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NOTES TO USERS ABOUT THESE SOLUTIONS 

The solutions in this document are published by Accounting Technicians Ireland.  They are intended to
provide guidance to students and their teachers regarding possible answers to questions in our
examinations.

Although they are published by us, we do not necessarily endorse these solutions or agree with the views
expressed by their authors.

There are often many possible approaches to the solution of questions in professional examinations.  It
should not be assumed that the approach adopted in these solutions is the ideal or the one preferred by us.

This publication is intended to serve as an educational aid.  For this reason, the published solutions will
often be significantly longer than would be expected of a candidate in an examination.  This will be
particularly the case where discursive answers are involved.

The solutions are relevant to the tax rates in the year the Examination was sat.  A copy of the tax rates is
enclosed with the solutions.

This publication is copyright 2009 and may not be reproduced without permission of Accounting
Technicians Ireland.

© Accounting Technicians Ireland, 2009.
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INSTRUCTIONS TO CANDIDATES

PLEASE READ CAREFULLY

For candidates answering in accordance with the law and practice of the Republic of Ireland.

Candidates should answer the paper in accordance with the appropriate provisions up to and including the Finance
Act 2008.  The provisions of the Finance Act 2009 should be ignored.

Allowances and rates of taxation, to be used by candidates, are set out in a separate booklet supplied with the
examination paper.

Answer ALL THREE questions from SECTION A.  Answer ANY TWO of the three questions from Section B.  If
more than TWO questions are answered in Section B, then only the first two questions, in the order filed, will be
corrected.

Candidates should allocate their time carefully.

All workings should be shown.

All figures should be labelled as appropriate e.g. €s, units etc.

Answers should be illustrated with examples, where appropriate.

Question 1 begins on the next page

The following inserts are enclosed with the paper:

Forms P9/P11 [Tax Deduction Cards] and Form P45 (QUESTION 3)

Multiple choice Answer Sheet (QUESTION 4)

Form VAT 3 (QUESTION 5)

Tax Reference Material

1st Year Examination : Summer 2009

PAPER : TAXATION I (Republic of Ireland)

Thursday 21st May 2009 – 2.30 p.m. to 5.30 p.m.
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SECTION A

Answer ALL THREE questions in this section

QUESTION 1 

Patrick commenced business as a draper on the 1st March 2008 and has decided to use the 31st December as his accounts year
end.  He has made up accounts for the period 1st March 2008 to the 31st December 2008 and these are reproduced below:

Notes € €
Sales ................................................... 325,868
Cost of sales    ......................................... 201,905
Gross Profit    .......................................... 123,963
Other revenues .....................................
Dividends from an Irish company   ........ 36
Dividends from a UK company    ........... 800

836
124,799

Less:
Motor expenses    .................................... (1) 9,790
Advertising and promotional costs    ...... (2) 2,810
Telephone    ............................................. (3) 3,680
Wages and salaries    ............................... (4) 52,610
Rent of business premises    ................... 8,380
Bad debts    ............................................. (5) 2,450
Machinery Depreciation    ...................... 2,750
Repairs    ................................................. (6) 5,330
Discount allowed    ................................. 875
Discount received    ................................ (345)
Casual wages    ....................................... (7) 3,526
Entertainment    ....................................... (8) 680
Interest and charges    ............................. (9) 1,371
Sundry expenses    .................................. (10) 2,150

96,057
Net profit/(loss)    .................................... 28,742

NOTES

(1) Motor expenses €
Car  running expenses    ........................................................... 4,280
Car depreciation    .................................................................... 3,510
Sat navigation system    ........................................................... 800
Car hire    .................................................................................. 1,200

9,790

In the ten month period covered by the accounts, total kilometres travelled amounted to 28,000.  Patrick estimates that
7,000 of the kilometres were for private purposes. 

The running expenses include €1,800 in respect of servicing and repairs.  In an effort to save money Patrick purchased
the parts at a cost of €800 and the balance of €1,000 is Patrick's estimate of the labour cost in respect of the work carried
out.  He kept a log of the time spent and the rate of €10 per hour was used in the estimate.  Patrick feels this is fair as
the labour rate charged by his local garage is €18 per hour. 

Car hire refers to cost of two weeks hire when Patrick's car was under repair.  The running costs of the car for the two
weeks are included above.
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QUESTION 1 (Cont'd.)

