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Answer sto Public Policy examination questions, especially to those partsrequiring
analysis and evaluation, are inevitably shaped by the personal subjectivity of
candidates. Thisindividual subjectivity is welcome, but it does mean that it is not
possible to produce a marking scheme that is fully comprehensive. Credit will
always be given to candidates for points not included in the marking scheme but
which, nevertheless, are relevant to the questions asked.

Question 1
(@ Traditional Public Administration/Liberal Democratic Model

Minigers are responsble for policy formulation and to Pariament for the
conduct of their Departments.

Civil savants are answerable to Ministers and provide neutral advice to them
and implement minigerid policy.
Y% mark for identifying model, up to a 1% for description

Liberal Bureaucratic/New Administration Model

Does not exdude the posshility tha a Minider may dominae and impose
his’her will on a Department.

However, it suggests a variety of factors (eg numbers, permanence, expertise,
control of information) that tilt the badance of power in favour of avil
servants.

It portrays a fundamentadly adversarid rdationship between civil servants and
minigders where dvil savants often obdruct andlor sdbotage miniderid
decisons

% mark for identifying model, up to 1% for description

“Whitehall Village” Model
The rdationship is more complex here.

Reldionships ae both cooperative and adversaid and operate  across
Departments as well as within them.

Civil servants, through ther common culture and networks of contacts,

prepare the ground for minigterid decisions.
12 mark for identifying model, upto 1% for description
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Power-Bloc M odel

Seeks to portray civil sarvants as an “edablishment” veto group, reflecting
that the compogtion/structure of the dvil service hes traditiondly been
dominated by individuas from privileged economic backgrounds

Civil savaits deploy their adminidretive expetise and exploit ther
permanency in order to facilitate reectionary policy and thwart redicd policy.

% mark for identifying model, up to 1% for description

Bureaucratic Over-Supply M odel

This modd is linked to the right-wing critique of Big Government, prevaent
since 1970.

It proposes that sdf-interested civil servants seek to maximise their own
interests (eg daus, pay, other employment conditions) and to exploit sources
of power in their relationships with Minigers.

Thishasled to the creation of an excessvely large, bureaucratic civil service.

% mark for identifying model, up to 1% for description

This question requires candidates to analyse the balance of power, in the UK
governmental decision making process, between Ministers and civil servants.
The “ textbook answer” to this question is shown below. But the “ textbook
answer” isextremely detailed and unlikely to be reproduced even by excellent
candidates. Candidates’ answers will be shaped by their own subjectivity and
full credit will be given for relevant points not included in the marking scheme
and for answer s which focus on and eval uate only those models perceived as
the best explicators of the civil servant/minister relationship.

(10)

1 mark for each relevant point up to a maximum,
of 3 marks per model and overall maximum of 15

In the lae 1970s the avil-servantgMinisers reationship was frequently
portrayed (especidly by the Labour government, looking for scgpegoats on
whom to blame policy falure) as resembling ether the liberd bureaucratic or
the power bloc modes.

The main factors which, at that time, were seen as tilting the balance of power
avay from Minigers to civil savants incduded: the large numbers of avil
savants rdaive to Minigers, the permanent datus of civil servants, the
expatise of cvil servants the networking and co-coordinging role of avil
savats, dvil savants control of information; civil servants  ability to deay
paicy implementation; the multiplicity of demands (and hence large
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workloads) of Minigers, and the fact that few Ministers had been trained for
office or had any expertise rdating to their Departments.

Civil Service reforms snce 1979 amed a curtaling cvil sarvants privileges,
increedng the efficdency of “Whitehdl” and trandforming the culture of civil
sarvants have probably resurrected the traditional liberal democratic/public
administration modd as the best explanaor of the current reationship
between civil servants and minigers.

The Consarvative government led by Mrs Thatcher reassarted control over the
Civil Service, ingpired by New Right theory.  Subsequent governments,
regardless of their politica persuasion, have not sought to reverse this process.

