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NIVERSITY OF
TRATHCLYDE




in Glasgow
Department of Accounting and Finance

40311 Taxation

	Wednesday 1st June 2005
	2.00pm – 5.00pm    3 hours


There are five questions in all

Answer BOTH questions in Section A

and ANY TWO questions from Section B

RATES OF TAX AND ALLOWANCES 

ARE ATTACHED TO THIS PAPER

Calculators must not be used to store text and/or formulae nor be capable of communication. 

Invigilators may require calculators to be reset

SECTION A – ATTEMPT BOTH QUESTIONS

Question 1

Malky Ltd is a UK resident company which acquired a controlling interest in a German company in December 2004. Malky Ltd has been preparing accounts annually at 30 November. In October 2004 the directors decided to permanently change the accounting date to 31 January and accordingly made up accounts for the period ended 31 January 2005. During that period Malky Ltd had a very poor period of trading and had a turnover of only £1,400,000. The German company had a turnover for the same period of £200,000 the number of employees in the group did not exceed 45. The following are the results for the period:

You establish that Malky Ltd had total profits of £1,750,000 for the CAP of 12 months ended 30 November 2003. 

INCOME

Adjusted trading profit ( before capital allowances)



£840,000

Loan interest received ( gross figures shown)* – 
3011/04   £24,000








30/1/05        4,000
    28,000

Rents receivable




31/10/04  £20,000








31/12/04      5,000
    25,000

Capital gains: On sale of shares


30/6/04  £ 10,000



On sale of Property


28/1/05   620,000
  630,000

Bank Interest received




31/8/04

    24,000

Dividends received from UK companies 

31/12/04 £13,500

( cash amounts received)



25/1/05     15,750
    28,250

PAYMENTS

Gift Aid payment (gross sum)



30/11/04

      6,000

Loan Interest ( gross figures shown)*


30/11/04  £15,000

 ( on loan to purchase shares in UK companies)
31/1/05      20,000
    35,000

* These amounts are the correct accrued income for periods ending on these dates

NO Dividends were paid in the period 

Additional information;

1 The balances brought forward at 1 December 2003 for capital allowances purposes were:

General pool - £128,000; Expensive car - £24,000

During the above period the following transactions took place;

Purchases


Cost

Disposals

Proceeds

30/9/04 – 2 delivery vans
£48,000
31/12/04 Plant - 
£24,000

12/1/05 – New computer 
  40,000
30/1/05 Computer
    3,000

22/1/05 Low Emissions Car
  16,000
21/1/05 Expensive car    8,000

You are required:

a) to compute the maximum amount of capital allowances which the company can claim for each of the TWO above chargeable accounting periods.

(7 marks)

b) incorporating your answer to (a) above, compute the CT payable by the company for each of the TWO chargeable accounting periods, stating in each case when the corporation tax will be payable.

(14 marks)

c) 
to recalculate the CT liabilities, stating the payment dates on the assumption that the German subsidiary had been acquired during the month of November 2004 and the gain of £620,000 been realised during that month. 

(9 marks)
(Total: 30 marks)
Question 2

Mr Sid Down and his wife Fallon are directors of Drinks Ltd, a UK resident company which makes up accounts at 31 October each year.

Their salaries from the company were agreed at the start of each accounting period and these were recently:





Mr Down

Mrs Down

For year ended 31/10/04
£28,800

£9,600

For year ended 30/10/05
  36,000

  6,000

In addition the directors were provided with motors cars giving rise to taxable benefits as follows;




Mr Down

£3,200




Mrs Down

  2,800

As a result of advice given to them some years ago, Mr and Mrs Down divided the shares in Drinks Ltd equally between themselves and dividends were paid in equal amounts to them. Mrs Down has little knowledge of the business and spends only a few hours a week on its administration, for which she has been paid the above salary. All of the company's earnings are obtained as a result of work done by Mr Down and his employees.

On 1 May 2004 Mr Down started a business selling breathalyser kits. He intends making up accounts to 30 April each year and his agreed profit for the year ended 30 April 2005 was £18,000.

Mrs Down has, for five years, been running a business selling perfume. She makes up accounts each year to 31 March and she ceased trading on 31 December 2004. Her recent agreed profits were: 

year ended 31 March 2003 - £8,000

year ended 31 March 2004 - £6,000

period to 31 December 2004 - £3,000. 

She has now obtained part time employment (20 hours per week) as a counsellor at a dependency unit and her P60 showed earnings for 2004/05 of £8,400.

