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Question 1

(a)
A "period of account" is a period of time for which a company makes up a set of accounts.  An "accounting period" (for corporation tax purposes) is a period of time for which a corporation tax assessment is raised.
1

In general, an accounting period is deemed to end on the earlier of:

· the expiration of 12 months from the beginning of the accounting period

· the end of a period of account.
1

The consequences of this rule are as follows:

(i)
A period of account of up to 12 months in length comprises a single accounting period and results in a single corporation tax assessment.

(ii)
A period of account exceeding 12 months in length is subdivided into two or more accounting periods, each resulting in a separate corporation tax assessment.  The first accounting period is the first 12 months of the period of account.  The second accounting period is the next 12 months of the period of account (and so forth).  If the length of the period of account is not an exact multiple of 12 months, the final accounting period will be of less than 12 months' duration.
1


Therefore the period of account consisting of the 16 months to 31 December 2005 is divided into two accounting periods, which are the 12 months to 31 August 2005 and the 4 months to 31 December 2005.
1



(4)
(b)
Industrial buildings allowances

· The cost of the land (£250,000) is excluded from the qualifying expenditure. 
1
· The building's cost is £500,000 and the general offices (£140,000) account for 28% of this, exceeding the 25% limit.  Therefore the cost of the general offices cannot be treated as qualifying expenditure. 
2
· No IBAs are available in the year to 31 August 2005, since the building was not acquired until 1 September 2005. 
1
· IBAs for the 4 months to 31 December 2005 are 4% x £360,000 x 4/12 = £4,800. 
1
Capital allowances on plant and machinery:

	
	
	
	Pool
	
	Lexus
	
	MG
	
	SLA
	
	Total
	

	y/e 31/8/2005
	
	
	
	
	
	
	
	
	
	
	

	WDV b/f
	
	
	184,900
	
	  27,600
	
	13,800
	
	42,700
	
	
	

	Addition
	
	
	 10,700
	
	
	
	
	
	
	
	
	

	Addition
	
	
	 45,000
	
	
	
	
	
	
	
	
	

	Addition
	
	
	 63,800
	
	
	
	
	
	
	
	
	

	
	
	
	304,400
	
	
	
	
	
	
	
	
	

	Disposals
	
	
	    (4,400)
	
	  (30,000)
	
	
	
	(29,500)
	
	
	

	
	
	300,000
	
	
	
	
	
	
	
	
	

	Balancing allowance
	
	
	
	
	
	
	
	13,200
	
	 13,200
	1

	Balancing charge
	
	
	
	    (2,400)
	
	
	
	
	
	   (2,400)
	1

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Mercedes
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Addition
	
	
	
	
	  56,100
	
	
	
	
	
	
	

	WDA 25%
	
	
	 75,000
	
	
	
	
	
	
	
	 75,000
	1

	WDA restricted
	
	
	
	    3,000
	
	3,000
	
	
	
	   6,000
	1

	
	
	
	225,000
	
	
	
	
	
	
	
	
	

	Addition
	13,600
	
	
	
	
	
	
	
	
	
	
	

	FYA 100%
	13,600
	
	-
	
	
	
	
	
	
	
	 13,600
	1

	WDV c/f
	
	
	225,000
	
	  53,100
	
	10,800
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Total allowances
	
	
	
	
	
	
	
	
	
	105,400
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Four months to 31/12/2005
	
	
	
	
	
	
	
	
	

	WDV b/f
	
	
	225,000
	
	  53,100
	
	10,800
	
	
	
	
	

	Addition
	
	
	  15,000
	
	
	
	
	
	
	
	
	

	
	
	
	240,000
	
	
	
	
	
	
	
	
	

	WDA 25% x 4/12
	
	  20,000
	
	
	
	900
	
	
	
	 20,900
	1 ½

	WDA £3,000 x 4/12
	
	
	
	    1,000
	
	
	
	
	
	   1,000
	1 ½

	WDV c/f
	
	220,000
	
	  52,100
	
	9,900
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Total allowances
	
	
	
	
	
	
	
	
	
	 21,900
	




   (13)
(c)
Land sold July 2005

	
	Original cost
	
	Rebasing
	

	
	  £
	
	  £
	

	Disposal proceeds
	1,500,000
	
	1,500,000
	

	Less:
Part cost £1.5m/£2.25m x £120,000
	80,000
	
	
	1

	
Part MV 31/3/82 £1.5m/£2.25m x £150,000
	
	
	100,000
	1

	
	1,420,000
	
	1,400,000
	

	Less:
Indexation allowance
	
	
	
	

	
(192.5 - 79.44)/79.44 = 1.423 x £100,000
	142,300
	
	142,300
	1

	
	1,277,700
	
	1,257,700
	


The lower gain is £1,257,700.

