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The following arguments come from the OLM.

For theEuro

It reduces transaction costs, facilitating trade amongst Eurozone members.

It introduces gregter price trangparency, encouraging the minimizetion of
production costs in order to remain competitive.

Offers prospect of substantial economic, monetary and political stability.

Against the Euro

Concerns over the surrender of the politicd soverdgnty of the UK
government.

Concerns over the surrender of the economic sovereignty of the Bank of
England (monetary policy) (and possibly the UK government — fiscal policy).
Fears of grester and more harmonized regulaion (busness, socid and
employment) in more unified Europe.

Note:

There are many other arguments, both for and against, that students may
come up with in addition to or instead of the above. Full credit should be
given for all plausible arguments, but t he maximum available mark for Section
Aremains at 6 marks.

The European Commission

Comprises 20 commissonas and a presdent. Work is divided into 23
Directorates General, roughly equivalent to ministries in a country.

Ensures EU legidation is ypheld in nation states (a watchdog role).

Initites EU policy by formulating proposds thet go to the Councl of
Ministers.

Has a broad executive role (in terms of supervisng and implementing EU
policies, and managing the EU budget).

The Council ofthe European Union

Each EU member country has representation on this Council which is headed
by the presdent (a role that rotates between member dtates on a 6-monthly
basis).

Centrd function is to decide EU law on the bass of proposds received from
the Commission.

Is supported in work by permanent delegations of diplomats (COREPER)
from each member country.

Council’'s work is divided up into 23 policy aess. Dedsons made by
unanimity, quaified majority or simple majority.
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The European Par liament

Comprises 626 directly dected (proportionad representation) MEPs (87 from
the UK).

Is not a parliament in the traditiond sense — does not produce a government or
any pro-active legislation — is part of the consultative process.

The EU paliament is aile to amendirgect draft laws and influence the
Budget. But it can only rgect draft laws if the Council of Minigers and
Commisson agree.  The Paliament has littlelno democratic control over
ather the EU Commisson or EU Council of Minigters — is a good example of
the “democratic deficit”.

Man red powes ae to dismiss the Commisson (but this has never been
exercised and may be a forma rather than a red power); confront the
Commission over budget proposals, and to reject draft budgets.

Note:

There are other/alter native aspects of institutional structureand function that
candidates may discussin 1(b). Full credit should be given for all plausible
discussion, but the maximum available mark for each part of Section B is 4
marks.

Parliamentary Sovereignty

Explanation of the tem Paliamentary Sovereignty (refers to the UK
paliament as being the country’s ultimate legd authority and, in the UK’s
externa relations, parliament’s ability to function as an independent entity).

Arguments supporting view that UK Parliamentary Sover eignty has been
impaired

European Communities Act (1972) gave the force of law within the UK to
obligations arisng under the EU treaties EU law now has generd and binding
authority in the UK.

EU law takes precedence over dl inconsstent UK law. It precludes the UK
parliament from legidating on matters within EU competence, where the EU
has formulated rules to “occupy the field”.

The role/power of the EU Council of Minisers has had an espeddly mgor
impact in diminishing UK paliamentary sovereignty. It is the EU’'s crucid
decison-meking inditution that converts proposds from the Commisson into
EU legidaion. The various voting methods (unanimity, qudified mgority
and gmple mgority, dependent on the issue under condderation) ae
frequently the subject of hested debate in the context of paliamentary
verdgnty. In paticular, the increese in mgority voting has diminished
sovereignty
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Arguments against the view that Parliamentary Sovereignty has been
impaired

EU membership has not broken the principle that paliament cannot bind its
future action (ie acts of one paliament ae not binding on acts of future
parliaments; hence the European Communities Act is overturnable). 1

If the UK refuses to pass amending legidation where its law is incondstent
with EU law, Test Cases imply that the European Court of Justice cannot hold
national legidation void. 1

Conclusion

On bdance, the present conditutional podtion is that the UK’s membership of

the EU has impared the doctrine of paliamentary sovereignty. However,
opinion about whether or not this is desrable remans divided. Parliamentary
oveaegnty, visavis the EU, can only be fully restored by the UK's
withdrawal fron the EU by repeding/overiding the 1972 European
Communities Act; the negdive impact of any such move could wel massvey
outweigh the benefits of restored parliamentary sovereignty. 1

(7)
(25)
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House of Commons Functions

Representation. Represents politicd  paties, pressure groups and  the
constituencies/electorate.

