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Department of Accounting and Finance

40311 Taxation

	Tuesday 16th May 2006
	2.00pm – 5.00pm    3 hours


There are five questions in all

Answer BOTH questions in Section A

and ANY TWO questions from Section B

RATES OF TAX AND ALLOWANCES 

ARE ATTACHED TO THIS PAPER

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

Invigilators may require calculators to be reset

SECTION A - ATTEMPT BOTH QUESTIONS
Question 1

Inter Ltd, a UK resident trading company, has two wholly owned subsidiary companies, AC Ltd - acquired in November 2004 and JV Ltd - acquired in December 2005.

Inter had been preparing financial accounts to 31 December each year until 31 December 2004, but in the autumn of 2005 the directors decided to change the accounting date to 31 March. The company made up accounts for the period from 1 January 2005 to 31 March 2006 and the results for this period are shown below:

Income

	
	
	
	£

	Adjusted Schedule D I trading profit before capital allowances

(including all necessary adjustments for Loan Relationship items)
	840,000

	Schedule D III (credit after netting off all Loan Relationship item)
	  30,000

	
	
	
	

	
	
	£
	

	Property Rents received
	1 November 2005
	  45,000
	

	
	1 March 2006

	15,000
	60,000

	Chargeable capital gains
	21 December 2005
	30,000
	

	
	10 January 2006
	140,000
	170,000

	Dividends from UK companies
	31 October 2005
	12,000
	

	(Gross Figures)
	31 March 2006
	   10,000
	22,000

	Payments (gross figures)
	
	
	

	Charitable Covenants
	30 September 2005
	20,000
	

	
	28 February 2006
	   15,000
	35,000

	Gift Aid Payment

	31 January 2006
	
	12,000


For the above period the company had turnover of £16m and the average number of employees was 230

The balances brought forward at 1 January 2005 for capital allowances purposes were;

 General Pool - £440,000; Expensive car (1) £18,000; Expensive car (2) £45,000;

 Short Life Asset (computer) £12,000. Note that the general pool contains a low emission (LE) Ford motor car, purchased in 2003, at zero written down value as 100% FYA was claimed in 2003.
Transactions in qualifying assets during the period to 31 March 2006:
	Purchases
	
	£
	
	Disposals
	£

	February 2005
	2 machines
	30,000    
	
	January 2005 - Ford Car LE
	9,000

	September 2005
	Truck
	34,000
	
	August 2005 - Truck
	12,000

	December 2005
	Computer
	45,000    
	
	January 2006 - Computer SLA
	3,000

	January 2006
	Expensive car
	36,000    
	
	February 2006 Expensive car (2)
	34,000


February 2006 - 2 low emissions Audi cars


   New



  16,000


   Second Hand

  14,000

You establish that, for the year ended 31 December 2004, Inter Ltd had total profits of

 £600,000, including FII of £25,000.
The capital gains arising in December 2005 and January 2006 were as a result of disposing of properties surplus to the company's requirements.
You are required to

a) Compute the maximum capital allowances that can be claimed by Inter for each of the Chargeable Accounting Periods (CAP) involved.
(7 marks)

b) Using the figures arrived at in (a), compute the corporation tax (CT) payable for each of the CAPs  and state when this will be payable.
(16 marks)

c) Re-calculate the CT liabilities on the assumption that both 

properties were sold in December 2005 and that the shares in JV Ltd 

were not acquired until January 2006. Comment on this outcome.


(7 marks)









(Total:  30 marks)

Question 2
Mr Jack Jones, aged 54, has been running a very successful plumbing business for many years in partnership with his only son, Jim, who is aged 30. Jack’s wife, Casey, aged 55, had a full time job as a business studies teacher and she occasionally helped her husband with the administrative work of the plumbing business and took telephone messages from customers. She took early retirement from her job at the end of June 2005 and her P45 showed pay of £5,200 and tax deducted of £1,100.

Jack Jones has been preparing accounts annually at 31 March and, after taking advice from friends, he decided, with Jim's agreement, to make his wife, Casey, a partner in the business from 1 July 2005.  The terms of the partnership agreements are

Up to 30 June 2005

	
	Annual Salaries
	Share of Profits

	
	£
	

	Jack

	12,000
	60%

	Jim
	16,000
	40%

	From 1 July 2005
	
	

	Jack
	6,000
	30%

	Jim
	16,000
	40%

	Casey
	6,000
	30%


The total assessable profits for the year ended 31 March 2006 were £120,000

Mr and Mrs Jones's other income for the year ended 5 April 2006 comprised:

	
	Jack Jones
	Casey Jones

	
	£
	£

	Income from let property
	2,600
	1,200

	UK dividends
	2,790
	360

	Bank Interest
	2,400
	400

	NSB interest - Investment account
	300
	100


All of the above amounts represent the cash actually received.
Mr and Mrs Jones's outgoings during the tax year 2005/06 were

	
	Jack Jones
	Casey Jones

	
	£
	£

	Covenant to Oxfam
	780
	

	Covenant to Aunt
	
	390

	Gift Aid payment to Cancer Relief
	195
	

	Allowable pension contributions
	3,600
	300


During the year ended 5 April 2006 the following capital disposals took place:
1 On 30 April 2005 Jack Jones sold 10,000 shares in Drains Ltd for £30,000 (net of costs). These had cost him £2,500 in June 1996.
2 On 26 May 2005 Casey Jones sold a diamond ring for £7,200. This had cost her £300 in May 1978 and its agreed market value at 31 March 1982 was £600.