(2) Advertising and Promotional Costs €
Cost of advertising for new staff    ........................................................... 560
Purchase of an advertising stand to display goods.    ............................... 1,800
Trip to London to meet with suppliers regarding ideas for promotion  ... 450

2,810

The cost of hotel accommodation and meals in respect of the trip to London amounted to €800.  Patrick paid for this
with his personal credit card and this cost is not included above.

(3) Telephone €
Purchase and installation of switchboard    .............................................. 1,880
Mobile call charges    ................................................................................ 680
Landline call charges    ............................................................................. 1,120

3,680

Patrick provided a mobile phone to an employee.  The total cost of calls for this phone is €300 and this includes the cost
of private calls made by the employee which cost €100.  The balance of the mobile call charges refers to Patrick's mobile
and he estimated that 25% of these calls are private.
Landline calls are all business related.

(4) Wages and Salaries €
Wage to Patrick's sister who works as a bookkeeper    ............................ 9,560
Other wages    ........................................................................................... 16,800
Drawings taken by Patrick    ..................................................................... 24,600
PAYE/PRSI paid on employees wages    .................................................. 1,650

52,610

Following a review of the operation of PAYE/PRSI for 2008 Patrick discovered that he underpaid €900.  This amount
was paid in February 2009 and has not been included in the figures above. 

Patrick estimates that he will have to pay €6,300 in respect of Income Tax due on the profits earned.  In the period to
31st December 2008 he paid preliminary tax of €5,000 and this is included in the drawings referred to above.

(5) Bad debts €
Bad debts written off in 2008    ................................................................ 1,100
Bad debt provision    ................................................................................. 1,200
Solicitor's fees re pursuing bad debt customer    ...................................... 150

2,450

The bad debt provision represents an estimate and is based on a charge of 4% of the debtors outstanding as at the 
31st December 2008. 

In June 2008 Patrick made a sale amounting to €2,000 on credit to a customer based in the UK.  Despite Patrick's best
efforts no amount was collected and in January 2009 Patrick was informed that the customer went out of business in
November 2008.  Patrick has decided to write off the debt as bad but does not know if he should include the amount in
the 2008 or 2009 accounts.  

(6) Repairs €
Office equipment repairs    ....................................................................... 250
Business software    .................................................................................. 3,189
New Laptop for use by Patrick    ........................................................... 1,900

5,330

Patrick uses the laptop for business and private use.  He estimates that the business use will amount to 60%.
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QUESTION 1 (Cont'd.)

(7) Casual Wages €
Part time staff    ....................................................................................... 3,250
Employer PRSI on wages to part time staff    ......................................... 276

3,526
The PRSI due was not paid when the form P35 was submitted.  
Interest on late payment of PRSI of €30 is included in the figures above

(8) Entertainment €
Staff Christmas party    ............................................................................ 300
Lunches with suppliers    ......................................................................... 260
Lunch allowance to staff who travelled to sales conference    ................ 120

680

(9) Interest and charges €
Term loan used for stocking business    .................................................. 1,256
Personal overdraft facility fee    ............................................................... 35
Stamp duty on purchase of shares in Big Bank Plc     ............................ 80

1,371
(10) Sundry

All allowable

Requirement 

Compute Patrick's Schedule D, Case I tax adjusted profits for the period ended 31st December 2008.
Total 20 Marks

Taxation l (ROI)       Summer 2009       1st Year Paper
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QUESTION 2 

Terry is married to June and both are aged 45 years.  Details of income and outgoings for 2008 are as follows:

Terry
€

Wages from ABC Ltd. (excluding assessable benefit in kind)    ........................ 41,350

Bonus for the year ended 31st December 2007 (paid February 2008)    ............ 2,150
Bonus for the year ended 31st December 2008 (paid February 2009)    ............ 1,650

PAYE deducted in 2008    ................................................................................... 4,160

In 2008 Terry purchased an apartment for letting purposes.  He underestimated the amount of finance needed to complete the
deal and as a result he asked his employer to provide a loan for a period of six months while he sorted out his affairs.  ABC
Ltd. provided Terry with a loan of €50,000 for the period 1st March 2008 to the 31st August 2008 at an interest rate of 5%.
The premises were let from 1st November 2008 at a monthly rent of €1,200.