Legislation. HoC no longer makes policy in dther the sense of initigion or
grongly influencing (this now done by government). But HOC must gpprove
legidation (it frequently amends and occasionally defeats legislation).

Scrutiny and Influence of the Executive. HoC acts as an arena for
conditutional oppogtion. It is in paliament that the government must explan
and defend its actions (in practice, recent oppogdtion paties have been too
small to do anything other than to resort to delaying tactics).

Forum for National Debate. HoC acts as a focus for nationd debate on many
different kinds of occason (eg PM Quedion Time, Queens Speech, normd
legidative business).

Recruitment of a Government. Parliament no longer selects Minigters, but it is
a “school of datesmanship’. Minigers are invarigbly drawn from parliament,
especially the HoC.

(Some candidates may mention the function of L egitimation (authorising the
actions of government) in addition to/instead of those above —thisisquite
acceptable, but overall maximum for 2(a)(i) is 5 marks).

House of Lords Functions

Legislation. HoL can revise HoC hills giving Minigers the opportunity for
second thoughts.  But it cannot dday or amend money Bills. It can dday non-
money Bills for up to one yer and can veto Bills to prolong the life of
parliament beyond the datutory 5year period. (It can dso veto privae hills
and delegated legidation).

Scrutiny and Influence of the Executive. HoL subjects government policy and
adminidration to scrutiny through questions and through the work of its sdect
committees.

Forum for National Debate. HoL acts as a Forum for Nationa Debate on
matters of current interest.

Supreme Court of Appeal. The HoL is the UK’s ultimate Court of Appeal.
(Some candidates may mention the function of Legislative Sovereign (HoL is,

by convention, the “ Queen in Parliament” .) — thisis acceptable, but overall
maximum for 2(a)(ii) is5 marks).
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0) House of Commons Reform

Candidates are required to describe any two Sgnificant reform  proposds.
These proposds could be ether drawn from the three listed below, or from the
lig in Box 165 (page 320) of Coxdl and Robins or from a combination of
these examples.

Thereis a maximum of 2 marks available for each of the two chosen reform
proposals.

Jopling Reforms (1994) changed the working hours of the HoC. It provided
for fewer Friday sttings to meke way for condituency work, morning sessons
on Wednedays, early 7pm finishes on some Thursdays, a 10-minute limit on
speeches from 18.00-21.00, and a formd timetable for government bills after
they have won a second reading.

Blar (197) changed PM Quedtion Time from a twice-weekly, 15-minute
event on Tuedays and Thursdays to a onceweekly, 30-minute event on
Wednesdays. Aim was to transform the nature of PMQT from its “bearpit’
conflictud amosphere to one involving more conddered and  reflective
exchanges between the PM and the Leader of the Opposition.

Extend the scrutiny and debate of EU documents and policies beyond the
present-day Sdlect Committee on European Legidation and two specid
Standing Committees to the entire HoC. This would improve scrutiny and
debate of European legidaion and policies.

House of Lords Reform

Candidates are required to describe any two sgnificant reform  proposds.
These proposds could be ether drawn from the three listed below, or from the
lig in Box 16.6 (page 326) of Coxdl and Robins, or from a combination of
these examples.

Thereis a maximum of 2 marks available for each of the two chosen reform
proposals.

Announcement in Queen’'s Speech of November 1998 that the Government
would introduce a Bill to remove the autométic rights of hereditary peers to st
in the Lords.  Shortly after that, the government reached agreement with the
Oppogtion that some 92 hereditary peers (around 10%) would retan ther
seats until the reform process was findly complete.  The Bill subsequently
became law, and the mgority of hereditary peers logt ther seats in the Lords
in November 1999.
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In Jenuary 1999, the Government published a White Pgper, Modernising
Parliament: Reforming the House of Lords and announced that it was
edablishing a Royd Commisson to look into the meter.  The Royd
Commisson’s report was published in January 2000 and proposed a number
of options. Thee induded a patidly directly eected Lords with the
remainder of members gopointed.