3 On 25 February 2006 Jack & Casey Jones sold a storage warehouse which had been used by the plumbing business for the purpose of its trade since it was bought by them personally in joint names for £15,000 in June 1990. The selling price was £45,000.
4 In June 2005 Mr Jones gifted a painting to a local art gallery. It had cost him £5,000 in January 1998 and its agreed market value at June 2005 was £35,000.

You establish that Jack Jones's total liability for income tax and NIC for 2004/05 was £10,200 after taking into account any tax suffered at source. Casey Jones's tax and NIC was paid under the PAYE system up to June 2005.

You are required to
a) Show the allocation of the total partnership income of £120,000 for the tax year 2005/06 amongst the three partners
.




(8 marks)

b) Calculate the total income tax and class 4 NIC liabilities for Jack & Casey
Jones only, in respect of the year 2005/06, after taking into account any tax suffered at source. Show clearly the total tax and Class 4 NIC (Including any CGT payable) each spouse will be required to pay on 31 January 2007. Note that you are NOT required to calculate any tax or NIC for Jim Jones.

(17 marks)

c) Draft a brief letter to Jack Jones advising him of any possible challenge by HMRC on the method that he has chosen to distribute the income of the plumbing business. Indicate what he should do to avoid such a challenge.  
(5 marks)

(Total:  30 marks)
You may use the following relevant indexation factors for CGT purposes :

March 1982 - April 1998 - 1.047; June 1990 - April 1998 - 0.283;

 June 1996 - April 1998 - 0.063; January 1998 - April 1998 - 0.019.

These are the only relevant factors you will require.  
SECTION B - ATTEMPT ANY TWO QUESTIONS

Question 3

Mr I Conn, a newly qualified solicitor, is about to set up in business as a sole practitioner and come to you for tax advice.

He has prepared a detailed business plan that has been accepted by his bankers as a basis for granting him a practice loan to help him get started.

The business plan shows his best estimates of his net profit on a quarterly basis (i.e three monthly). He will start trading on 1 March 2005 and the quarterly profits are estimated as follows:

	Quarter ended
	Estimated Profit

	
	£

	31 May 2005
	12,000

	31 August 2005
	  18,000

	30 November 2005
	20,000

	28 February 2006
	  24,000

	31 May 2006
	  30,000

	31 August 2006
	  30,000

	30 November 2006
	  36,000

	28 February 2007
	36,000

	31 May 2007 

	  36,000


Mr Conn is aware that he can choose any accounting date he wishes but is uncertain about the taxation consequences of the choice he has to make. His first instinct is just to make up accounts to the anniversary of his starting date, that is, for 12 months to 28 February 2006 and thereafter at February each year. He wonders whether there is a better alternative and you are required to demonstrate to him the advantages of choosing an accounting date early in the tax year, rather than later.

Remember you will first have to annualise the profits before you try any computations.

You are required to:

a) Produce computations showing the amounts that will be assessable for each of the first three tax years of the business on the assumption that Mr Conn chooses as an accounting date which is either:

(i) 28 February each year
OR

(ii) 31 May each year
(10 marks)

b) Show how much income tax and class 4 NIC will be saved over the first three tax years by following your advice.


(5 marks)

c) Advise Mr Conn of the other advantages of following your advice.
Are there any disadvantages ?






(5 marks)










(20 Marks)

Question 4
CCD Ltd, a UK resident manufacturing company, made up accounts for its year ended 31 March 2006. All of the following items of expenditure and income have been included where appropriate in the company's operating profit and loss account in arriving at the net profit.

Expenditure Items

a) £45,000 was spent on installing windows in a second hand factory purchased during the year. This factory had a major fire when it was being used by the previous owner, resulting in all of the windows being blown out. The factory has remained derelict ever since.
b) Costs, amounting to £3,000, of raising a loan to provide funds to acquire an investment property which will be let to a supplier.
c) Gross interest of £8,000 paid on the above loan.
d) Costs of leasing motor cars used by directors:
Car



List price
Annual Lease cost






£

£

(i)
Lexus 300


    32,000
      7,200

(ii)
Audi A4 - Low emissions
    15,000
      4,800

e) Ten employees were made redundant on the closure of a trade run by the company. Each employee was paid £10,000 compared to their Statutory Redundancy entitlement of £2,000 each.  
f) £4,000 was charged in the Profit And Loss Account in respect of Patent Royalties paid to the owner of the patent for a machine used by CCD Ltd during its manufacturing process.

g) CCD Ltd had lent a customer £40,000 in 2003 to keep it solvent. Unfortunately the customer went into liquidation and only £5,000 was recovered .