These reforms were in pat ingpired by perceptions that the civil servants
Minigers reationship resembled the bureaucratic over-supply modd.
Although the modd was pdliticaly influentid, few academics now condder it
of vdue in explaning the behaviour of dvil savants The motivation of
officias canot be reduced to depatmenta empirebuildng and the key
Whitehdl departments have dways been — and remain — smdl depatments
such asthe Tressury.

Indeed, many andyss argue that governments New Right goproach to the
cvil sarvice has pushed the civil-savantsMinisers reationships beyond the
treditiond liberd democrdic/public adminigration modd. In paticular, it is
often argued that the civil sarvice's traditiond detachment and impartidity hes
been eroded, with the civil service becoming politicisad.

This does not mean that policy making is totdly the presarve of Miniders
while civil servants are limited to a purdy adminidrative role.  Ingteed it
means tha Minigers influence is primarily over the reativdy smal number
of top Departmentad decisons and over the formulation of policy Srategy.

It is argued by some that traits of the power bloc modd are Hill discernible. It
remans broady true thet the higher dvil service is largdy recruited from
socidly privileged groups  But such groups no longer refuse to carry out
radicd government policy, curb the reformig ambitions of radicd politicians
or condtitute a monalithic bloc in terms of views and perceptions.

Some andysts argue that the liberal bureaucratic modd dill retains vdidity
a an explanator of the civil servants-Minigers rdaionship. It remains
rlevant in those dtuations where week Minigers are “captured” by ther civil
savants and adso to describe occasons when the scades of Departmenta
power tilt towards the civil servants. However, the reassartion of politica
control over cvil sarvants means that the liberd buresucratic modd is now
applicable in reldively few instances.
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The Whitehall village modd draws dtention to the cooperation between
Minigers and civil servants within Depatments and to the role of inte-
Depatmental  collaboration in preparaion for decison meking. There is a
sne in which a “dngle government community” exists, characterised by
agreament on the rules of the game and on the dedrability of exduding
outsdes.  However, the Whitehdl village modd is criticised as being too
limited to capture the redity of the “sngle government community”. In
paticular, it ignores the “community’s’ externd rdaionships such as those
with pressure groups and ideologica think tanks.

The lines of conflict are now rarely between Minisers and their civil servants
within a Department but rather between Departments. Each Department's
Minigers and civil servants combine to advance and defend Depatmentd
interests agang Minigers and civil sarvants in other Departments combining
to do the same.

(25)
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Question 2

@ Y2mark for each institution/organisation identified and a maximum of 1% marks for
discussion of each institution/organisation up to an overall maximum for part (a) of 9 marks

Other relevant institutions/organisations, not explicitly

incorporated in the marking scheme, to be awarded credit, subject to the overall

maximum of 9 marks

Pragmatism needed over inter pretation of institution/organisation

Par liament
Debates and votes upon Government’s annud tax and spending plans.

Power to influence is dependent on dze of Government mgority in the
Commors.

But it is agued tha Parliamentary scrutiny of government policy proposas is
being seadily reduced. This reflects the increased role of the media in policy
debate; and the fact that many of the more detalled aspects of policy
implementation and change occur without parliamentary scrutiny.

CoreExecutive
Much policy isinitiated by the Executive.
The adequecy of the core executive in formulaing and implementing

economic policy is normdly a key issue in generd dections, and usudly
dominates dection manifestos.

Civil Service

The Treasury and many of the mgor spending Departments (education, hedth
and socid security) usudly have a mgor impact on palicy.

Depatmentd spending is determined via the Comprehensve Spending

Review, hence, the treesury is veay poweful in deemining economic
priorities and resource alocation.

Pressure Groups

This category can include sectiond groups (eg TUC, CBI, BMA, NUT) and
cause groups (eg Greenpesce, BMA). Pressure groups which are “insder
groups’ have far more influence than those which are “outsder groups’.
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Amongs these groups, the unions used to be highly influentid, but have over
the past 15 years suffered asignificant loss of power and standing.

