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Department of Accounting and Finance

40311 Taxation

	Thursday 16th August 2007
	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

Question 1

Biggar Ltd is a UK resident company with a fully owned subsidiary Weir Ltd and it makes up accounts each year to 31 March. The Profit and Loss Account of Biggar Ltd for the ten month period ended 31 March 2007 showed a profit of £1,380,000 after accounting for all of the following items of expenditure and income:

Expenditure

a) A senior manager was seconded to a major UK charity for the whole of the year. The manager’s salary of £40,000 was paid by Biggar Ltd although he did no work for the company during the year.

b) The figure for repairs included £30,000 spent on bringing a recently purchased second-hand printing press into working order.

c) Loan Interest of £12,000 was paid to a UK Finance company in respect of a loan used to buy new Plant and Machinery.

d) The company paid legal fees in respect of the following:

Costs of a share issue


£12,500

Costs of raising above loan

    8,000

e) A senior employee was found to have misappropriated of goods valued at £45,000. This amount has been charged as an expense in the accounts. No court action has yet taken place.

f) A loan of £30,000 made to a supplier who was experiencing financial difficulties proved irrecoverable and was written off in the accounts.

g) A severance payment of £40,000 was made to a manager who was dismissed. The trade did not cease and no other person was made redundant at this time. The statutory amount to which the manager was entitled was £18,000.

h) Depreciation of £170,000 was written off during the year.

INCOME

i) The company received a sum of £20,000 from an insurance company representing the cost value of bales of paper which had been destroyed as a result of flooding in the previous accounting period. A figure of £25,000, being the company’s estimate of the loss, had been written in the accounts for the previous year.

j) Loan interest of £6,000 was received in respect of the loan interest paid by the supplier referred to in (f) above.

k) Dividends of £63,000 (net) were received from UK companies.

l) The company made a gain of £130,000 on sale of a property in October 2006 and this amount was credited to the Profit and Loss Account. This represented the gain arising by comparing the proceeds of £340,000 with the book value of £210,000. The property had cost £220,000 in July 1999. The company re-invested £300,000 of the proceeds in a replacement business property and claimed the maximum possible rollover relief.

Note – use an indexation factor of 0.370

You establish that Biggar Ltd had total profits for its year ended 31 May 2006 of £850,000.

It is entitled to capital allowances of £240,000 for the period ended 31 March 2007.

Requirements:

a) Compute the adjusted Schedule D I profit figure. Draft a brief report 

to the directors explaining how each of the items dealing with loans

are treated within the adjustment process.

(16 marks)

b) Compute the corporation tax payable by Biggar Ltd in respect

of its chargeable accounting period for the 10 months ended 31 March 2007.

(8 marks)

c) State when the Corporation Tax due will be payable, explaining why it is

payable then.








(6 marks)











(Total:  30 marks)

Question 2

Mr David Sole and his wife Rose have been in partnership running a fishmonger’s business for many years. Mr Sole works fulltime in the business and his wife is a part-time gutter. She also has a part-time job as an Avon lady.

The terms of their partnership agreement are:







Mr Sole

Mrs Sole

Salary per annum



£18,000

£2,000

Share of Profits



    90%


   10%

The agreed assessable profits for the tax year 2006/2007 were £64,000 before any partners salaries

Mrs Sole’s earnings for her part-time job as an Avon lady were £10,000 for the year 2006/2007 and she suffered tax under PAYE of £2,200.

On 1 August 2006 Mr Sole started a separate business selling deodorants. He decides to make up accounts to 31 May each year and his agreed profits for the period ended 31 May 2007 were £18,000.

The couples’ other income for 2006/2007 comprised:







Mr Sole

Mrs Sole

Bank Deposit interest



£2,800


£440

Building Society interest


  1,200


    40

NSB Ordinary account interest

      120

    50

Dividends received



  3,600


  135

ALL of the above amounts represent the  actual CASH amounts received and all of the accounts were opened several years ago.

The couple’s outgoings for 2006/2007 were:







Mr Sole

Mrs Sole

Allowable Pension Contributions

£2,500


£1,000

Covenants:
To nephew


     624


     156



To Cancer Research

     312


      78

The amounts of the covenants are show net of basic rate tax of 22%.

In February 2007 Mr Sole sold two assets:

1 An antique vase was sold for £20,000 which had cost £5,000 in January 1978 and which had a market value of £2500 on 31 March 1982. This was the first asset Mr Sole had sold since 1987.

2 15,000 ordinary shares in Champs Ltd were sold for £40,000. These were part of a block of 25,000 shares acquired in January 1998 for £20,000. These shares were jointly registered in Mr and Mrs Sole’s names. These shares were not classified as business assets.

Indexation factors: March 1982 – April 1998 – 1.20; January to April 1998 - 0.02

You establish that the total liabilities for Income Tax and NIC for 2005/06 were 

Mr Sole 
£14,000
Mrs Sole £3,000

You are required to:

a) Calculate the total amount of income tax and class 4 NIC which will be payable by each spouse on 31 January 2008 after taking into account any tax suffered at source. You should show clearly your treatment of Payments on Account.
(18 Marks)
b) Calculate any Capital Gains tax which the spouses will have to pay stating when this will be payable.












(7 marks)

c) Indicate what steps Mr and Mrs Sole could have taken to reduce their tax liabilities.