In its 1997 dection manifesto, Labour promised to review the sysem of
gopointment of life peers.  This dong with the abalition of hereditary peers in
the Lords, would create a second chamber of parliament that more accurately
reflected the proportion of votes ces a dections. It specificaly ruled out
amply replacing a Consarvaive-dominated Lords with a Labour-dominated
one.

Representative government is a form of democratic rule in which government
is by representatives g MPs or Congressmen) eected by popular votes. The
exadse of adthority is legitimaed ultimady (dthough not soldy, dnce it
mus be exerdsed dso according to conditutiond rules) by the popular
election of power holders.

Up to 1 mark for answers that describe Representative Government in terms
of “ proportional representation” in Parliament.

The HoC seet didtribution, following the 2001 dection shows that;

Labour won 40.7% of the votes cast (only 24.1%* of the enfranchised
electorate vated for Labour) but gained 62.7%* of the HOC seets.

Conservatives won 31.9% of the votes cast (18.9%* of the enfranchised
electorate voted Conservative) but gained 25.1%* of the seats.

Lib Dems won 18.3% of the votes cast (10.8%* of the enfranchised dectorate
voted Lib Dem) but gained 7.9%* of the sedts.

* these figures are not explicitly given in the question’ s table of data, but can
be easily calculated from that table

The didribution of sedts in the HoC, following the 2001 dection, does nat
conflict with the broad concept of representative government (ie government
is by representatives (MPs) that have been elected by popular vote).

However, it might be argued that there is some conflict in that power holders
(eg prime miniger, secretaries of state) are not directly dected by popular
vote. Ingtead, the prime miniger is dected by the MPs of the largest HoC
party, and ministers are appointed through a system of patronage.
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The HoC seat didribution does conflict with the concept of equity/iberd
democracy in that the didribution of seats does not limit the powers of
government which ae not, therefore, checked effectivdy by minority
interests.  The dtudtion, relaive to liberd democracy, looks especidly
digtorted if Labour's share of the dectorate (rather than its share of votes) is
congdered: Labour won 24.1% of the dectora€’s support, but gained 62.7%
of the HOC sests. 1
(7)
Give credit for answers which, based on the “ proportional representation”
under standing of representation government, state that thereisa conflict in
parliament with the concept of Representative Gover nment.

(25)

PPTXM1 Pege8 of 21



Public Policy and Taxation December 2001
Marking Scheme

Question 3

@

®)

Note: Flexibility is needed when marking 3(a) — plausible aims, other than
those in the marking scheme, may be suggested and should be awar ded credit
— but the balance of marks should remain asa maximum of 4 for explaining
the aims and a maximum of 4 for highlighting the differences in Parties

policy approach, subject to an overall maximum of 6 for part (a).

The broad ams of privaistion/marketisation are to improve the efficiency
and effectiveness of public services.

Efficiency — refers to the cost of a service redive to its output (unit costs
of production).

Effectiveness — refers to qudity condderations and the extent to which
organisations satisfy customer needs and wants.

The broad ams of privaisation/marketisstion ae common to both the
Conservative and New Labour Paty. But there are differences in policy
approach:

Consrvaives have a very srong commitment to the free market and
“individudism” principles.  They see free maket principles as the
only way to manage the public sector.

New Labour has not reversed any Conservetive principles as they
impact on the public sector, but it has condderably softened the
approach.

New Labour has replaced the earlier “individudism” principles with
ones that embody the notion of a dakeholder society and a more
corporatist society (capitalism with a human face — the Third Way).

Note: Flexibility is also needed when marking 3(b) — plausible
schemes/policies/programmes should all be given credit. It is equally
acceptable if some students choose to address several schemes briefly or just
afewinmoredetail. Itissuggested that no morethan 4 marksbe allocated to
the discussion of any one scheme, implying that students are expected to
discuss at least three schemes.

Overall, marks are available on the basis of 1 mark per relevant point well
made, up to a maximum of 11 marks.