Indudry lobby groups tend to be influential. For example, the CBI is beieved
to be having a mgor impact on the Blar Government's dtitude towards the
UK’ s future membership of the Euro.

Quangos

A good example is the Bank of England which, dthough having to achieve
inflation targets set by the Government, has independence in terms of
formulating and implementing monetary policy amed & medting the inflation
target.

Media

The nationd press in paticular frequently initiales'susans campagns on
economic issues.  Good examples here are believed to be Government
attitudes towards pensons and Eurc-membership policies.

The mediaz a commentators on government policy proposds and
implementation, frequently influence change in officid policy.

(b Fsxd poicy involves management of the UK economy through the
manipulation of taxation and public spending. 1

In prectice, snce the ealy 1980s UK governments have focused their
atention on supply-sde economic policies and tools  This has effectively
rdegatedlimited the role of the revenue component of fiscd policy to
securing a baanced current budget over the medium term.  However, the
cgpitd budget is not required to bdance. This fadlitates expandon in capitd
expenditure from time to time, such as tha recently announced for education,
the NHS and transport. 2

Mongtary policy involves the management of liquidity, economic activity and
inflation through the adjustment of interest rates. 1

In the UK, it is the Bank of England that sets interet rate leves through the
interest-rate maneuvering of its Monetary Policy Committee.  MPC interest-
rae decisons are shgped by the Government which sats inflation targets
(currently on RPIX of 25%) and holds the MPC accountable for achieving
these targets. 2

(6)
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This is an open-ended question in which candidates are required to select,
briefly describe and comment upon the significance of two major structural
economic changes that have occurred in the UK in recent decades.

1 mark should be awarded for each relevant point made, up to amaximum
of 3 marks per structural change and 6 marksin total.

Each candidate’ s choice of two structural changesislikely to be drawn from
the following, but full credit should be awarded for alternative, relevant
changes.

The relaive dedine of the manufacturing sector and the relative growth of the
Services sector.

A large-scde shift of ownership from the public to the private sector.
Sgnificant increases in both inward and outward capita invesment.
The discovery and development of offshor e oil and gas resources.

Important  labour-market  changes  induding  declining  employment  in
manufacturing, grester flexibility (eg multiskilling and pat-time working)
and arise in sdf-employment.

Changing long-term patterns of trade, and consequent changes in both the
current and capital accounts of the balance of payments.

The UK’s growing integration with Europe, as wha was origindly the
European Cod and Sted Community (which did not include the UK) hes
evolved into becoming a single European market.

Growing prosperity for the UK population (ie faster GDP growth and
incressed per capita GDP wedth) dongsde (paradoxicdly) reative UK
economic declinein an internationd context.

Domedticdly, a (quedionable) growing divison beween the rdative
prosperous South and the less well-off North.

The dilemma this posed for the MPC was how to respond to Smultaneous
pressures (from within and outsde the MPC) for both higher and lower
interest rates.

The recesson in the internationaly-exposed manufacturing sector generated
pressures from the “doves’ for lower interest rates. This would help the
manufacturing sector by reducing its debt-servicing costs and by lowering the
vaue of the pound to make exports more price competitive and imports less
price competitive.
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The consumer spending boom was largdy underpinned by rgpid personat
credit expangon. This generated pressure from the “hawks’ for higher interest
rates in order to dampen demand and thus reduce the risk that rapid consumer
sending and debt accumulation would generate inflationary pressures  and

push the RPIX above its 2.5% target. 1

In mid 2002, the MPC's dilemma was compounded by the globd equity

market setback which threatened to undermine the economic recovery. 1
(4)

(Appropriate credit to be awarded to candidates who focus of manufacturing
sector’ s problems in terms of weak exports and competition from rising imports)

(25)
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Question 3

@

®

©

% mark for identification of each role. Up to 1% marks for discussion of each role,
subject to an overall maximum of 8

Service Provision

The planning and provision, directly or indirectly, of individua local services.

