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NIVERSITY OF
TRATHCLYDE




in Glasgow
Department of Accounting and Finance

40311 Taxation

	Monday 15th  August 2005
	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
Mr Alan Kennedy and his wife Vera have been running a successful partnership for many years designing and manufacturing specialist wallpapers. Vera is in charge of the design work and marketing and Alan deals with manufacturing and delivery.  The partnership sharing arrangements have been:





Alan


Vera
Annual salary


£20,000

£10,000

Share of profits

3/4


1/4

They make up accounts to 31 March each year and recent adjusted profits have been:



Year ended 31 March 2004

£36,000



Year ended 31 March 2005

  84,000

Alan has recently commenced trading on his own supplying cleaning materials. The business started on 1 January 2004 and accounts were made up to 30 June each year. Agreed profits for the first two trading periods were:



Six months to 30 June 2004

£36,000



Year ended 30 June 2005 

  12,000

Vera had personally been running a business for several years, supplying designer lamp shades for hotels, but she ceased trading on 31 December 2004. She had been making up accounts to 30 June each year and her most recent profits had been:



Year ended 30 June 2003

       £18,000



Year ended 30 June 2004

           9,000



Period to 31 December 2004 (cessation)       3,000

You establish that she had overlap profits brought forward from earlier years of £8,000.

From 1 January 2005 Vera took up a part-time job as a consultant. Her P 60 Form for the year ended 5 April 2005 for this employment showed salary of £1,800 and tax deducted of £360.

The couple’s other income for the year ended 5 April 2005 was:






Alan


Vera

Dividends received


£3,600


£ 270

Building Society Interest

  4,000


   400

NSB Interest – Spec. Invest Acc.
     120


     10

Interest on a refund of income tax

for earlier years


     600

All of the above figures were the actual amounts received.

Both spouses made payments to national charities under the gift aid system.  During the year 2004/05 Alan paid £195 (net of BR tax) and Vera paid £468 (also net).

Required:

a) Compute the amounts of profits assessable on each spouse in respect of 2004/05 under schedule D I in respect of their separate businesses.

(5 marks)

b) Compute the amount assessable under schedule D I for 2004/05 on each spouse in respect of their partnership income.






(4 marks)

c) Using your answers to (a) and (b) above and the other information provided in the question, compute the income tax liability of each spouse for 2004/05 after taking into account any tax suffered at source. Compute any Payments on Account each spouse will be required to make in respect of their 2005/06 liabilities (excluding NIC), stating when these payments will be payable.


(15 marks)

d) Describe briefly the advice you would give the couple concerning assets which they intend disposing of next year. Some of these assets are owned by Alan and some by Vera and comprise both business and non-business assets. It is possible that some will be sold at a loss.

(6 marks)

Total 30 marks

Question 2

PC Ltd, a UK trading company, has a German resident 100% subsidiary which it acquired in September 2004. The subsidiary is currently making no profits. PC Ltd had been making up accounts each year at 31 December but during 2004 the directors decided to change the accounting date to 31 October and made up accounts for the ten month period to 31 October 2004.

The following information relates to that period:

INCOME

	
	
	£

	Note 1

	Adjusted trading profit ( before capital allowances)

	340,000

	
	Rents received

	28,000

	Note 1

	Loan interest received ( gross figure)
	6,000

	Note 2
	Capital gains for the period
	23,000

	
	Bank interest received

	   12,000

	
	FII ( including tax credit)
	30,000


PAYMENTS

	
	
	£

	
	Covenant to a charity (gross figure)
	4,000

	Note 3
	Loan interest paid ( gross figure)
	15,000


NO dividends were paid in the above accounting period.

Notes

1 In arriving at the adjusted profit, a loan of £50,000 to a supplier, M Ltd, which proved to be irrecoverable and was written off in the Profit and Loss Account, had been added back to the reported profit.

The loan interest received of £6,000 was in respect of this loan.

2 There were capital losses of £18,000 brought forward at 1 January 2004.

3 The loan interest paid of £15,000 was in respect of a loan raised to acquire a property which was let by PC Ltd to a major supplier.

The written down values of assets at 1 January 2004 for capital allowances purposes were:



General pool

Audi car
Short life asset



£108,000

£24,000
£8,000

The following transactions in assets took place during the above accounting period:

	Date Purchased
	Purchases
	Cost
	
	Date

Sold
	
	Sales
	Proceeds of Sale

	
	
	£
	
	
	
	
	£

	10/2/04
	Low emissions Car
	14,000
	
	
	
	
	

	10/3/04
	Machinery
	22,000
	
	31/1/04
	
	Plant
	10,000

	28/6/04
	Lorry
	28,000
	
	
	
	
	

	30/6/04
	Lexus Car
	32,000
	
	28/6/04
	
	Audi
	20,000

	30/9/04
	Computer
	20,000
	
	31/8/04
	
	SLA*
	6,000











* short life asset

The company has a turnover of £1.2 million for the ten month period and employs 35 people.

Required:

a) Compute the maximum capital allowances which PC Ltd can claim for the ten month period to 31 October 2004.

(8 marks)

b) After taking into account your answer to (a), compute the corporation tax payable for the above accounting period. Your answer should show clearly the application of the loan relationships rules.