The couple’s other income received during 2004/05 was:






Mr Down

Mrs Down

Dividends from Drinks Ltd

£9,900


£9,900

Bank deposit interest


  3,600


    800

National Saving Bank –

     100


      60

(Accounts opened 4 April 2004)

All of the above amounts represent the cash amounts actually received.

The couple paid covenants as follows:





Mr Down

Mrs Down

Oxfam



£468


£780

To an aunt


  390




The amounts shown are the net amounts paid after deducting tax at 22%.

On 31 October 2004 the following assets were sold:

1 A vase which had cost £200 in March 1972 was sold for £30,000. The MV of the vase at 31 March 1982 was agreed at £1,500 This had been owned personally by Mrs Down.

2 A building, which formed part of the business premises of Drinks Ltd and which had cost £25,000 in May 1986 was sold to a property developer for £100,000. These premises were held in the joint names of Mr and Mrs Down.  

Mrs Down sold shares in a UK company for £30,000 on 10 February 2005. These had cost her £36,000 in March 1988.

Indexation factors – March 1982 – April 1998  - 1.100



        May 1986 - April 1998

You are required:

a) to calculate the amount of income tax which each spouse will have to pay after taking into account any tax suffered at source ( you may ignore any PAYE paid on the salaries).

(18 marks)

b) to calculate the Capital Gains Tax (CGT), if any, which each spouse will have to pay stating when it will be payable.

(6 marks)

c) to explain to Mr and Mrs Down of the possibility of additional income tax becoming payable as a result of the present arrangements under which Drinks Ltd pays dividends to them.

(6 marks)

(Total: 30 marks)

SECTION B - ATTEMPT ANY TWO QUESTIONS

Question 3
Sellyn Ltd is a UK resident company which is wholly owned by a French resident company and has itself, two UK subsidiaries, X Ltd and Y Ltd. Sellyn Ltd is a trading company and made the following disposals during its accounting year ended 31 March 2005.

1 30 July 2004

A plot of land was sold for £540,000. This was part of a number of plots of land, some with buildings that Sellyn Ltd had let to other businesses for several years. The plots had been bought as a complete package at a total cost of £260,000 in May 1989. The remaining plots and buildings had a market value at July 2004 of £1,520,000.

2
30 September 2004

A warehouse, which had been used for the purpose of the trade, was sold for £380,000. This had been acquired for £180,000 using the part of the proceeds of a sale a building for £200,000 in March 1989. This original building had cost £120,000 in March 1981 and, on the occasion of its disposal, Sellyn Ltd had claimed the maximum possible rollover relief.

The MV of the warehouse at 31 March 1982 was £110,000.

3
October 2004
An office building, which was used by the Sellyn group as its administration headquarters, was sold for £280,000.This building had originally been purchased in June 1981 for £70,000 and since then the following capital expenditure had been incurred on the building:



December 1981

£15,000



October 1992


  30,000



June 2003


  25,000

A global election was not in place and the agreed market value of the building at 31 March 1982 was £80,000.

Required

a) Compute any capital gains or losses arising from the above transactions and state which figure will be included in the CT computation of Sellyn Ltd in respect of its year ended 31 March 2005.






(12 marks)

b) Assuming that the company had other chargeable income of £130,000 for the accounting period, calculate the additional CT attracted by the gains.

(4 marks)

c) Indicate how any of the tax on the above gains could be postponed.  

(4 marks)

(20 Marks)

FOR INDEXATION FACTORS - SEE NEXT PAGE

May 1999 - July 2004

0.624

March 1982 - March 1989

0.414

March 1989 - September 2004
0.670

March 1982 - October 2004

1.363

October 1992 - October 2004
0.342

June 2003 - October 2004

0.035

Question 4

Mr Timberlegs, a music fan, has developed a new product called MyPod, which can hold a million tracks. After conducting a thorough market research programme at gigs around the UK, he has decided to start a business to produce and distribute the product.

He had prepared a detailed Business Plan which had been examined by his bankers, who agreed to advance the funds required to set the business up.

He decided to commence the business, as a sole trader, on 1 October 2003 and his business plan showed that taxable profits PER MONTH would be as follows:











£ per month



For each of the first SIX months to March 2004

  15,000 



For each of the next TWELVE months to March 2004 
  18,000



Thereafter – each month from April 2004


  25,000

He is considering making up financial accounts each year to ONE OF TWO alternative dates - 31 March OR 31 May. He is not considering any other date.