Regulation

The regulation of the economic behavior of individuds or other agencies in
the public interest by indsing on ther compliance with standards, rules and
procedures of various kinds for exchange or provison of goods or services.
This is whee the licendng, ingpection, monitoring, regisration and
certification comein.

Strategic Planning

The provison of a longer term planning framework to influence the activities
of internal depatments and externd organistions in reation to individud
service areas or authority-wide issues.

Promotion and Advocacy
The pesueson of one or more aher organisaions (eg private indudry,

voluntary bodies) to cary out adtivities that ae likdy to benefit the loca
community (eg by loans to gmdl busnesses by grants to voluntary
organisations).

(Appropriate credit to be awarded for other plausible roles such as revenue collection,
implementing central government policy, etc)

(8)

Democratic deficit is concerned with alow level of democratic accountability
in loca government. Examples/sources include:

The ift of some locd government responghiliies to undected and

unaccountable bodies.

The reduction in numbers of councillors.  For example, France has one

elected member for about every 120 citizens wheress the UK has one for

about every 2,600. 3

% mark for identifying each model. Up to 1% marks for description of each model,
subject to an overall maximum of 8

Locd govenment a agency for centrd  government;  Smply
implements/administers policies for central government.

The centra-locd rdaionship is seen as a patnership with both sdes working
to common ends. Centrd government is invariably the more powerful partner,
but local government is not totally subordinate as in the agency relationship.
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Stewardship modd. Centrd government, in the role of “master”, delegates
considerable authority and discretion to local government.

Power-dependence modd. Each sde has sources of power that it can exert
agang the other. The rddionship is one of barganing, exchange and
negotiation.

(Appropriate credit to be awarded for alternative models such as federal unitary
government and devolved or centralised government)

(8)

Y2 mark for identifying each model. Up to 1%2 marks for discussion of each model
subject to an overall maximum of 6

Participative relationship

Members of the dectorae share in locd government decisionrmeking and
savice provison.  Individuds may be coopted on to the Councl decison
meking bodies tenants may participate in the running of ther edates efc.
This modd makes the grestest contribution towards addressng and
overcoming the democratic deficit.

Consultative relationship

Sgnificant consultation of locd people occurs as input into council decison
meking, even though no direct pat is taken by locd dtizens in decison
meking. There are a variety of ways of consulting locd ditizens and the extent
to which this consultation impacts on decison making dso varies widdy. The
contribution of this modd towards addressng and overcoming the democratic
deficit lies appraximatdy midway between the contributions of the two
alternative models.

Informativerelationship

The relaionship between locd authorities and ditizens is redricted to one of
information provison through, for example, “one-stop shops’ or information
lines  This rdationship mekes the least contribution to addressing and
overcoming the democrdic deficit. However, this rdationship is no longer
sudaindble, given locd authorities  obligation, under Best Vdue to conault
their loca communities.
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@

Income:

0)

(i)

(iii)

(iv)

This is non-trading income. £10,000 should be deducted when computing the
Schedule D Case | assessment.  The interest receivable in the accounting
period will be assessed under Schedule D Case Il on the accruas bess.
There are no income tax implications since the interest has been paid between
UK companies on or after 1 April 2001.

This is dso nontrading income.  £27,500 should be deducted when computing
the Schedule D Case | assessment. The rents receivable in the period will be
assessed under Schedule A on the accruals basis.

This is dso nontrading income. £12,000 should be deducted when computing
the Schedule D Case | assessment.  The premium is discounted by 2% for each
year of the lease (other than the firs year) and then assessed under Schedule
A. The amount assessable is £11,040 (£12,000 less 8%).

This is (in effect) negative depreciaion and is not trading income.  £880
should be deducted when computing the Schedule D Case | assessment. The
sde proceeds of the plant (or its origind cod, if less) will be deducted from
the pool bdance in the company’s plant and machinery cepitd dlowances
computation. If the plant has been disposed of for more than origind codt, any
gan aidng will be assessable as a chargesble gain, unless covered by the
chattels exemption.