June

Self employment
June has been self employed as an architect for the last five years.  She produces accounts to the 15th January each year and
the following are the Schedule D Case II adjusted profits figures:

€
Year ended 15th January 2007    ............................................................... 33,400
Year ended 15th January 2008    ............................................................... 21,800
Year ended 15th January 2009    ............................................................... 24,560

Dividends received from BIG BANK Plc
In April 2008 a dividend of €192 was received in respect of the year ended 30th October 2007.
In April 2009 a dividend of €224 was received in respect of the year ended 30th October 2008. 
The amounts received were net of Dividend Withholding Tax at 20%.

Terry and June

Terry and June have a joint deposit account and the amount of interest received in 2008 net of Deposit Interest Retention Tax
was €272.

Outgoings

Terry and June's private residence was financed by means of a mortgage from BIG BANK Plc and a term loan from the credit
union.  Interest paid to the bank in 2008 amounted to €6,450 and interest relief for this loan was allowed at source.  The interest
paid to the credit union in 2008 amounted to €820.  No relief was allowed at source on the interest paid on this loan.
Terry and June's first mortgage in respect of their principal private residence was taken out in March 2004.

Terry and June have one child Niamh who is permanently incapacitated. Medical bills in respect of treatment for Niamh during
2008 amounted to €3,650.  Part of the cost amounting to €3,200 was funded by the medical insurance company.

Requirement

Prepare Terry and June's Income Tax computation for 2008 on the basis that joint assessment applies.
Total 20 Marks

N. B. For the purposes of answering this question ignore PRSI.
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QUESTION 3 

You have been asked to manage the payroll system of RTY Ltd.  Details regarding two employees are as follows:

Ken Egan

Ken took up employment with RTY Ltd in week 42 of the 2008 tax year.  On starting employment Ken produced a form P45
which he received from his previous employer on cessation in week 38 of the 2008 tax year. (Copy enclosed)  

Ken is paid weekly and details of his income and deductions for week 42 and week 43 are as follows:

Week 42 €
Wages    ............................................................................................... 400.00
Less
Pension contribution    ........................................................................ 20.00
Trade union subscription    ................................................................. 5.30

Week 43 €
Wages    ............................................................................................... 760.00
Less
Pension contribution    ........................................................................ 38.00
Trade union subscription    ................................................................. 5.30

The enclosed tax deduction card was received in time for the calculation of the wages for week 43.  Prior to the receipt of the
tax deduction card the only information, concerning Ken's tax affairs, available to the wages clerk was the form P45.

Aideen Roche

Aideen is a director of RTY Ltd. and is paid monthly.  Details regarding her income and deductions for month 10 of the 2008
tax year are as follows:

Month 10 €
Salary    ............................................................................................... 5,250.00
Add
Assessable Benefit in Kind (monthly figure)    .................................. 405.00
Payment in respect of business expenses based on receipts supplied  200.00
Less
Credit union loan repayment    ........................................................... 500.00

PRSI Class S applies to Aideen.  Pay and tax deducted for months 1 to 9 are included on the enclosed tax deduction card.

Requirement

(a) Compute Ken's take home pay for the week 42 and week 43 and complete the tax deduction card (form P9/P11).
10 Marks

(b) Compute Aideen's take home pay for month 10 and complete the tax deduction card (form P9/P11)
10 Marks

Total 20 Marks

N. B. Forms P9/P11 are supplied with the examination paper for the purposes of answering this question.
Clearly show all your workings.
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SECTION B

Answer TWO of the three questions in section B

QUESTION 4

The following multiple-choice question consists of TEN parts, each of which is followed by FOUR possible answers.  There
is ONLY ONE right answer in each part.

Requirement

Indicate the right answer to each of the following TEN parts.

N. B. Each part carries 2 marks Total 20 Marks

Candidates should answer this question by ticking the appropriate boxes on the special green answer sheet, which is
supplied with the examination paper.