Income Items
h) As a result of a fire which occurred last year, repair costs were recovered from the insurers during the year ended 31 March 2006 as follows:

(i)
In respect of factory premises owned and used by CCD Ltd
£9,600

(ii)
In respect of damages to property let out by CCD Ltd

  5,400

These repair costs were paid and allowed as deductions, where appropriate, last year.

i) Gross interest of £6,000 was received on a loan made to a major supplier company.
j) Loan interest of £3,000 was received in respect of the loan to the customer at (g).
Required

State how each of the above items would be dealt with in arriving at the adjusted Schedule D I profit or loss of CCD Ltd for its year ended 31 March 2006. In each case you should give reasons for your treatment of each item. You are reminded that, for expenditure items, you must either add them back or leave them (explaining clearly why you have not adjusted an item) and, for income items, you must either subtract them or leave them.

For each of those items you have adjusted for, you must explain how they will finally be treated in the company's CT computation. You are not required to compute an adjusted profit figure.









(20 marks)

Question 5

D Ltd is an unlisted UK resident trading company with one subsidiary company. During its twelve month accounting period ended on 31 March 2006 it made the following disposals:

1
April 2005


A warehouse was sold for £130,000. This had been purchased in June 1996 for £80,000 as an investment property. It was immediately rented to a major supplier and was never used for the purpose of D Ltd’s trade.

 2
May 2005 

Two offices were sold for £60,000. These offices were part of a group of six offices purchased by the company for £80,000 in June 1993. All of the offices had been used for the purpose of D Ltd’s trade up to May 2005. The agreed value of the four offices retained by the company was £160,000.

3
September 2005
A warehouse, which had been used for the purpose of the trade, was sold for £180,000. This had been acquired using the full proceeds of a sale a building for £60,000 in March 1986. This original building had cost £30,000 in March 1981 and, on the occasion of its disposal D Ltd had claimed the maximum rollover relief.

The MV of the warehouse at 31 March 1982 was £28,000.
4
December 2005

An office building held by D Ltd as an investment and not used for its trade was sold for £250,000.  This building had originally been purchased in June 1972 for £30,000 and since then the following capital expenditure had been incurred on the building:








£

December 1977

    25,000



October 1981


    30,000



June 1995


    20,000



August 2004


    10,000

The agreed market value of the building at 31 March 1982 was £75,000.

Note that the company had made a global election in 1990 for all assets held at 31 March 1982 to have their values at that date used in gains calculations.
Required

(a) Compute the chargeable gains on D Ltd for the year ended 31 March 2006, arising from each of the above transactions assuming all relevant 

claims are made. Indicate those gains which may be postponed.
(16 marks)

(b) Assuming A Ltd had other chargeable income for the year 

amounting to £48,500, compute the total CT payable by A Ltd 

and state when this will be payable.

(4 marks)








(Total:  20 marks)
Relevant Indexation Factors are

March 1982 - March 1986
  0.218

March 1982 - December 2005
1.443

March 1986 - September 2005  0.996

June 1995 – December 2005

0.296

June 1993 – May 2005
   0.362
June 1996 – April 2005

0.252

August 2004 - December 2005  0.036

END OF PAPER

40311 - TAXATION –May 2006

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

CORPORATION TAX

For both FY 2004 (To 31/3/2005) and


FY 2005 (To 31/3/2006)



Large companies - Total profits over

£1.5 million



Rate of Tax for Large companies


     30%




Small companies - Total profits up to

£300,000



Rate of tax for Small companies


    19%




Threshold for very Small Company rate


Total profits up to



£10,000




Rate of Tax




     0% 




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


Taper Relief Fractions

£10,000 - £50,000



19/400

£300,000 - £1.5 million



11/400

Taper Relief formula – all years

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

Rate for grossing up dividends – all years

10/9

INCOME TAX

Personal Allowance
2005/06


£4,895

Rates of IT:

First £2,090


10%

Next £30,310


22% BR

Balance



40%

Dividends - within BR band
10%


     Above BR band
32.5%

Savings and Gains in BR band
20%

Above BR band


40%

Note Interest and Charges paid and received from

UK companies from 1 April 2001 are gross

CAPITAL GAINS TAX

The relevant indexation factors are given in questions 2 and 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 
7 Years - 25% - 8 years 30% (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 50% up to 31 March 2005 and reduced to 40% for expenditure after 31 March 2005
For Medium sized businesses (turnover less than £22.8m; less than 250 employees) FYA 40% for ALL periods

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
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