Expenditure:

0)

(i)

(iii)

(iv)

If the debentures were issued for trade purposes, the interest payable in the
period is an dlowable trade expense. Otherwise, £30,000 should be added
back in the Schedule D Case | computation and the interest payable will
ingead be deductible under Schedule D Case Il as a non-trading debit (on the
accruds bads). The company must account to the Inland Revenue for the
20% income tax deducted a source from interest payments made during the
period.

£2450 (entertaining customers) and £1,000 (gifts of food, drink or tobacco)
ae disdlowed and should be added back in the Schedule D Case |
computation. The remaining expenses are dlowable. The employess who
benefit from the staff function will each be taxed under Schedule E on income
of £90, since the cost of the function exceeds £75 per head.

The doaff loan written off and the increese in the generd provison ae
disdlowed, s0 a totd of £900 (£600 + £300) should be added back in the
Schedule D Case | computation.

The property expenses of £6,190 are disalowed under Schedule D Case | but
are deductible from the company's Schedule A income from the period (so
long as the expenses were incurred wholly and exdusively for the purposes of
property letting).
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v)

(vi)

(vii)

©)

The Gift Aid donation is disdlowed and should be added back in the Schedule
D Cax | computation. The amount paid in the accounting period will
however be tresied as a charge on income and will be deducted when
computing the company’s chargeable profits.

If the debentures were issued for trade purposes, the legd fees payable on their
isue ae an dlowable trade expense. Otherwise, £18,000 should be added
back in the Schedule D Case | computation and the fees will indead be
deductible under Schedule D Case Il as a nonttrading debit. The £3,000
payable in connection with the digposal of the office building will be
disdlowed under Schedule D Case | but taken into account when computing
the gain or loss arising on the disposal.

The car’s lig price exceeds £12,000. Therefore the dlowable amount of the
hire charge is redricted. The mid-point between £12,000 and £20,000 is
£16,000, so the dlowable chage is equd to £4,160 (£5200 X
£16,000/£20,000). The baance of £1,040 is disallowed.

Original Rebasing
cost
£ £ £
Disposa proceeds 250,000 250,000
Less: Incidenta disposd costs 3000 3,000
247,000 247,000
Less: Acquistion cost 50,000
Incidenta acquisition costs 600
Enhancement in 1981 13,000 63,600
Market vaue 31/3/82 73,000
183,400 174,000
Less: Enhancement in 1986 18,000 18,000
165,400 156,000
Less: |A on MV 31/3/82
(175.2-79.44)[79.44 = 1.205
1.205 x £73,000 87,965
Less. |A on 1986 enhancement
(175.2-97.85)/97.85 = 0.790
0.790 x £18,000 14,220 102,185 102,185
63,215 53,815

The chargeable gain is £53,815. All except £25,000 of the sde proceeds have
been invested in a qudifying depreciating asst within the period beginning

one year before the digposa and ending 3 years dfter it.

Therefore £28,815 of

the gain may be held over. The remaining £25,000 isimmediately chargeable.
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The hdd-over gan would normdly become chargesble no later than 10 years
dter the date of acquidtion of the depreciaing asset (10 April 2011).
However, if the company acquires an office building in 2006 for £225000 or
more, the hdd-over gain of £28815 may then be rolled-over agang the cost
of the new building.

A cdose company is one which is controlled by five or fewer participators or
by awy number of paticpaor-directors. The term “participator” normaly
goplies only to a company’s shareholders, so a close company is generdly one
which is controlled by five or fewer shareholders or by its shareholder-
directors.  For this purpose, the rights of a paticipaor's associates are
aggregated with the participator's own rights.  Broadly, the term “associate’
covers family members and business partners.