(14 marks)

c) Comment on the timing of the acquisition of the German subsidiary and calculate how much corporation tax PC Ltd could have saved by delaying the acquisition until November 2004.

(8 marks)

Total 30 marks

SECTION B - ATTEMPT ANY TWO QUESTIONS

Question 3

The following items all appear in the Profit and Loss Account of L Ltd , a UK manufacturing company which was wholly owned by B Ltd, for the year ended 31 March 2005.

EXPENDITURE

1 Loan interest paid of £12,000 on money borrowed to acquire a property which will be let to a major supplier of materials to L Ltd.

2 £32,000 was spent on installing windows in a recently acquired warehouse which had fallen into a dilapidated condition prior to its acquisition by L Ltd.

3 Debenture interest of £22,000 gross was paid in respect of debentures issued during the year to raise funds to construct additional business premises. Legal fees of £8,000 were incurred in connection with the debenture issue and architects fees of £12,000 were incurred in connection with the construction of the premises.

4 Damages of £40,000 were paid to a potential customer who was struck by a fork lift truck during a visit to one of the company’s factories. L Ltd’s insurers made a payment to the company of £25,000.

5 A management charge of £45,000 was made by B Ltd in respect of the salary cost of a senior manager of the parent company who worked for nine months at L Ltd’s premises engaged solely on contracts completed by L Ltd

INCOME

1 L Ltd’s premises suffered damage as a result of flooding during its year ended 31 March 2004. The company paid the repair costs during that year and these were allowed as a deduction in arriving at the Schedule D I profit figure. In May 2004 the company received £35,000 from its insurers comprising £25,000 in respect of damage to its business premises and £10,000 in respect of damages to property which it let to a supplier. The full £35,000 was credited to the Profit & Loss Account for the year ended 31 March 2005.

2 Interest of £10,000 (gross) was received in respect of a loan made to a major customer.

Required.

a) State how each of the above items would be dealt with in arriving at the adjusted Schedule D I profit for the year explaining clearly your reasons for your treatment of each item. You must state whether the item would be added to the reported profit figure or subtracted from it, or whether no action is required.

(15 marks)

b) In respect of those items concerning borrowing or lending you should show how these will ultimately be dealt with in arriving at the profits chargeable to corporation tax 

( 5 marks)




Total 20 marks

Question 4

Strachan 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 2005 Strachan Ltd made a number of disposals as follows:

1 June 2004

Sold a factory to Q Ltd for £250,000. This factory had been acquired by Strachan Ltd as part of a group of 7 factories in a small industrial estate which had cost a total of £380,000 in March 1989. The market value at June 2004 of the 6 factories still owned by Strachan Ltd was agreed at £840,000.

2 December 2004

Sold a plot of land used for its trade for £180,000. This had been purchased in May 1990 for £70,000 out of the proceeds of another plot of land which had been purchased in March 1984 for £30,000. The disposal price of this land in May 1990 was £80,000. The gain arising on this disposal had been the subject of a claim for the maximum possible rollover relief.  

You establish that Strachan Ltd had other chargeable income for the year ended 31 March 2005 of £130,000.

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 by Strachan Ltd solely as a result of the chargeable gains. 



      

(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 1984 - May 1990

0.443

March 1989 - June 2004

0.663

May 1990 - December 2004

0.505

Question 5
Ms K Holmes commenced trading, in rented premises, as a dealer in sporting goods on 1 February 2003. Her first set of accounts were made up for the period to 31 May 2004 and the agreed profits (before any capital allowances) for that period were £80,000. 

She purchased the following assets in his first few months trading as follows:

Counters, shelving etc



£18,000

Shop Front




    9,000

Cash register




    1,200

Motor Car (private use agreed at 40%)
  28,000

She had no other capital purchases while the business lasted.

The subsequent profits, before capital allowances, were:

Year ended 31 May 2005


£36,000

Year ended 31 May 2006 


  24,000

She ceased trading on 30 July 2006 and the agreed profits (before capital allowances) for the last two months of trading were £4,000.

On 30 July 2006 the above assets were sold for:

Counters etc




£1,500

Shop Front




   Nil

Cash register




     300

Motor Car




  9,000

Requirements

a)
Compute the Schedule D I assessments (after capital allowances) for each of the tax years for which the business existed, showing clearly your calculation and use of the overlap profits arising.











(15 Marks)

b) Explain why choosing an accounting date early in the tax year can be tax efficient.

(5 Marks)

Total 20 Marks

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

CORPORATION TAX

For both FY 2003 (To 31/3/2004) and


FY 2004 (To 31/3/2005)



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%




Non-Corporate Dividend rate - FY 2004 ONLY
    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
2004/05


£4,745

Rates of IT:

First £2,020


10%

Next £29,380


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 3
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 
6 Years - 20%, 7 Years - 25%

CAPITAL ALLOWANCES - FYA ON PLANT

Small businesses (Turnover less than £5.6m; less than 50 employees) FYA was 40% up to 31 March 2004 and increased to 50% for expenditure after 31 March 2004. Note 100% FYA for computers for small businesses ceased on 31 March 2004
For Medium sized businesses (turnover less than £22.8m; less than 250 employees) FYA 40%

100% FYA on Low emission cars - All businesses - from April 2002.
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