He wishes to know the taxation implications of each of these alternatives before he starts to trade. He gives you the above Business Plan in June 2003.

.

Required:

a) Calculate the profits arising for each of the accounting periods under each of the above alternatives and, using these figures, calculate the Schedule D I assessments which will arise in the first three years of assessment under each of the alternatives.
(10 marks)

b) Advise Mr Timberlegs which accounting date should be chosen, identifying the advantages and disadvantages of each alternative.

(4 marks)

c) 
Assuming Mr Timberlake advises you in June 2004 that his profits per month from April 2004 will be £30,000 per month and not £25,000, advise him how this will affect his liabilities and any Payments on Account. The estimates up to 31 March 2004 proved accurate. Should he remain a sole trader?

(6 marks)

You should note carefully that Mr Timberlegs is not considering any other accounting date – only 31 March or 31 May.

(Total: 20 marks)

Question 5
In your class you have studied mainly Income tax and Corporation tax and you will have noticed significant differences between the methods of calculating the liabilities under each tax.

Following the Finance Act 2002, in which the Chancellor introduced a Corporation Tax rate of 0%, hundreds of thousands of owners of small businesses have incorporated their businesses as limited companies. The reason for this, as you have learned, is that dividends taken by shareholders before 1 April 2004 whose total income remained within the basic rate band attracted no extra tax (or NIC).

In the 2004 Finance Act, the Chancellor introduced new anti-avoidance provisions to prevent the loss of revenue to the Exchequer as a result of the above practice.

In your course you have covered enough material to allow you to give fundamental advice on the taxation differences which arise depending on what style of trading is adopted to run a business.

Required:

a) Explain the application of the new anti-avoidance provisions referred to above.

(5 marks)

b) Show how the new rules will impact on the distributable income for 2004/05 of an individual who had converted his sole trader business to a limited company in 2002 where the profits and dividends taken for the year ended 31 March 2005 were:

Profits

Dividend taken


EITHER

  Case (i)
£14,600 
Balance of profits after salary


OR

  Case (ii)
£40,000
£18,000

In each case assume a salary of £4,745 is also taken. For each level of income you should prepare separate Income Tax and Corporation Tax computations, making comparisons between the outcome which would arise had there been no change with that which will now arise.

(12 marks)

c) Explain whether the business should now revert to sole trader status either of the above cases. 

(3 marks)

(Total: 20 marks)

END OF PAPER

40311 - TAXATION –May 2005

THE FOLLOWING RATES AND RELIEFS SHOULD BE USED IN ANSWERING THIS PAPER

CORPORATION TAX

For both FY 2003 (To 31/3/2004) and


FY 2004 (To 31/3/2005)



Large companies - Total profits over

£1.5 million



Rate of Tax for Large companies


     30%




Small companies - Total profits up to

£300,000



Rate of tax for Small companies


    19%




Non-Corporate Dividend rate - FY 2004 ONLY
    19%

Threshold for very Small Company rate


Total profits up to



£10,000




Rate of Tax




     0% 




Starting point for small company rate of 19%
£50,000 (total profits)


Taper Relief Fractions

£10,000 - £50,000



19/400

£300,000 - £1.5 million



11/400

Taper Relief formula – all years

     (M-P) x I/P x appropriate fraction above

Rate for grossing up dividends – all years

10/9

INCOME TAX

Personal Allowance
2004/05


£4,745

Rates of IT:

First £2,020


10%

Next £29,380


22% BR

Balance



40%

Dividends - within BR band
10%


     Above BR band
32.5%

Savings and Gains in BR band
20%

Above BR band


40%

Note Interest and Charges paid and received from

UK companies from 1 April 2001 are gross

CAPITAL GAINS TAX

The relevant indexation factors are given in questions 2 and 3
Taper Relief (Individuals ONLY)




Complete Years owned after 5 April 1998

Business Assets 

Owned for 1 year - 50% - 2 years (or more) - 75%

Non-Business Assets 
6 Years - 20%

CAPITAL ALLOWANCES - FYA ON PLANT

Small businesses (Turnover less than £5.6m; less than 50 employees) FYA was 40% up to 31 March 2004 and increased to 50% for expenditure after 31 March 2004
For Medium sized businesses (turnover less than £22.8m; less than 250 employees) FYA 40%

100% FYA on Low emission cars - All businesses

1
9
Tommy Docherty