The main consequences of close company satus are;

—  Any benefits in kind provided to paticipaors (or to ther asociaes) ae
tresied as didributions. The effect of this rule is that the cost of such a
benefit is disdlowed in the company’s tax computation and that the
person recelving the benefit is taxed as if he or she had received a
dividend equa to the amount of the benefit. However, this treatment
does not apply in some cases, notably if the bendfit is taxable under
Schedule E because the person recelving it is a P11D employee of the
company.

— Any loans made to paticipators (or to their associates) are generdly
assessed to tax. The company must pay an amount of tax equd to 25%
of the loan. This tax is repayable when the loan is repaid or written-off.
If the loan is writtentoff, the participator (or associate) is deemed for tax
purposes to have recaeved net income equad to the amount written-off.
This amount is grossedup a the Schedule F ordinary rate. Further tax
will be due if the paticipator (or associate) is a higher-rate taxpayer.
Loans made in the norma course of the company’s business and certain
other loans are excluded from this treatment.

If gpedid tax rules did not goply to dose companies, it would be possble for
the smdl number of paticipaors involved to manipulate the company's
financid &ffars in such a way as to avoid tax. In paticular, participators
might be able to withdraw profits from the company without incurring a
persond tax liability. This would be beneficid snce rates of corporation tax
are generally lower than those which apply to individuals.
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@

Schedule E:

Say

Bonus (receipts basis)
BS (183 x 100/80)
Schedule F (297 + 33)

Less Persond dlowance
Taxable income

Income tax due;

Nonsvings 1,880 @ 10%
27485 @ 2%

Savings 163 @ 20%
72 @ 40%

Dividends 330 @ 32.5%

Less CTC 4,932 @ 10%

Less Tax deducted under PAYE

Less Tax deducted from BS|

Less Tax credits on dividends
Income tax payable

Non-
savings
£

30,000
3,900

December 2002

Savings

£

&

Dividends

33900
4,535
29,365

&

&

&8

188.00
6,046.70

32.60
28.80
107.25

6,403.35

493.20

591015
5,735.00

17515
47.00

12815

33.00

95.15

(see below)

The tax payable of £95.15 is likely to be collected by adjusing Edward's PAYE tax
code for tax year 2002/03. Alternatively, this amount could be paid over directly to
the Inland Revenue on or before 31 January 2003.

Notes:

(i) ISA interest is exempt from income tax.

(i) The grossed-up Gift Aid donation of £128 (£100 x 100/78) extends the basc

rate band to £27,648 (£27,520 + £128).

(iii) A totd of £402 (E72 + £330) of taxable income is taxed at the higher rate or a
the Schedule F upper rate, so the CTC is reduced by £268 (2/3 x £402) to
£4,932. (It is assumed that Edward is the higher-earning partner. A mark is
given if the CTC is not shown in the computation because it has been assumed

that Edward’ s wife is the high-earning partner and thisis clearly sated).
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£
Primary Class 1 contributions:
(£29,900 - £4,535) x 10% 253650
Secondary Class 1 contributions:
(£33,900 - £4,535) x 11.9% 349443

(o Living accommodation and ancillary services:

The badc benefit is equd to the annud vaue of the property or (if rented
by company) the grester of annua vaue and the rent paid by the company.

A further benefit arises if the accommodation cost the company over
£75,000, cdculated by applying the officid rate to the amount by which
cost exceeds £75,000.

For properties acquired more than 6 years before being made avalable to
the director, the cost of the property may be replaced for BIK purposes by
its market vaue when firgt occupied by the director.

No bendfit arisesif the accommodation is job-rel ated.

The cogt to the company of any ancillary services provided in relaion to
living accommodation (eg deaning, heat and light etc) is assessed on the
director as a further benefit-inkind, but this benefit is redricted if the
accommodation is job-related (to 10% of net emoluments).

Company cars and fuel:

PPTXM3

The bendfit is based on the lig price of the car when new, including
accesories other than mobile telephones (capped a £80,000) less any
contribution made by the director towards the cost of the car (capped at
£5,000).