[1] Gerry's total income for Income Tax purposes is €41,000.  He pays €3,000 to a permanent health insurance scheme.  He
will be allowed Income Tax relief on:

(a) Nil 
(b) €2,050
(c) €3,000
(d) €4,100

[2] Ally paid mortgage interest to Big Bank Plc amounting to €5,000 in respect of his first mortgage taken out in 2006 to
fund the purchase of his principle private residence.  He is single and earns €100,000 per annum.  The tax relief due on
the interest paid:

(a) will be allowed at source by Big Bank Plc and amount to €1,000
(b) will be allowed at source by Big Bank Plc and amount to €2,050
(c) will be allowed by the Revenue after the year end and amount to €1,000
(d) will be allowed by the Revenue after the year end and amount to €2,050

[3] Sheila is single and employed by ABC Ltd.  For the tax 2008 tax year her monthly tax credit and cut off point is most
likely to be:

(a) €152.50 and €2,950
(b) €305.00 and €2,950
(c) €152.50 and €3,283
(d) €305.00 and €3,283

[4] In relation to VAT, a taxable supply of goods takes place when:

(a) a gift of taxable goods is made in the course of business costing €5.
(b) replacement goods are supplied free of charge under a warranty where the goods were damaged on sale.
(c) goods are sent to a customer as samples and are not suitable for resale.
(d) the transfer of ownership of taxable goods take place in the course of business.

[5] Jennifer submitted her Income Tax return for 2007 on the 18th January 2009 using the ROS system.  The Income Tax
and PRSI due for the 2007 tax year amounted to €6,640.  The surcharge to be levied for the late submission of the 2007
Income Tax return amounts to:

(a) Nil
(b) €332
(c) €664
(d) €996
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QUESTION 4 (Cont'd.)

[6] Paul commenced self-employment on the 1st February 2008.  His tax adjusted profits per accounts prepared were as
follows:

Period to 30th September 2008:     €17,200
Year ended 30th September 2009:  €37,800
The Schedule D Case 1 assessment for the 2008 tax year will amount to:

(a) €17,200
(b) €25,800
(c) €26,650
(d) €37,800

[7] The VAT inclusive cost of goods is €1,633.50.  If the rate of VAT is 21%, then the VAT due on these goods amounts to:

(a) €220.52
(b) €283.50
(c) €343.04
(d) None of the above

[8] The registration limit for Value Added Tax in respect of the supply of services is:

(a) €22,500
(b) €30,000
(c) €37,500
(d) €45,000

[9] Paul is a self employed Architect.  For the 2008 tax year his assessable Schedule D, Case II income amounted to
€56,750.  In addition he is employed one day per week by a firm of Architects who operated PAYE/PRSI on the €10,000
he earned with them in the 2008 tax year.  For the 2008 tax year Paul will have to pay PRSI under self assessment
amounting to:

(a) €1,702.50
(b) €2,002.50
(c) €2,837.50
(d) €3,337.50

[10] Form P35 for the 2008 tax year has to be submitted to the Revenue on or before the:

(a) 15th January 2009
(b) 31st January 2009
(c) 15th February 2009
(d) 28th February 2009
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QUESTION 5

(a) Colm has been in business for a number of years and is registered for VAT.  He currently accounts for VAT on a cash
receipts basis.  Write a note to Colm explaining the difference between the cash receipts basis and the invoice basis of
accounting for VAT.  You should also include in your note the conditions that have to be satisfied in order for the cash
receipts basis to apply.

8 Marks
(b) Colm has asked you to prepare the VAT return for March / April 2008.  Details extracted by you from Colm's business

records are as follows:

Purchases book

Total For  Resale Not For Resale
21% 13.5% VAT 21% 13.5% Zero% VAT

€ € € € € € € €
100,712 68,800 - 14,070 12,700 3,000 870 3,072

Having cross totalled and checked the VAT calculations you feel some basic errors have been made in the recording of the
purchases invoices.  On closer examination you discover the following:

(i) An invoice for resale shows the VAT exclusive cost of goods for resale as €3,500 plus VAT of €735.  An error has been
made in that the €3,500 has been recorded as €5,300.  The figure in the total column and the VAT column were correctly
recorded.

(ii) An invoice shows the cost of goods for resale as Sterling £5,000.  Colm knows that the VAT rate applicable to these
goods in the Republic of Ireland is 21% and he entered the invoice as Total €6,050, VAT exclusive €5,000 and VAT
€1,050.  On checking the bank records you discover that the Sterling £5,000 converted into €6,000.

(iii) A receipt for €2,541 has been recorded in the purchases book.  Colm informs you that the VAT rate for the item
purchased is 21%.  He calculated the VAT content of the invoice and entered the figures accordingly in the not for resale
and VAT columns. 