Schemes that candidates may discuss include:

Dendtiondization of public enterprises (over 50 enterprises have been
denationdized —eg the utilities BP, the rallways, cod, etc) — most
organisations have entirdy denationdized, but the public sector
reiained a shae in many, egpecidly in the ealy yeas dfter
privatisation.
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Deregulation/liberdization of markets to enhance competition (eg bus
industry, banking industry).

Contracting out of public services. Associaed with market testing and
bet vdue (eg school ingpedion, refuse collection by many locd
authorities).

Reduction of public sector control (eg youth training, urban
redeve opment).

Introduction of market forces into public sector “merit good” aress
such as hedth and education.  Involves “redidic’ charges and/or
“competing for cusomers’ and being run &kin to commercid
busnesses  Associated market testing and CCT in loca government
and the NHS.

Civil Service reforms amed a reducing waste, bureaucracy, and over-
govenment (eg reduction in  dze curtalment of  privileges
(replacement of “pay by comparison” by peformancerelated pay);
efficiency reforms (Rayner Scrutiniess, FMI, Next Steps, Market
Tegting, Citizens Charter).

The growth of “Quango Government” — amed to redidribute power
from the “producer” to the “customer” (eg greater power to school
governors to reduce power of teachers/unions (the producers) and raise
influence of parents (the customers). But the whole issue of Quangos
isvery controversid (the democrétic deficit).

The Private Finance Initiaive — ams to geat the public and private
sectors working more closdy together in providing sarvices to the
public. Private sector funds the design, congruction, maintenance and
management of public-sector projects (eg hospitas, motorways) which
are leased back to the public sector. Advantage for public sector is
investment without public sector borrowing (leesng is chegper than
borrowing).

© Part (c) reguires candidates to evaluate the impact of policies. The
consequential subjective nature of (c) means that there is no simple right or
wrong answer, and that there are likely to be significant differences in
candidates answers. Examinersarethereforerequired to usetheir discretion
when marking Part (c) and to award credit for all well argued answers, up to
a maximum of 8 marks.

As a broad guide, better candidates are likdy to discuss some of the following
points in their answers.

PPTXM1
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Theresults of privatisation and marketisation have been mixed.

Media emphess tends to focus on problem aess (eg the ralways).
But some of the difficulties of problem aess have little to do with
privatisstion (eg Railtrack problems ae largdy due to its inheritance
of a ralway infrestructure that had been serioudy neglected whilst in
public ownership).

Media tends to give rdaivedy little attention to successful aess (&g
public utiliies have made huge gans in effidency, though this has
been at the expense of shedding 180,000 jobs).

Some sectors that have improved ther efficiency have faled to dso
improve ther effectiveness (eg bus deregulaion has dgnificantly
improved efficiency, achieved largdy via withdravd of conductors
from buses — but this often dows buses progress dong routes, makes
other traffic dower, and increases passenger perception of ther
exposure to thrests of theft/violence/etc from other passengers).

Snce privaisaion, consumes have pad less for gas dectricity and
telephones in red terms (but was this to do with privatisstion or more
to do with fdling oil prices and technologicd advances?. Since
privatisation, water bills have risen by one-third in red terms (was this
because of privaisaion or because of the ageing/inefficient system
prior to privatisation?).

Percaived problem of “swouts in the trough”/“fat cats’ (CEO's of
privatized organisations). Connected with this is the huge shareholder
gans when on-sHling privatised companies (eg Eversholt Lessng sold
two years after privatisation for twice its origind price).

Fears that old pubic sector monopolies (especidly Utilities) are being
replaced, through the process of Merger & Acquistion (M&A), by
new private sector monopolies.  In such ingances, the regulaory
sydem (in paticular, the Compdition Commisson andior the
Secretary of State) often seems reluctant to interfere with these moves
(through M&A) towards private sector monopolies.
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Question 4
@ 12 months to 31 December 2000 and 3 months to 31 March 2001. 1
(o) Plant and machinery:
General Mer cedes BMW1 BMW?2 Total
Pool allowances
£ £ £ £ £
y/e31/12/2000
WDV bl/f 117,300 32420 18,760
Additions (no FYA) 10420 20,300
127,720
Disposals (15,000
112,720
Disposa (21,500)
Baancing charge (2,740) 7400 1
WDA @ 25% 28,180 28180 1
WDA (restricted) 3,000 3,000 6000 1
84,540
Additions 72500
FYA @ 40% 20,000 43500 200 1
WDV c/f 128,040 29420 26,300
Tota alowances 60440
3 monthsto 31/3/2001
Digposds (2,920
125,120
WDA @ 25% x 3/12 7,820 780 1
WDA (restricted) x 3/12 70 750 1500 1
117,300
Additions 42,000
FYA @ 40% 16,800 25,200 16800 1
WDV c/f 142500 28,670 25550
Tota alowances 26,120