For 2001/02 the benefit is computed by goplying a percentage to the above
figure, depending upon the number of busness miles driven in the year, as
follows

35% (<2500 miles)  25% (2,501-18,000 miles) 15% (>18,000 miles).

The benéfit is reduced by one-quarter if the car is more than 4 years old a
the end of the tax year.

The bendfit is dso reduced by any contribution made by the director for
private use of the car.

For 2002/03 and beyond, the benefit will be graduated according to the
ca’s emissons and will not be affected by the number of busness miles
driven or by the age of the car.

A separae bendfit (ascertained by consulting a standard table) arises if fud
is provided by the company for private motoring, with no deduction for
any partial reimbursement made by the director.
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Beneficial loans:
— A taxable bendfit generdly arises if a company lends money to a director
ather interest-free or a a rae of interest which is lower than the officid
rate.
— The director is taxed on the difference between the interest actudly pad (if
any) and interest calculated at the officid rate.
— No assessable benefit arises if the totd amount outstanding on dl of the
beneficid loans made to a director does not exceed £5000 & any time
during the tax year. 2

Assets |oaned for private use:
— If a company lends an asst to a director for private use, the director is
asessed each year on 20% of the cost of the asset concerned.
— |If the ast is subsequently sold or given to the director, a further benefit
arises equd to thegreater of:
() The asst's market vadue on the date of the sde or gift, less any
amount paid for the asset by the director; and
(i) The ast’'s maket vdue when firs loaned to the director, less
amounts dready assessed during the period of the loan, less any
amount paid for the assat by the director.
— The loan of computer equipment is exempt from tax so long as the
assessable benefit would not exceed £500 per annum. 3

Report presentation 1
Other significant benefits in kind to be awarded credit, subject to the overall maximum of 13

(13)

(25)
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The VAT rules reaing to companies which make exempt supplies as wel as
taxable supplies are asfollows:

— Input tax suffered on goods and services used exdusvey for the making
of taxable suppliesis“dtributed to taxable supplies’ and isrecoverable.

— Input tax suffered on goods and services used exclusvely for the making
of exempt supplies is “atributed to exempt supplies’ and is not
recoverable.

— A proportion of any remaning input tax is atributed to taxable supplies
and is therefore recoverable this proportion generdly depends upon the
ratio of taxable suppliesto tota supplies.

— If the totd amount of input tax not atributed to taxable supplies is no more
than £625 per month (on average) and does not exceed 50% of dl input
tax, thisinput tax may aso be recovered.

The VAT conseguences of offering discounts to customers are as follows:

— |If a trade discount is given, output tax is based upon the price charged to
the customer after this discount has been deducted.

— If a cash discount is offered for prompt payment, output tax is based upon
the price that would be charged to the customer if the maximum available
cash discount were deducted. This is the case whether or not the customer
actudly takes advantage of the cash discount.

The tax point of a supply is the date on which the supply is deemed to have
occurred for VAT purposes. For a supply of goods, the basic tax point is the
date on which the goods are removed or made available to the cusomer. For a
supply of services, the basic tax point is the date on which the services are
peformed. However, the tax point of a supply may differ from the basic tax
point in the following circumstances:

— If atax invoice is issued or payment is received on a date which is earlier
than the basic tax point, then that date becomes the tax point.

— Othewisg, if a tax invoice is issued within 14 days after the badc tax
point, then the invoice date becomes the tax point.

If VAT rates change, the tax point of a supply determines the rate of tax which
is goplicable to that supply. The tax point of a supply dso determines the
VAT period in which output tax relating to the supply must be accounted for
or the VAT period in which input tax relaing to the supply may be redlaimed.
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Two examples of non-recoverable input tax ae input tax on busines
entertaining and input tax on the purchase of motor cars (unless acquired
whally for business use).

Indirect taxes are those where the forma incidence of the tax is different from
the effective incidence of the tax. VAT is an indirect tax because formdly it is
a turnover tax payable by businesses but effectively (snce the tax is passed on
to customers) it is borne by those who buy goods or services from businesses.

