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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

RR Ltd acquired 80% of the share capital of JAM Ltd on 1 October 2006. Both companies are UK resident and have been preparing accounts annually at 31 December. RR Ltd's average annual turnover in recent years has been around £11 million and it has on average 240 employees. Towards the end of 2006 the directors of RR Ltd decided to change the accounting date to 30 April and accordingly made up accounts for the SIXTEEN months ended 30 April 2007. The following shows the results of RR Ltd for that period:

	INCOME
	
	£
	£

	Adjusted trading profit (before capital allowances)

	
	
	800,000

	
	
	
	

	Debenture interest received (gross figures shown)
	30/11/06
	11,000
	

	
	31/01/07
	21,000
	32,000

	
	
	
	

	Rents receivable
	31/7/06
	15,000
	

	
	31/03/07
	13,000
	28,000

	
	
	
	

	Capital gains

	30/06/06
	20,000
	

	
	28/11/06
	540,000
	560,000

	
	
	
	

	Dividends received from UK companies
	31/08/06
	27,000
	

	(cash amounts received)
	25/02/07
	18,000
	45,000

	
	
	
	

	
	
	
	

	PAYMENTS
	
	
	

	Gift Aid payment (gross sum)

	30/09/06
	
	10,000

	
	
	
	

	Loan Interest (paid to UK companies)

	31/12/06
	24,000
	

	(on loan to acquire shares in JAM Ltd)
	31/03/07
	14,000
	28,000


NO Dividends were paid in the period. 

Additional information;

1 The balances brought forward at 1 January 2006 for capital allowances purposes were:

General pool - £164,000: Expensive car - £25,000

During the above period the following transactions took place;

	Purchases
	Cost
	
	Disposals
	Proceeds

	
	£
	
	
	£

	31/1/06 2 Packing Machines
	28,000
	
	31/7/06 Plant -
	24,000

	12/6/06 – New computer
	30,000
	
	30/1/07 Computer
	2,000

	14/3/07  - 2 Cars @ £10,000
	20,000
	
	(included in general pool)
	

	15/3/07 - Low emission car
	18,000
	
	10/3/07 Expensive car
	18,000


Required:

a) To compute the maximum amount of capital allowances which the company can claim for each of the TWO above chargeable accounting periods.

(7 marks)

b) Incorporating your answer to (a) above, compute the corporation tax payable by the company for each of the TWO chargeable accounting periods, stating in each case when the corporation tax will be payable.

(15 marks)

c) Indicate how the Corporation Tax payable and the dates of payment would have been affected if RR Ltd had both acquired the shares in JAM Ltd and realised the above capital gain of £540,000 during January 2007 (instead of October 2006 and November 2006 respectively) 

(8 marks)

(Total:  30 marks)
Question 2 

Mr Stan Doubt and his wife Carrie are directors of Software Ltd, a UK resident company which they established in 1997 and in which they own one share each.  The company develops programmes for use by manufacturers of motor car components. Accounts are prepared by the company each year at 30 September.

Their salaries from the company were agreed at the start of each accounting period and paid in equal instalments on the last day of each month. It was decided to pay modest salaries and to take the bulk of their income from the company in the form of equal dividends. All of the technical work is carried out by Mr Doubt – Mrs Doubt has no programming skills but she does spend about fifteen hours on administration work including keeping the accounting records. The agreed amounts of salaries were:





Mr Doubt

Mrs Doubt

For year ended 30/9/06
£7,000


£6,000

For year ended 30/9/07
  8,000


  7,000

PAYE deducted 2006/07
  1,500


  1,300

In addition the directors were provided with motors cars giving rise to taxable benefits as follows;




Mr Doubt

£4,400




Mrs Doubt

  2,800

Mr Doubt had also been running a part-time business selling health foods and made up accounts to 30 June each year. He ceased trading on 31 December 2006 and his most recent profits were:

Year ended 30 June 2005 - £8,000; year ended 30 June 2006 - £8,000; period to 31 December 2006 - £4,000. You establish that he had unused overlap relief brought forward of £6,000.