(iv) A number of entries in the not for resale column are in respect of diesel purchased for the car used in the business.  Colm
informs you that 60% of the car mileage refers to private mileage travelled by him and his family.  All the entries are
backed up by valid VAT invoices and total €1,210 VAT inclusive at 21%.  The correct entries, based on the invoices,
have been made in the total, not for resale and VAT columns.

Sales Book
Invoices are written for all sales to credit customers.  These invoices are recorded in the sales book and the totals for March
and April are as follows:

Month Total VAT Excl VAT at 21% 
€ € €

March    ................................ 13,915 11,500 2,415
April    ................................. 22,869 18,900 3,969

Cash Book
Money collected from cash sales and debtor receipts is recorded separately in the cash book.  Prior to bank lodgement wages,
drawings and incidental expenses are paid in cash.  The totals extracted for March and April are as follows:

€ €
Opening cash 1st March 08    ................ 450 Wages paid    ................................... 8,300
Cash sales    ............................................ 41,600 Drawings    ...................................... 4,600
Receipts from debtors    ......................... 51,000 Bank Lodgements    ........................ 79,825

Closing Cash 30th April    .............. 325
Total    .................................................... 93,050 Total    ............................................. 93,050

You cross check the lodgements per the bank with lodgements per the cash book and discover that credit transfers from debtors
amounting to €1,780 for March/April have not been recorded in the cash book.

Requirement

Complete form VAT 3 in respect of Colm for the March/April 2008 VAT period.
12 marks

Total 20 marks

N. B. Form VAT 3 is supplied with the examination paper for the purposes of answering this question.
Clearly show all your workings.
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QUESTION 6

Jimmy, a friend of yours, has informed you that he is contemplating setting up a new business selling CDs and computer
games.  He is concerned that there are many complications regarding the Value Added Tax system and he has asked you to
draft a report for him outlining issues that he should be aware of.   In particular he has asked you to inform him regarding
the following issues:

(a) The criteria for determining his obligations regarding VAT registration. 

Jimmy expects his turnover in the first six months to be approximately €4,000 per month.  After this he expects that
his business reputation will be established and he is looking forward to the turnover increasing substantially.   One
piece of advice he has been given is that he should avoid registering for VAT until the Revenue approaches him.  This
contradicts other advice he received where he was told to register immediately so as to avail of substantial VAT refunds
on the set up costs he will have in relation to the new business.  Naturally with this conflicting advice he is anxious for
you to clarify the position regarding VAT registration and the consequences that will accrue.

8 Marks

(b) His obligations regarding the records he has to keep to enable him meet his obligations to the Revenue Commissioners.
He wishes you to outline in detail the records he must keep regarding his obligations under the different tax headings
namely, Income Tax, VAT, PAYE and PRSI.

Jimmy has been told that the records he keeps will be available for inspection by Revenue officials and naturally he
wants to ensure they are sufficiently detailed to comply with Revenue rules.  

12 marks
Total 20 marks
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Solution to question 1

Patrick - Adjusted Profit Computation 

Accounts for the period ended 31st December 2008

Schedule D Case I € € €
Net Profit 28,742

Addbacks
Machinery Depreciation 2,750
Motor expenses 

Car Depreciation 3,510
Sat Nav System 800
Labour 1,000
Private (4,280-1,000) * 7/28 820
Car Hire 1,200 * 7/28 300 6,430

Advertising
Stand 1,800
Meals/accommodation (800) 1,000

Telephone
Switchboard 1,880
Mobile calls (680-300) * 25% 95 1,975

Wages and salaries
Drawings 24,600
Underpayment (900) 23,700

Bad Debts
Provision 1,200
Bad debts (2,000) (800)

Repairs
Software 3,180
New laptop 1,900 5,080

Interest on late payment of PRSI 30
Entertainment

Lunches with suppliers 260
Interest and charges

Overdraft fee 35
Stamp duty 80 115

40,540
Deductions

Dividends Irish (36)
Dividends UK (800)

(836)

Schedule D Case I -  tax adjusted profits 68,446

30
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Solution to question 2

Terry  and June

Income Tax Computation 2008
Workings

Terry € BIK €

Sch E Salary 41,350 Loan 50,000
Bonus 31 Dec 2008 1,650 Preferential rate 13%
BIK Loan (see workings) 2,000 Rate charged 5%