Chattel sold November 2005

	
	  £
	

	Disposal proceeds
	8,400
	

	Less:
Cost
	1,500
	

	
	6,900
	1

	Less:
Indexation allowance
	
	

	
(194.5 - 95.41)/95.41 = 1.039 x £1,500
	1,559
	1

	
	5,341
	


The chargeable gain is restricted to 5/3 x £2,400 = £4,000. 
1


(6)
(d)
	
	y/e 31/8/05
	
	4 months to 31/12/05
	

	
	      £
	
	      £
	

	Trading profit (£864,800 + £194,000)
	794,100
	
	264,700
	1

	Less: Capital allowances
	105,400
	
	26,700
	1

	Schedule D Case I
	688,700
	
	238,000
	

	
	
	
	
	

	Schedule A:
	
	
	
	

	Rent for 5 months
	10,000
	
	
	1

	Rent for 4 months
	
	
	8,000
	1

	Premium £25,000 x (100% - (4 x 2%)
	23,000
	
	
	1

	
	
	
	
	

	Schedule D Case III
	
	
	
	

	Interest for 1 month
	5,000
	
	
	1

	Interest for 4 months
	
	
	20,000
	1

	
	
	
	
	

	Chargeable gains
	
	
	
	

	y/e 31/8/05 (£1,257,700 - £74,400)
	1,183,300
	
	
	1

	4 months to 31/12/05
	
	
	4,000
	1

	
	1,910,000
	
	270,000
	

	Less: Charges
	10,000
	
	
	1

	PCTCT
	1,900,000
	
	270,000
	


	
	y/e 31/8/05
	
	4 months to 31/12/05
	

	
	       £
	
	       £
	

	PCTCT
	1,900,000
	
	270,000
	

	FII
£27,000 x 100/90
	30,000
	
	30,000
	1

	Profits
	1,930,000
	
	300,000
	

	
	
	
	
	

	SCR lower limit
	300,000
	
	100,000
	

	SCR upper limit
	1,500,000
	
	500,000
	

	
	
	
	
	

	Corporation tax due: 
	
	
	
	

	
£1,900,000 @ 30%
	570,000
	
	
	1

	
£270,000 @ 30%
	
	
	81,000
	1

	11/400 x (£500,000 - £300,000) x £270,000/£300,000
	
	
	4,950
	1

	
	570,000
	
	76,050
	


Corporation tax for the year to 31 August 2005 is payable by four instalments, each of £142,500.  These instalments are due on 14 March 2005, 14 June 2005, 14 September 2005 and 14 December 2005. 
2
Corporation tax for the 4 months to 31 December 2005 is due on 1 October 2006. 
1


(17)


(40)

Question 2

(a)

	
	   £
	
	  £
	

	Salary
	
	
	52,000
	½

	Bonus
	
	
	10,000
	½

	
	
	
	
	

	Living accommodation:
	
	
	
	

	   Annual rateable value
	9,600
	
	
	½

	   5% x (£225,000 - £75,000)
	7,500
	
	
	1

	   Furniture 20% x £18,500
	3,700
	
	
	1

	   Ancillary costs
	4,355
	
	25,155
	½

	
	
	
	
	

	Free meals 240 x £5
	
	
	1,200
	1

	
	
	
	
	

	Mileage allowance:
	
	
	
	

	   Amount received 15,000 x 60p
	9,000
	
	
	

	   Less: (10,000 x 40p) + (5,000 x 25p)
	5,250
	
	3,750
	1

	
	
	
	
	

	Parking space (statutorily exempt)
	
	
	-
	½

	
	
	
	
	

	Beneficial loan:
	
	
	
	

	   Average method:
	
	
	
	

	      (£24,000 + £6,000)/2 x (5% - 2.4%)
	390
	
	
	1

	   Precise method:
	
	
	
	

	      (£24,000 x 6/12) +  (£18,000 x 5/12) +
	
	
	
	

	      (£6,000 x 1/12) = £20,000 x 2.6%
	520
	
	390
	1

	
	
	
	
	

	Suggestion scheme award (exempt under £5,000)
	
	
	-
	½

	
	
	
	
	

	
	
	
	92,495
	

	Less: Pension contributions £52,000 x 10%
	
	
	5,200
	½

	Employment income
	
	
	87,295
	

	Less: Personal allowance
	
	
	4,895
	½

	Taxable income
	
	
	82,400
	

	
	
	
	
	

	Income tax borne:
	
	
	
	

	   £2,090 @ 10%
	
	209.00
	

	   £30,310 @ 22%
	
	6,668.20
	

	   £50,000 @ 40%
	
	20,000.00
	

	
	
	26,877.20
	1




(11)
(b)
Expenses are deductible from employment income only if they fall into one of the following categories:
· contributions to an approved occupational pension scheme
· subscriptions to relevant professional bodies

· payroll giving scheme donations

· necessary travel and subsistence expenses

· other expenses incurred wholly, exclusively and necessarily in the performance of the duties of the employment.



