 
2
Attributable to exempt supplies  (€6,205) not reclaimable.
1
Unattributed tax reclaimable using ratio:

(155,000 + 72,000 – 2,000)          =  83%

(155,000 + 72,000 – 2,000 + 47,000)
2
Output tax:

Standard rated supplies   155,000 x 21%         €32,550
1
Zero-rated supplies 72,000 x 0%                           nil
1

€32,550
1
Input tax:

Attributed to taxable supplies          €9,750
1
Unattributed

€10,000 x 83%                              €8,300
                                                                    (€18,050)
1
Payable to Revenue                                         €14,500
1

(11)



(30)

Question 4

(a)
Public goods – non-excludable and non-depletable goods

True demand understated by market economy


Free-notes problems
Role of government via taxation

Example


1 mark per relevant point, plus 1 mark for example up to a maximum of 4
Externalities – positive/negative externalities
Example of each Role of tax on changing behaviour


1 mark per relevant point, plus 1 mark for example up to a maximum of 3
Merit and demerit goods - explanation
Example of each

Conflict where it is using tax as disincentive 


1 mark per relevant point, plus 1 mark for example up to a maximum of 3
Monopoly – explanation
Role of government as regular


1 mark per relevant point up to a maximum of 2


(12)
(b)
Direct and indirect taxes

Formal and effective evidence of tax


Assessment and collection of tax


Direct vs indirect as redistribution tool


Examples

1 mark per relevant point/ example up to a maximum of 4

Tax bases


Explanation – entity/activity on which tax is levied


Difference between incidence/base


Examples


Ease of control


1 mark per relevant point/ example up to a maximum of 4

Rate structures


Rate 

Progressive / Regressive / Proportional


Disincentive effects of tax


Examples


1 mark per relevant point/ example up to a maximum of 4

Specific and ad valorem taxes

Relationship to tax base


Specific or “unit” taxes based on weight /size of tax base


Example


Valorem taxes based on monetary value of tax base

1 mark per relevant point/ example up to a maximum of 4


Three categories to be given up to a maximum of (12)
(c)
Equity:
means related



benefits related



vertical/horizontal equity



example 


1 mark per relevant point, plus 1 mark for example up to a maximum of 3

Efficiency
incentive/disincentive effects


fiscal neutrality


economic/administrative efficiency 


example


1 mark per relevant point, plus 1 mark for example up to a maximum of 3


(6)


(30)
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