(Thereis no redtriction for private use of an asset by an employee))
(7
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Disposal of shares

S104 holding

Bought May 1989
Indexation to March 1996

(1515 - 115.0)/115.0 x £2,000
Bought March 1996

Indexation to February 2001
(1717 -151.5)/151.5 x £5,035

Sold February 2001
cff

The gain on the disposal is £3,147 (£6,000 - £2,853).

December 2001

No of Cost Indexed

shares cost
£ £

1,000 2,000 2000

635

1,000 2,400 2400

2,000 4,400 5035

671

5,706

1,000 2,200 2853

1,000 2,200 2353

The gain is covered by capita losses brought forward. There are capitd losses left to

carry forward of £6,853 (£10,000 - £3

PPTXM1
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Trading prafits (time gpportioned)
Less. Capitd dlowances

Less: Trading losses b/f
Schedule D Case|l
Schedule D Casellll
Chargesblegains

Less. Charges
Petent roydties
Charitable covenant
PCTCT

©

PCTCT

FIl - £49,500 x 100/90
£40,500 x 100/90

“Profits’

Year to 31 December 2000

Year to 3 months
31/12/00 to 31/3/01
£ £
775,680 193,920
(60,440) (26,120
715,240 167,800
630,000
85,240 167,800
30,000 10,000
115,240 177,800
(75,300) (26,700)
(18!(11:)) -
21940 151,100
Year to 3 months
31/12/00 to 31/3/01
£ £
21,940 151,100
55,000
45,000
7640 196,100

December 2001

The firda 3 months of this accounting period fdl into FY1999 and the last 9 months
fdl into FY2000. Profits are benesth the smal companies rate lower limit for both

FY’s (£300,000) and &bove the dating rate upper limit for FY2000 (£50,000).
Therefore corporation tax is payableat the smal companiesrate,

Corporation tax due 1 October 2001 £21,940 @ 20% = £4,388.00

PPTXM1
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3 months to 31 March 2001

This accounting period fdls entirdy into FY2000. The smdl companies rate
limits ae £300,000 x 312 = £75000 and £1500000 x 312 = £375000 0
corporation tax is payable at the full rate less margind relief.

FY2000 £151,100 @ 30% 45,330.00 Ya
Less: 1/40 x (£375,000 — £196,100) x (£151,100/£196,100) 3446.17 1
Corporation tax due 1 January 2002 41,883.83 Ys
(6)

(25)
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Salary
Expenses dlowance
Living accommodation:
Annud vaue
6% x (£140,000 - £75,000)

Less: Contribution

Use of furniture 20% x £15,000

Ancillary expenses
Company car:
25% x £32,000

Less. Contribution for private use

Fuel benefit

L ess. Necessary subsistence expenses

Allowable subscription

Pengon scheme contributions, 6% of £80,000

Schedule E income

Notes:

0] Entertaining expenses are not dlowable if pad out of sday or out of a

general expenses allowance.

(i)  The car was driven for between 2500 and 17,999 business miles and 0
the taxable bendfit is based upon 25% of lig price.  Colin does not pay

December 2001
£ £
80,000
5,000
8400
3900
12,300
2400 9,900
3,000
1,480
8000
1200 6,800
3,200
109,380
2000
230
4800 7,030
102,350

for al private fuel, so the contribution of £50 per month is ignored.

(iii)  The totd amount outdanding on dl bendficd loans during the year

never exceeds £5,000 so no taxable benefit arises.

(iv)  The provison of a mobile tdephone does not give riee to a taxadle

benefit.