(5)
(c)


	
	  £
	

	NSB investment account interest
	95
	½

	BSI £4,960 x 100/80
	6,200
	½

	UK dividends £61,200 + £6,800
	68,000
	½

	
	74,295
	

	Less: Personal allowance
	4,895
	½

	Taxable income
	69,400
	


	Income tax due:
	
	

	Savings income
	
	

	£1,400 @ 10%
	140.00
	

	Dividend income
	
	

	£690 @ 10%
	69.00
	

	£30,310 @ 10%
	3,031.00
	

	£37,000 @ 32.5%
	12,025.00
	

	
	15,265.00
	2

	Less: MCA £2,280 @ 10%
	228.00
	1

	
	15,037.00
	

	Less: Tax credits on dividends
	6,800.00
	½

	
	8,237.00
	

	Less: Tax deducted at source from BSI
	1,240.00
	½

	Income tax payable
	6,997.00
	


Notes:

(i)
Suzanne is over 65 but her total income for the year greatly exceeds the income limit for age-related personal allowances. £7,090 - 1/2 x (£74,295 - £19,500) is negative, so she will claim the basic PA of £4,895.
1

(ii)
Steven's income also greatly exceeds the income limit for age-related allowances. Therefore the MCA is reduced to the minimum of £2,280 which is shown in Suzanne's computation. 
1



(8)

(d)
The 2005/06 tax return must be submitted by 30 September 2006 if Suzanne requires HM Revenue and Customs to calculate her tax liability or by 31 January 2007 otherwise. 
1

Suzanne has until 31 January 2008 to amend her return, if she wishes. 
½

Similarly, HM Revenue and Customs has until 31 January 2008 to initiate an enquiry into the return, although this deadline is extended if it is discovered that full disclosure of all facts was not made in the return. 
½



(2)

(e)
Gift Aid donations are treated as if made net of basic rate income tax and the charity can recover the amount of tax which is deemed to have been deducted at source.  The gift is not shown directly in the donor's income tax computation but the following rules apply: 
1
(i)
The donor must pay tax equal to at least the amount of tax deemed to have been deducted from the gift. If this is not the case, the donor's entitlement to personal allowances is restricted to ensure that this amount of tax is in fact paid. Unless the Gift Aid donations are extremely large, this rule is unlikely to affect either Steven or Suzanne. 
1
(ii)
The donor's basic rate band is extended by the gross amount of the gift. This extension ensures that relief at the higher rate is automatically given to higher rate taxpayers. This will benefit both Steven and Suzanne (assuming that their incomes stay at much the same level as at present). 
1
(iii)
When determining entitlement to age-related personal allowances, the donor's income is deemed (for this purpose) to be reduced by the gross amount of the gift. Again, unless the Gift Aid donations are extremely large, this rule is unlikely to affect either Steven or Suzanne. 
1


(4)



(30)

Question 3

(a)
For VAT purposes, a taxable person is a person who is making taxable supplies and who is (or who should be) registered for VAT.  Persons must register if their turnover of taxable items exceeds a prescribed threshold and might register voluntarily even if turnover is below the threshold.  The term "person" can refer to an individual, partnership or company, as well as any other body which supplies goods or services in the course of business.



(3)
(b)
Registration is compulsory when taxable turnover for the previous 12 months exceeds the registration threshold (£60,000 from 1 April 2005).  Registration is also compulsory if there are grounds for believing that taxable turnover in the next 30 days alone will exceed this threshold. 
2

Some persons may choose to register voluntarily so as to recover input tax.  This is likely to be the case if the person concerned pays substantial amounts of input tax and believes that charging output tax to customers would not trigger a loss of custom.  It may be that the person supplies only zero-rated items or makes supplies wholly or mainly to customers who are also VAT-registered (and can therefore recover any VAT charged to them). 
3

Another (less compelling) reason to register voluntarily is to give the impression of an established business.