Sch D Case IV Deposit interest 170 Rate of BIK 8%
Sch D Case V (2 months @ €1,200) 2,400

47,570 Yearly BIK 4,000
6 months 2,000

June

Sch D Case I  y/e 15 January 2008 21,800
Case IV
Dividends from Big Bank
(192) /.8 240
Deposit interest 170

22,210

Total income 69,780
Health expenses 450

69,330
Tax                         €

Terry 44,400 20% 8,880.00
170 20% 34.00

2,550 41% 1,045.50
47,120

June 22,210 20% 4,442.00

69,330 14,401.50

Tax credits
Married 3,660.00
Incapacitated child 3,660.00
PAYE 1,830.00

(9,150.00)
5,251.50

Paid PAYE 4,160.00
Mortgage interest      820 * 20% 164.00
DIRT (170 @ 20%) 34.00
DIRT (170 @ 20%) 34.00
DWT (240 @ 20%) 48.00

(4,440.00)

Tax due 811.50
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Solution to question 3

Ken Egan
Week 42 Week 43

Salary 400.00 Cumulative Pay PAY TAX
Pension 20.00 Per P45 26,600.00 2,799.77
Taxable 380.00 Week 42 380.00 5.64

26,980.00 2,805.41

Class AL Class AI
PRSI Employee PRSI Employee

127.00 0% 0.00 127.00 2% 2.54
253.00 4% 10.12 595.00 6% 35.70
380.00 10.12 722.00 38.24

PRSI Employer PRSI Employer
380.00 10.75% 40.85 722.00 10.75% 77.62

Total PRSI 50.97 Total PRSI 115.86

Week 1
380.00 20% 76.00

Tax Credit (70.36)
5.64

Week 42 Week 43
Take Home Pay Take Home Pay
PAY 380.00 PAY 722.00
PRSI (10.12) PRSI (38.24)
TAX (5.64) TAX 365.31
TU Subs. (5.30) TU Subs. (5.30)

358.94 1,043.77

Form P9/P11 duly filled in follows on the next page
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Solution to question 3 (Cont’d)

Aideen Roche

Month 10

Salary 5,250.00
BIK 405.00

5,655.00

PRSI Employee

5,655.00 5% 282.75 Take Home
Gross pay 5,250.00
Tax (1,462.55)
PRSI (EE) (282.75)
Add expenses 200.00
Less loan (500.00)

3,204.70

Form P9/P11 duly filled in follows on the next page

Solution to question 4

[1] (c) [2] (a) [3] (b) [4] (d) [5] (c)

[6] (c) [7] (b) [8] (c) [9] (c) [10] (c)
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Solution to question 5

(a) The invoice basis is the normal basis when accounting for Value Added Tax (VAT). 

The cash receipts basis of accounting for VAT on sales may be used by the following persons: 

Persons engaged in the supply of taxable services where at least 90% of the services are supplied to
unregistere.d persons. Persons engaged in the supply of taxable goods where at least 90% of the cash
receipts are from unregistered persons. Persons whose annual turnover is less than €1,000,000 may elect to
account for VAT on a cash receipts basis irrespective of to whom they sell goods/services. 

On the cash receipts basis the registered person pays VAT on sales by reference to the cash received in the
VAT period from customers and not by reference to sales invoices issued. 

The registered person pays VAT on sales at the rate currently in force at the date the goods/services are
supplied, rather than the date on which the cash is received. 

In comparison a trader who is accounting for VAT on an invoice basis is required to include the invoices
issued in the month in the relevant VAT return and pay over the VAT on these sales even if the customers
have not yet paid the cash.

In computing a trader's VAT liability any 'input credit' is always calculated by reference to the invoices
received in the VAT period from suppliers. 

(b) Purchases book
For Resale Not For Resale

Total 21% 13.5% VAT 21% 13.5% Zero% VAT
€ € € € €` € € €

Per Q 100,712 68,800 0  14,070 12,700 3,000 870 3,072
Invoice (i) (5,300)

3,500

Invoice (ii) (6,050) (5,000) (1,050)
Invoice (iii) (2,541) (2,100) (441)
Invoice (iv) (726) (600) (126)

91,395 62,000 0 13,020 10,000 3,000 870 2,505

Proof 91,395 13,020 2,505

Cash Receipts Basis
€

Cash from debtors 51,000
Cash sales 41,600
Credit transfers 1,780

94,380

VAT content 16,380

T1 VAT on sales 16,380
VAT on imports   (€6,000 * 21%) 1,260   

17,640

T2 VAT on purchases 15,525
VAT on imports 1,260

16,785

VAT due 855
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Solution to question 6 

(a) The criteria for determining obligations regarding VAT registration 

Traders obliged to register for Value Added Tax (VAT) are: 
Traders selling goods only whose turnover exceeds or is likely to exceed €75,000 per annum. Traders whose
turnover exceeds or is likely to exceed €75,000 per annum where the sales consist of at least 90% of sales
of goods. 