PPTXM1
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Total Non- Savings Dividends
savings
£ £ £ £
Schedule E 102,350 102,350
Schedule D Case Il £50 + £140 190 190
BS £1,320 x 100/80 1650 1650
Schedule F £2,790 + £310 3100 3100
107,290 102,350 1840 3100
Persond dlowance 4385 4385
Taxableincome 102905 97,965 1840 3100
I ncome tax due:
Sarting rate band :Non-savings 1520 @10% 152.00
Basic rate band :Non-savings 28380 @22% 6,243.60
Higher rate :Non-savings 68065 @40% 27,2260
:Savings 1,840 @40% 736.00
:Dividends 3100 @32.5% 1,007.50
35,365.10
Less: MCA £2,000 @ 10% 200.00
35,165.10
Less. Tax deducted at source (£330 + £33,400) 33,730.00
143510
Less: Tax credits on dividends 310.00
Incometax payable 112510
Notes:

()

(i)

(iii)

©

The NSB interest is received gross and is exable under Schedule D Case
[1l.  The fird £70 of NSB ordinary account interest is exempt from
incometax. |SA interest is dso exempt from income tax.

Calin is not yet 65 and so may dam only the basc persond dlowance,

He may claim MCA by virtue & his wife's age but this is limited to the
minimum amount Snce hisincome is very high.

The basic rate band is extended by £1,500 (£1,170 x 100/78) because of

the Gift Aid donation.

Primary Class 1 contributions:
8.4% x (£27,820 — £3952)

£

2004.91

(d A tax return will be issued because Colin has NSB interest which has not been
taxed & source He is dso lidble to higherrate tax on his building society
interest and dividends.

PPTXM1
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Tax returns for 2000/01 must be filed with the Inland Revenue on or before the
following dates

® 31 January 2002 (or within 3 months of the deate of issue of the return, if
later) for taxpayers who have calculated their own tax liability

(ii) 30 September 2001 (or within 2 months of the date of issue of the return,
if later) for taxpayers who wish the Inland Revenue to cdculae ther tax
ligbility.

Pendties are imposed upon taxpayers who do not submit their tax returns by the
31 January following the end of the tax year. The most wel-known pendty is
the £100 fine for late submisson of a return, but as well as this there is another
£100 fine if the return is more than 6 months late. If a return is more than 12
months late, a pendty may be imposed of up to 100% of the tax liability for the
year.

Calin's proposad trandfer of investments to his wife would be a legd tax
avoidance manoevre. The income derived from the investments would be taxed
in his wifés name and this would reduce the couples overdl tax ligbility snce
the whole of her persond dlowance, starting rate band and basic rate band are
currently unused (whilst he is a higher rate taxpayer). However, it would be
necessxy for legd title to the invesments to pass to Colin's wife and he would
then be unable to prevent her from using them for any purpose that she wished.

In generd, tax avoidance (which is legd) involves the sensble arrangement of a
taxpaye’'s finencdd dffars s as to minimise his or her tax lidbility. Tax
evagon (which is illegd) involves dishonest conduct and includes actions such
as conceding a source of income or daming dlowances and rdiefs to which
the taxpayer is not entitled.

Plus 2 further marks for comment on complex tax avoidance schemes,
including reference to relevantcase law
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0

A person who makes only zerorated supplies is meking taxable supplies and
must register for VAT if turnover exceeds the prescribed threshold. The person
may regiger voluntarily if turnover does not exceed the threshold. Having
registered, the person charges VAT (at 0%) to customers and may reclam input
tax. Zerorated supplies include food, water, books and newspapers.

A person who makes only exempt supplies is not making taxable supplies and
cannot regiser for VAT, regadiess of turnover. The person must not charge
VAT to cusomers and cannot reclam input tax. Exempt supplies include
insurance and financial services.

A regigered person who makes a mixture of taxable supplies and exempt
supplies is patidly exempt. Such a person charges output tax on the taxable
supplies made to cusomers and may make a partid recovery of input tax. Input
tax which is attributed to taxable supplies is reclamable in full. Input tax which
is attributed to exempt supplies canot be reclamed. A proportion of any
remaning unatributed input tax may be reclamed, depending upon the ratio of
taxable supplies to total supplies.