(5)
(c)
A person who joins the cash accounting scheme accounts for output tax in the tax period in which payment is received from the customer and reclaims input tax in the tax period in which payment is made to the supplier.  This allows the person to delay the payment of output tax to HMRC until the tax has actually been received from customers, which is beneficial if customers are given extended credit.  The scheme also provides automatic relief for bad debts.  On the other hand, input tax cannot be reclaimed until that tax has actually been paid to suppliers. 
2

A registered person may not join the cash accounting scheme unless:

· taxable turnover (excluding sales of capital items) is not expected to exceed £660,000 in the next 12 months, and
½
· the person's VAT returns are up to date, and
½
· all amounts of VAT due to be paid to HMRC (including any penalties and interest) have in fact been paid, or the person has come to an arrangement for such payments to be made by instalments, and
½
· within the previous 12 months, the person has not been convicted of a VAT offence or assessed to a penalty for VAT evasion involving dishonest conduct.
½


(4)
(d)
If a taxable person submits a late VAT return or makes a late payment of VAT, HMRC may issue a surcharge liability notice specifying a surcharge period.  If the person defaults again within this period, a default surcharge is levied.  This surcharge is equal to the greater of £30 and a percentage of the tax which is paid late.  The surcharge percentage is 2% for the first default within the surcharge period, 5% for the second default, 10% for the third default and 15% for the fourth and any subsequent default.  HMRC will not issue a surcharge assessment at the 2% or 5% rates for an amount of less than £400.  A surcharge period comes to an end only when no defaults have occurred for a continuous 12-month period. 



(5)
(e)
Sanjay's cumulative taxable turnover for the 12 months to date, ignoring sales of fixed assets, is as follows:

	2005
	      £
	
	2006
	     £

	February
	1,450
	
	January
	54,440

	March
	4,010
	
	February
	59,910

	April
	6,790
	
	March
	63,130

	May
	9,930
	
	April
	65,450

	June
	13,590
	
	May
	67,200

	July
	17,780
	
	
	

	August
	22,110
	
	
	

	September
	27,330
	
	
	

	October
	33,640
	
	
	

	November
	40,590
	
	
	

	December
	47,760
	
	
	




4

The registration threshold is passed at the end of March 2006.  Sanjay must notify HMRC of this fact by 30 April 2006 and registration will probably take effect as from 1 May 2006.  However, registration will not be required if Sanjay can convince HMRC that his turnover for the 12 months to 31 March 2007 is unlikely to exceed the deregistration threshold (£58,000 from 1 April 2005).
4


(8)
(f)
The cash accounting scheme gives automatic relief for bad debts.  But persons who are not members of this scheme might account to HMRC for the output tax relating to a supply and then find that a bad debt occurs.  In these circumstances, a claim may be made for a refund of the VAT lost, so long as:

· goods or services have been supplied for a consideration in money and the related output tax has been accounted for to HMRC
½
· the debt has been written off in the books of account
½
· at least six months have elapsed since both the date of the supply and the date that payment was due
½
· the claim for bad debt relief is made within three years and six months from the later of the date of the supply and the date that payment was due. 
½
Any business that has made a claim to recover the input tax relating to a supply but has not paid the supplier within six months of the date of that supply (or the date on which payment was due, if later) must repay the input tax to HMRC. 
1


(3)
(g)
The VAT consequences of offering discounts to customers are as follows:

(i)
If a trade discount is given, output tax is based upon the price charged to the customer after this discount has been deducted. 
1
(ii)
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 actually takes advantage of the cash discount. 
1



(2)


(30)

Question 4

(a)
Although trading profits and chargeable gains are both assessed to corporation tax, it is important to distinguish between them because:

· the rules of computation are different (in particular, the rules on allowable deductions differ and chargeable gains attract indexation allowance)
2
· trading losses may be set against total profits (for a limited period) or carried forward and set against future trading profits, whilst a capital loss may only be set against chargeable gains of the same period or future periods. 
2

The badges of trade are:

· the subject matter of the transaction

· the length of the period of ownership

· the frequency of transactions

· supplementary work

· the reason for the sale

· motive for acquiring the asset.


½ mark for each plus further 1 mark for explanation up to an overall maximum of  9



(13)

(b)
Correction of market failure
· public goods
2
· merit/demerit goods
2
· externalities
2
· monopoly
1

Redistribution of wealth


· the need for redistribution
1
· the role of taxation
1

Stabilisation of the economy


· the use of taxation as a tool for managing the economy. 
1



(10)

(c)
User charges:

· explanation of the concept of a user charge
1
· examples of user charges
1
· advantages: 

-
equity (charges reflect value of benefit received)

-
rationing device

-
users more likely to economise their use of goods/services

-
enhanced public accountability
3
· disadvantages:

-
difficulty in collecting user charges for public goods

-
“free rider” problem

-
regressive nature of user charges. 
2


(7)



(30)
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