Traders whose total turnover of goods and/or services exceeds €37,500 per annum in any other case. Jimmy
has informed you that he expects his turnover to amount to €4,000 per month. On this basis Jimmy's
turnover will amount to €48,000 per annum which is well below the registration limit currently at €75,000
per annum. Jimmy's business will involve the sale of CD's and computer games which is a supply of goods
only. 

Jimmy has stated that his turnover will increase substantially after the first six months. In the absence of
actual figures Jimmy's turnover would need to increase to approximately €6,250 per month to reach the
registration limit. 

Jimmy, though not obliged to register, may elect to register from commencement of business. 

A person electing to register for VAT might do so to reclaim VAT suffered on his purchases while at the
same time permitting him to pass on his VAT liability to his VAT registered customers. 

In Jimmy's case the big advantage of early registration is that Jimmy will be allowed to reclaim any suffered
on set up costs for the business. 

(b) Obligations regarding the records to be kept 

Income Tax, VAT and PAYE/PRSI are all part of self-assessment Jimmy therefore has an obligation to
submit returns to the Revenue based on the records he keeps for his business. These records must be
sufficiently detailed so as to allow Jimmy complete accurate and complete returns. 

Income Tax 
Jimmy has an obligation to submit an annual Income Tax return on or before the 31st of October in the year
following the end of the year of assessment. The return (Form 11) outlines the income Jimmy has earned in
the year of assessment and the claims he is entitled to make for the same year. Jimmy is advised to retain
information regarding the income earned from all sources and make these available for inspection by the
Revenue as part of their Audit system. In addition if Jimmy is making any claim for allowances or reliefs
he is advised to retain documentary evidence regarding his claim for inspection by the Revenue. 

The records kept by Jimmy for both PAYE/PRSI and VAT purposes will form part of the records needed to
complete accounts showing his income from the trade which will be liable to Income Tax. 

VAT
All records pertaining to VAT transactions must be retained for six years from the date of the latest
transaction to which they refer unless the special written permission of the Inspector of Taxes has been
obtained for their retention for a shorter period. Generally, this permission is only given subject to certain
conditions. This requirement applies to all books, records and documents relevant to a taxable person's
business, inducing invoices, credit notes, receipts, accounts vouchers, import documentation, bank
statements, cash till rolls etc. 

Authorised Revenue officials have the power to enter any premises in which they have reason to believe a
business is being carried on and to require production of and search for business records, remove them etc. 

Solution to question 6 continued on next page
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Solution to question 6 (Cont’d)

PAYE/PRSI 
If Jimmy takes on any employees he should ensure that he is registered for PAYE/PRSI. 

He should ensure he receives either a Tax Deduction Card or a certificate of tax credits and standard rate
cut off point for every employee. Jimmy is obliged to keep a record of any pay and benefits earned by the
employee and calculate the tax deductions due under PAYE/PRSI. These records form the basis for
completion of end of year Revenue forms such as forms P35, P35L, Forms P60 etc. Authorised Revenue
officials have similar powers to those referred to above under VAT in relation to the inspection of Jimmy's
PAYE/PRSI records. 
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General comment:

The pass rate in this examination was 64.4%.  This compares to the pass rate of 69.6% achieved in the summer
2008 examination.

Question 1

This question required the preparation of an adjusted profit computation.  The average mark achieved of 11.8 is
disappointing compared to the mark of 15.4 achieved in the summer 2008 paper for this type of question.  

The question was well answered by many candidates and in general the presentation was good with solutions well
laid out and easy to follow.  

The main areas where candidates failed to pick up marks included:

Incorrect calculation of the add back required for motor expenses. Many candidates failed to correctly deal
with the adjustment required for the cost of servicing and repairs.

Failure to add back the private element of the car hire.