Mrs Doubt started a part-time business in flower arranging on 1 January 2006 and decides to make up accounts each year to 30 June. Her initial profits were:

Six months ended 30 June 2006: £2,600; Year ended 30 June 2007: £4,800.

The couple’s other income received during 2006/07 was:







Mr Doubt

Mrs Doubt

Dividends from Software Ltd


£27,000

£27,000

Dividends from other UK companies

       720

£       36

Bank deposit interest



       400

       200

National Saving Bank – Investment. A/C
       300

       100

All of the above amounts represent the actual cash amounts received.

They paid covenants as follows:





Mr Doubt

Mrs Doubt

Oxfam charity


£624


£312

To an aunt


  585




To National Trust (Charity)



  156

The amounts shown are the net amounts paid after deducting tax at 22%.  

On 31 January 2007 Mr Doubt sold the following non-business assets:

1 An antique vase which had cost £200 in March 1978 was sold for £28,000. The MV of the vase at 31 March 1982 was agreed at £2,000.

2 A plot of land which had cost £9,000 in May 1977 and which had a MV at 31 March 1982 of £12,000 was sold for £8,000.

On the occasion of previous disposals Mr Doubt had failed to make a global election within the two year time limit.  

Mrs Doubt sold a holiday cottage for £20,000 on 10 February 2006. This had cost £24,000 in March 1988.

Indexation factor for March 1982 to April 1998 is 1.100

You establish that the finally agreed income tax liabilities for 2005/06 were:

Mr Doubt - £5,400; Mrs Doubt £4,000 – both net of tax suffered at source in that year

You are required :

a) to calculate the total amount of income tax which each spouse will have to pay on 31 January 2008 (including any Payments on Account for 2007/08) after taking into account any tax already paid on account (for 2006/07) and suffered at source 
          (18 marks)

b) to calculate the Capital Gains Tax (CGT), if any, which each spouse will have to pay, stating when it will be payable.

(5 marks)

c) to explain the tax bills you have calculated will be altered if HMRC win their appeal in the case of Garnett vs Jones in the House of Lords in June 2007

(7 marks)

(Total: 30 marks)

SECTION B – ATTEMPT TWO QUESTIONS

Question 3 

Manu Ltd is a UK resident subsidiary of an American parent company which itself has three other European subsidiaries. During its accounting year to 31 March 2007 Manu Ltd made disposals as follows:

1 June 2006

Sold a training facility to RSN Ltd for £310,000. This facility had been acquired by Manu Ltd as part of a group of 6 such facilities which had cost £240,000 in March 1997. The market value at June 2006 of the remaining 5 units still owned by Manu Ltd was agreed at £820,000.

2 December 2006

Sold a plot of land used for car parking by patrons for £200,000. This had been purchased in May 1991 for £90,000 out of the proceeds of another plot of land which had been purchased in May 1980 (and used for the same purpose) for £35,000 and which had a market value at 31 March 1982 of £48,000. The disposal price of this land in May 1991 was £100,000. The gain arising on this disposal had been the subject of a claim for the maximum possible rollover relief.

You establish that Manu Ltd had other chargeable income for the year ended 31 March 2007 of £260,000.

Required:

a)
Calculate the capital gain or loss arising from each of the above transaction.










(10 marks)

b) Calculate the amount of corporation tax which will be payable for the chargeable accounting period 12 months ended 31 March 2007, solely as a result of the chargeable gains.

You are NOT required to calculate the total Corporation Tax liability for that period 





 

(5 marks)
c) In the context of Capital Gains tax, explain the circumstances in which a global election for Market Value at 31 March 1982 should be made.