Corddias cumulative turnover for the 12 months to dae, exduding supplies of
copitd assets, pasxes the regidration threshold of £52,000 a the end of February
2001 (when turnover reaches £53,600). She mugt notify Customs and Excise of
this fact by 30 March 2001 and her regigration will probably take dfect as from
1 April 2001.

If she regiders late, her regidration will be backdated and she will have to
account to Customs and Excise for output VAT as from the due dae of
regigration.  This VAT may prove difficult or impossble to collect from
cusomers in retrogpect.  She will dso be lidble to a pendty (minimum £50) of
between 5% and 15% of the amount of tax due between the due date of
regidration and the actud date of regidration, depending upon the length of the
delay.

Regigration will not be required if Customs and Excise are satidfied that taxable
tunover will not exceed the deregidration threshold during the 12 months
following the end of February 2001.
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Corddia may have decided not to register voluntarily because de wished to
avoid the adminigrative cods of mantaining VAT records, supplying VAT
invoices, making VAT returns etc. She may dso have fdt that adding VAT to
her cusomers invoices would trigger a loss of custom and that this effect would
outweigh the benefit of being able to reclaim input tax.

On the other hand, a person who is making only zerorated supplies or who is
making supplies wholly or mainly to other registered persons (who can reclam
any VAT which is charged to them) will not lose customers when voluntarily
regigering for VAT. Such a person might then fed tha the benefit of being
able to reclam input tax more than compensates for the adminidrative costs of
being registered.

The main conditions which must be saisfied f the output VAT rdaing to a bad
debt isto be reclamed are as follows:

- goods or services have been supplied for a condderation and the rdaed
output tax has been accounted for to Customs and Excise, and

- the debt has been written off in the books of account, and

- a leest 6 months have dapsad snce both the date of the supply and the due
date of payment.

The annud accounting scheme may be used s0 long as a registered person’'s
taxable turnover does not exceed £300,000 pa A peason who has joined this
scheme makes only one VAT return each year. The scheme generaly operates
asfollows:

- At the dart of each year, Customs and Excise edimate the totd VAT
ligbility for the year, basing this estimate on past experience.

- During the year, the pason makes nine interim payments to Customs and
Excise, eech equd to 10% of the edimated liability for the year. These
payments must be made by direct debit.

- Within 2 months of the end of the year, the VAT return must be submitted
together with a tenth and find payment representing the baance of the VAT
due for the year.

No interim payments are required if taxable turnover does not exceed £100,000
pa unless the esimaied VAT liability for the year is a least £2000. In this
case, three interim payments are required, each equd to 20% of the edtimated
ligbility for the year.
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A “default” occurs if a registered person submits a late VAT return or makes a
late payment of VAT to Customs and Excise. In these circumstances, Customs
and Excise may issue a notice specifying a surcharge period.  If, within this
period, the registered person then makes a further default, a default surcharge is
levied. The surcharge (minimum £30) varies from 2% to 15% of the tax pad
late, depending upon whether this is the firg or subsequent default within the
surcharge period.

Direct taxes are those where the formd incidence of the tax and the effective
incidence of the tax are the same. In other words, the person or organision
who is formdly required to pay the tax is dso the person or organisation who
bears the tax. Corporation tax is an example of adirect tax.

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 busnesses but effectively (snce the tax is passed on to
customers) it is borne by those who buy goods or services from businesses.

A progressve tax is one where the proportion of income or wedth paid in tax
increases as the amount of income or wedth incresses.  Corporation tax is an
example of a progressve tax, snce (in FY2000) the rate of tax gpplicable to a
company’s chargeable profits increases from 10% to 30% as profitsrise.

A regressve tax is one where the proportion of income or wedth pad in tax
decreases as the amount of income or wedth increases. A poll tax of (say) £300
per aanum on each member of the UK population would be regressve, since
£300 represents a higher percentage of a poorer person’s income or wedth than
it does of aricher person’s income or wedlth.

A proportiond tax is one where the proportion of income or wedth pad in tax
stays the same as the amount of income or wealth increases.

VAT is essatidly regressive, snce the amount of VAT payable when a specific
item of goods or services is purchased is based soldy upon the price of the item
and is not influenced in any way by the buyer’s financial circumstances
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