Failure to adjust for the cost of the trip to London which was paid from Patrick's personal credit card.

Incorrectly adding back the cost of private telephone calls made by employees.

Failure to add back the cost of business software and adding back 60% of the cost of the new laptop purchased.

Incorrectly adding back the lunch allowance paid to employees who attended a sales conference.

42

EXAMINER’S REPORT

Taxation l (ROI)

Summer  2009

Number of Candidates 1,199

Question 1 2 3 4 5 6

Mark Available 20 20 20 20 20 20

Average Mark 11.8 12 9.6 13 9.4 7.6

Average % 59% 60% 48% 65% 47% 38%

No. attempting 1,175 1,167 1,156 1,124 851 324

% attempting 98% 97% 96% 94% 71% 27%

http://www.studentbounty.com/


Question 2

This question required the candidate to prepare an income tax computation based on joint assessment.  The
average mark achieved of 12 was an improvement over the mark of 10.8 achieved for a similar question in the
summer 2008 examination.

Candidates who failed to pick up marks made the following errors:

Incorrect calculation of the BIK assessable.  This is a common feature of these questions where candidates 
regularly demonstrate a weakness in this area.  Candidates should be aware that the calculation of 
assessable BIK is regularly examined in the income tax and PAYE/PRSI type questions.   

Incorrect treatment of June's assessable Case I income.  Many candidates did not recognise that the profits 
for the year ended 15 January 2008 were assessable.

Failure to quantify the amount assessable under Schedule F in respect of dividends received.

Failure to correctly quantify the income assessable at the 20% rate.  Candidates are advised to lay out the 
different amounts assessable at the 20% rate rather than including a figure without any workings.

Solutions were well presented and easy to follow. 

Many candidates are providing an explanation for the figures used which is unnecessary in most cases.  These
explanations can be time consuming and candidates are advised to use the figures given in the question to
demonstrate there understanding rather than providing explanations for the figures used. 

Question 3

This question tested the candidates' knowledge of the PAYE/PRSI system.  Overall the solutions were poorly
presented and difficult to follow.

The average mark of 9.6 is disappointing compared to the 12.1 achieved for a similar question in the summer
2008 exam sitting.  

Candidates who failed to score high marks made the following errors:

Failure to operate on a week 1 basis for week 42.  Too many candidates ignored the fact that the form 
P9/P11 was not available for week 42.

Failure to operate on a cumulative basis in respect of week 43.

Incorrect calculation of the taxable pay.  Very many candidates allowed the trade union subscription as a 
deduction when calculating the taxable pay for weeks 42 and 43.

Incorrect calculation of PRSI due under class S for the director.  Very many candidates who used class S1 
operated on the basis that €1,925 was a monthly figure payable at 5% rather than a weekly figure as per the 
reference material. 

Failure to fully complete the forms P9/P11.  Too often candidates presented calculations for the 
PAYE/PRSI due but did not complete the forms as required by the question.

Failure to correctly calculate the take home pay.

Question 4 

This was a multiple-choice question and the average mark achieved was 13.
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Question 5

This question tested the candidates understanding of the VAT system and the ability to quantify the amount of
VAT due for a VAT period. The average mark achieved was 9.4.

Part (a)
This part of the question was well answered by many candidates.

Part (b)
Solutions to this part of the question were poorly presented.  Workings were difficult to follow and in many cases
the computations looked like a jumble of figures without any structure.

It is disappointing to note that many candidates who scored well in part (a) were unable to apply the cash basis
to the figures given in this part of the question. Too many candidates included the credit invoices in their
calculations of the VAT due on the cash receipts basis.

Question 6

This was a narrative question with candidates expected to write notes on the criteria for determining obligations
regarding VAT registration and the records to be kept to satisfy the Revenue Commissioners.

Very few candidates answered the question asked.  Too many decided to write all they knew regarding the VAT,
Income Tax and PAYE/PRSI systems.  Included in these solutions presented were details of the tax returns to be
completed, the due dates for submission of various returns, the forms to be completed for PAYE/PRSI etc.  Very
few of the notes presented specifically referred to the issues raised by the question.  In fact a number of candidates
repeated the answer they had supplied when answering Part (a) of question 5.

Overall the solutions presented were very poor and the average mark achieved was only 7.6.  This was the least
popular question with only 27% of candidates attempting it.  
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