(5 marks)









(Total: 20 marks)

Indexation Factors which may be used in this question:

March 1982 - May 1991

0.680

March 1997 - June 2006

0.280

May 1991 - December 2006

0.500
Question 4 

Wee Ltd is a UK resident company which operates a chain of shops selling electronic gadgets. Up until 31 December 2005 most of products sold in the shops were assembled in rented factory premises which were now too small for the volume of work being done. On 1 January 2006 the company took over the lease of a factory in a new business park. The factory contained a number of free standing partitions and custom built storage units for which Wee Ltd was required to pay £28,000 on the date of entry

Wee Ltd had the following additional transaction in assets during its year ended 31 December 2006:

Purchases during the year ended 31 December 2006



  Cost

10 January 2006 
3 new Ford cars for managers @ £14,000 each
£42,000
(2 of the cars were low emission models)

20 March 2006 
2 assembly machines




   25,000

New computer and software for testing products
   40,000

2 second hand packing machines


   12,000

3 August 2006

2 Transit vans





   42,000

31 October 2006
New illuminated signs for all shop fronts

   18,000

General lighting for 4 shops



     8,000

30 December 2006
A second hand Prius low emission car for a director   24,000

Disposals during the year ended 31 December 2006 



Sold for
20 February 2006
4 old assembly machines which had cost £12,000
£5,000

Original computer system purchased in 

March 2003 for £12,000 (treated as short life asset)
  2,000

28 December 2006
A Mercedes car purchased in 1997 for £25,000
  9,000

31 December 2006
All of the inexpensive cars were sold for 

 15,000

and not replaced, the directors having decided that

all cars should, in future, be expensive cars and be

 leased. The cars sold had been in the general pool 

brought forward at 1 January 2006

The capital allowances values brought forward at 1 January 2006 were:

General pool

Mercedes

Computer (SLA)

£90,000

£14,000

£3,700

You establish that Wee Ltd’s estimated turnover for the year ended 31 December 2006 is £900,000; and that its average number of employees will be thirty five.

Requirements:

a) Compute the maximum capital allowances which may be claimed by P Ltd in respect of its year ended 31 December 2006.

(13 Marks)

b)  Explain clearly your treatment of the computer systems, illuminated signs and lighting.

 (4 marks)

c) Explain the taxation implications of the director’s decision to lease

 expensive cars in future











(3 marks)










(Total: 20 marks)

Question 5 

Mr Plook, a dermatologist, has developed a new method of removing spots involving heat treatment. After extensive testing, he decided to start a business to produce and distribute the necessary machines.

He engaged Boyle & Co to prepare a detailed Business Plan for him which had been examined by Dragon’s Den Ltd, who agreed to advance the funds required to set the business up.

He decided to commence the business on 1 July 2006 and his business plan showed that taxable profits PER MONTH would be as follows:



For each of the first SIX months

£  9,000 



For each of the next SIX months  
  
  18,000



Thereafter – each month


  20,000

The business is of a seasonal nature he tells you that he had intended to make up accounts to June each year but a friend told him it was better to have March as his annual accounting. He seeks you advice and wishes to know the taxation implications of each of these alternatives.

Requirements:

a) calculate the profits arising for each of the accounting periods under each of the above alternatives – March or June

(3 marks)

b) using the accounting profits produced at (a), calculate the Trading Profits assessments which will arise for each of the first THREE years of assessment under EACH of these alternatives.

(9 marks)

c) advise Mr Plook which accounting date should be chosen – 31 March or 30 June identifying the advantages and disadvantages of each alternative. In particular, advise him which choice of accounting date will produce the lower tax liability over the first three years of assessment and advise him when his first tax liability will become payable as a result of the date chosen

(8 marks)

(Total:  20 marks)
You should note carefully that Mr Plook is not considering any other accounting date – only 31 March or 30 June and will be making up accounts only at one of these two dates.

END OF PAPER 

40311 - TAXATION –May 2007

THE FOLLOWING RATES AND RELIEFS SHOULD 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
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