(5 marks)
(Total:  30 marks)




SECTION B – ATTEMPT TWO QUESTIONS ONLY

Question 3

a) TD Ltd, a UK trading company has two associated companies which it acquired in 1997 and makes up accounts each year at 31 December. It has chargeable income for the year ended 31 December 2006 of £600,000 and had estimated its chargeable income for the year ended 31 December 2007 at £700,000 (just prior to its first Quarterly Payment). In September 2007 it revised the estimated annual profit at £800,000. In fact the actual chargeable income for this latter year amounted to £900,000, a figure which was not finalised until March 2008.

You are required:

i )
to produce a list of the amounts of corporation tax payable during the calendar years 2006, 2007 and 2008 based on the above profits and estimates. Your answer should take the form of a schedule of payments showing the date on which each of the payments must be made. For the purpose of this question you may assume that the standard rate of corporation tax for all of the years concerned was 30 %.











(11 marks)

ii) To draft a brief report to the directors explaining the importance from a tax point of view of monitoring, on an on-going basis, the estimates of the projected profit for the year ended 31 December 2007. 

(5 marks)

iii)
To advise the directors of the effect on the payment arrangements of disposing of the holdings in the associated companies, both of which have been performing poorly in recent years.








(4 marks)











(Total:  20 marks)

Question 4
Considerable coverage was given during the course of the so-called “Arctic Systems” case (Garnet vs Jones) which is about to be decided in the House of Lords (HoL) next week.

You are required to

a) Identify the main issues arising in the case, describing the views expressed by the opposing sides. If the HMRC wins its appeal in HoL, what will be the tax implications for a married couple, in the same position as Mr and Mrs Jones, who have taken salaries of £7,000 each out of the company’s profit of £80,000 and the balance in equal amounts of dividends ?

(13 marks)

b)
Identify any two other important cases that were covered in the course and discuss the issues involved.












(7 marks)











(Total:  20 marks)

Question 5

Seller Ltd, a UK trading company with one Canadian subsidiary company, made the following disposals during its accounting year ended 31 March 2007:

1 On 20 November 2006

An office unit was sold for £90,000. This was part of an office block containing six offices which had cost £240,000 in March 1986. The agreed market value of the remaining five offices (which were in poor condition) at 20 November 2006 was agreed at £130,000. Prior to its sale the office unit had been used for the company’s trade.

2 On 24 February 2007 

A storage building which had cost £50,000 in June 1991 was sold for was sold for to a property developer for £295,000. Of the proceeds, £85,000 was used to purchase another storage building and the maximum possible rollover was claimed.

3 On 30 March 2007 a painting which had been hanging in the boardroom was sold for £60,000. This had cost £800 in June 1980 and had a market value of £500 at 31 March 1982.

You establish that, on the occasion of a disposal made two years ago, the company had made an irrevocable election under Section 35 to use the market value at 31 March 1982 in respect of the disposal of all assets owned at that date.

You are required:

a) to calculate the amount of chargeable gains which will be included in the company’s corporation tax computation for the year ended 31 March 2006.

(13 marks)

b) on the assumption that Seller Ltd had other chargeable income for the year ended 31 March 2007 of £160,000, to calculate the corporation tax attracted by the chargeable gains. Note you are not asked to calculate the total corporation tax payable, only that arising as a result of the gains.

(4 marks)

c)
to explain, in the context of capital gains tax, the circumstances in which a global election for MV at 31 March 1982 should be made.





(3 marks)

(Total:  20 marks)

 SEE OVER FOR RELEVANT INDEXATION FACTORS. 

Indexation Factors to be used in answering Question 5

March 1986 – November 2006

1.080

June 1991 – February 2007 


0.510

March 1982 – March 2007 


1.540

END OF PAPER – NOTE THAT RATES OF TAX AND ALLOWANCES ARE ATTACHED TO THIS PAPER
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RATES AND ALLOWANCES TO BE USED IN ANSWERING THIS PAPER

CORPORATION TAX

FY 2005 (To 31/3/2006)
FY 2006 (To 31/3/07)

Large companies - Total profits over

£1.5 million


£1.5 million

Rate of Tax for Large companies

     30%


     30%


Small companies - Total profits up to

£300,000


£300,000

Rate of tax for Small companies

    19%



    19%


Threshold for very Small Company rate


Total profits up to



£10,000


Abolished

Rate of Tax




     0% 



Abolished

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

Taper Relief Fractions

£10,000 - £50,000



19/400



Abolished

£300,000 - £1.5 million


11/400



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
2006/07


£5,035

Rates of IT:

First £2,150





10%

Next £31,150





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

NIC – 2006/07

Class 4 – Trading Income up to £5,035 – 

nil


  £5,035 - £33,540 



8%


  Above £33,540



1%

Class 2





£2.10 per week

CAPITAL GAINS TAX

The relevant indexation factors are given in questions 2 and 5

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 
8 Years - 30% - 9 years 35% (including bonus year if owned at 17 March 1998)

CAPITAL ALLOWANCES - 

FYA ON PLANT

Small businesses (Turnover less than £5.6m; less than 50 employees) FYA was 40% up to 31 March 2006 and increased to 50% for expenditure after 31 March 2006
For Medium sized businesses (turnover less than £22.8m; less than 250 employees) FYA 40% for ALL periods

Large businesses –( above the  limits shown) NO FYA  apart from

100% FYA on new Low emission cars - All businesses from 17 April 2002 onwards

WDA on Plant - all business - 25% for a twelve month period