A regressive tax is one where the proportion of income or wedth paid in tax
decresses as the amount of income or wedth increeses. VAT is essentidly
regressive, since the amount of VAT payable when a specific item of goods or
sarvices is purchased is based soldy upon the price of the item and is not
influenced in any way by the buyer's financid circumstances. For example,
the VAT payable on a litre of petrol represents a much higher proportion of
the income of the average student accountant than it does of the average
millionare

A pall tax of a fixed amount per head of the populaion is perhaps the most
regressve form of tax concevable and (if implemented) would make the UK
tax system more regressive rather than less.

With the advent in recent years of sdf -assessment for companies, there is now
some broad dmilarity between the way in which VAT is assessed and
collected and the way in which corporation tax s assessed and collected. The
main relevant points are as follows.

VAT

— VAT is genegdly assessed and collected on a quarterly bass. Most VAT-
registered busnesses submit a quarterly VAT return to HM Customs &
Excse, showing the amounts of output tax and input tax for the period
covered by the return.  Any tax due is then payable within a month of the
end of the quarter concerned. However, some smdl busnesses make
annud returns and certain businesses choose to make monthly returns.

— VAT is lagdy a sdf-assessed tax. Registered businesses are required to
mantan a VAT account in ther books (together with supporting
documentation) and to use the information contained in this account to
complete the VAT return and compute ther tax liability. The nain role of
HM Customs & Excise in relaion to VAT is to issue VAT returns, receive
the completed returns, collect the VAT due from registered businesses and
arrange repayments of tax where necessary.

— The fact that VAT is mostly sdlf-assessed places an adminidrative burden
on regisered businesses but greatly reduces the costs of assessng and
collecting VAT. However, it is the duty of HM Customs & Excise to
check that busnesses ae operating the system correctly and regular
“control vigts’ ae made to dl regigered busnesses  Formd VAT
assessments may be made by HM Customs & Excise if a an incorrect
return is submitted or if areturn is not submitted at dl.
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Corporation tax

Corporation tax is (in generd) assessad on an annud bass  The man means
of collecting information is a tax return (form CT600) which is sent by the
Inland Revenue to companies just after the end of each accounting period and
which should be filed within 12 months of the end of tha period. In generd,
corporation tax is payable 9 months after the end of the period to which it
relates but some companies are required to pay by insaments.

A sysem of sdf-assessment gpplies to companies and the legd responsbility
for assessng the amount of tax due fdls upon the company concerned. The
Inand Revenués man role is to issue tax returns, check sdf-assessments,
send datements of account to companies and ensure tha the right amount of
tax ispad.

A further duty of the Inland Revenue is to audit a proportion of tax returnsand
to conduct enquiries into the financid &ffars of companies where irregularities
arediscovered.

Penalties

Both HM Customs and Excise and the Inland Revenue are able to impose a range of
finendd pendties to punish nortcompliance with the tax system. Pendties may be
imposed for not submiting a tax return, submitting a late return, submitting an
incorrect return and so forth. Interest and surcharges may be levied if tax is pad
late. In an era of sdf-assessment, these sanctions make it more likdy that most
busnesses will provide the correct information on time and pay the right amount of
tax on time.

(9 Forlocd authorities (and other statutory bodies):

Many supplies made by such a body fdl outsde the scope of VAT since they
ae not made in the course of busness However, some of the body's
activities may be regarded as business activities, in which case supplies mede
in the course of these activities will fal within the scope of VAT.

Although input tax is generdly not recoverable if incurred in connection with
nonbusiness ectivities, a specid refund scheme permits locad  authorities and
other satutory bodies to recover such input tax.

Specid patid exemption rules gpply to locd authorities and other datutory
bodies which make both taxable and exempt supplies. Input tax which is
atributable to exempt supplies can generdly be recovered if it is indgnificant
(ie no more than £625 per month or less than 5% of al input tax incurred by
the body).

VAT treatment of NHSbodies, educational bodies etc also acceptable 3
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