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ANSWER ALL QUESTIONS

Please Note – Tax rates and allowances are provided at the end of the question paper


Question 1.  

1. John (born 1958) and Norma (born 1955) were married in 1980.

John
John runs an electrical repair business as a Sole Trader. The summary of the transactions of the accounts for the year ended 31 December 2019 is as follows:

							£			£
Gross profit							     88,000
Less:
Wages and salaries				39,000
Rates and insurance				  7,000
Light & Heat					  6,000
Repairs and Maintenance			  1,000
Telephone expenses				     750
Motor expenses					  2,000
Sundry expenses				  1,200
Provision for bad and doubtful debts	     	     350
Business credit card interest			     150
Loss on sale of Fixed Asset			     800
Depreciation				               1,400
									  (59,650)
Net profit for the year						    28,350

Notes:
1. John pays himself £2,000 per month and this figure is included in the wages and salaries total.
1. Of the motor expenses 5000 miles during the year were for private mileage and 15000 for business purposes. In addition, one-fifth of telephone expenses are private.
1. Sundry expenses include £200 for entertaining clients and £350 for gifts to clients (£250 for wine gifts and £100 for promotional diaries).
1. Provision for bad and doubtful debts includes a specific provision for £100 and the remainder is nonspecific.
1. John claimed capital allowances for the year of £1,000.
1. John uses his home as an office and can claim £250 per year for this

Other income:
John’s other income for the year included bank interest received of £31,250 and dividends of £17,000.

Norma
Norma works as a claims assessor for an insurance company. Her income and benefits in 2019-20 consisted of the following:
1. A gross salary from her employment of £140,000; the company operates a defined contributions pension scheme and contributes 10% of Norma’s gross salary to the scheme. Norma pays 6% of her gross salary into the scheme under the net pay arrangement.
1. The use of a company car with Co2 emissions of 90g/km which cost £45,000 when new. The company bears all the costs associated with the vehicle.

Other income:
In 2017-18 Norma received £12,000 by way of interest from her cash ISA.

Other information:
A total of £58,500 was deducted from Norma’s salary under PAYE.

Required:

1. Calculate John’s total taxable income in 2019-20 and his total income tax for the year and any payment or repayment due.
(23 marks)

ii)	Calculate Norma’s total taxable income in 2019-20 her total income tax for the year and any payment or repayment due.
(7 marks)

(Total 30 marks)

Question 2

0. Explain the principles of entrepreneur’s relief.
(3 marks)


0. Toby made the following disposals in 2019-20:
· A house in Liverpool. Toby owned the property jointly with his wife since 1 May 1998 when the couple bought it for £75,000. No stamp duty was paid but the incidental costs amounted to £3,500. They never lived in the property and it has been let to tenants throughout the period of ownership. They extended the property in 2006 at a cost of £50,000 and sold it on 31 October 2019 for £525,000 before fees of £12,000.
· A painting at an auction on 31 August 2019. The proceeds of the sale were £63,000 net of the auctioneer’s commission of 10%. He was given the painting by the artist, then a student, in 1996 with no market value attached.
· On 1 July 2019, Toby disposed of his greetings card business for £30,000. The proceeds of the sale were attributed as follows: factory building £20,000 (original cost £10,000), goodwill £10,000 (no original cost). Toby owned the business for over 10 years. He has not owned or disposed of any other business in his lifetime.

Toby had capital losses brought forward of £5,000.



Required:

Compute Toby’s capital gains tax liability for 2019-20, assuming that his taxable income for the year was £50,000.
(13 marks)

(Total 16 marks)

Question 3
Sell.com Ltd started trading on 1st December 2020, and its forecasts are as follows:

	Turnover:
	£

	One month ended 31 December 2020
	28,000

	Quarter ended 31 March 2021
	93,000

	Quarter ended 30 June 2021
	69,000

	Quarter ended 30 September 2021
	84,000



	Standard Rate Purchases and expenses:
One month ended 31 December 2020
	
18,000

	Quarter ended 31 March 2021
	35,000

	Quarter ended 30 June 2021
	28,000

	Quarter ended 30 September 2021
	32,000



(You should assume that the quarterly sales and purchases figures accrue evenly within the period and that they all occur within the UK)

Note the following:
1. The expenses include £1,000 per month for entertaining UK customers.
1. On 15 April 2021 the company expects to write off irrecoverable debts of £2,500 which are not included above.
1. On 30 June 2021 the company intends to purchase a motor car at a cost of £30,000 for the use of a director, and machinery at a cost of £12,000.  Both these figures are inclusive of VAT.  The motor car is used for both business and private mileage.

Unless stated otherwise, all of the above figures are exclusive of VAT.


(a) Advise Sell.com Ltd of the date their Vat registration should commence and when HMRC should be notified.	

Show all workings in reaching your conclusion				(6 marks)

(b)  Calculate the expected VAT due/repayable for the first quarter after VAT registration applies showing your full workings and state the normal payment deadline date. (You should assume that the quarter commences on the date of registration and is not partial).
											(14 marks)

(Total 20 marks)
Question 4 

(a) Gary (A sole trader) started a drilling and salvage business on 1 January 2019 and his first set of accounts were for the year ended 31 December 2019. He recorded taxable profits (before capital allowances) of £180,900. During this year he invested in the following assets:

	   2019                 Assets			    	       £
	1 January	Machinery				 120,000
	6 April		Van				   	   17,500
	10 May	Car for foreman		    	     9,000
			(CO2 emissions 100g/km)

Required:
(i) Calculate the maximum capital allowances claim that Gary can make for the year ended 31 December 2019.
(ii) Calculate the final taxable profit for the business and show for the first 2 tax years all basis period dates and calculate the value of the profits to be assessed in each tax year showing any relief available to carry forward.
(16 marks)


(b) Gary’s business is growing and he is considering taking on a partner to help him.

Required:

(i) Briefly explain to Gary the taxation implications of making his business a partnership								(5 marks)

(ii) Show the taxable profit, basis periods and tax payable if the results above had been operated under a limited company structure rather than a sole tradership and state when the tax due would be payable. 	(13 marks)

(Total 34 marks)

END OF EXAMINATION



Tax rates and Allowances can be found on the following 4 pages















[image: ]




[image: ]





[image: ]




[image: ]






Page 1 of 1	May 2021	Trosodd/Turn Over
image3.emf

image4.emf

image5.emf

image1.jpeg
PRIFYSGOL CYMRU
Y Drindod Dewi Sant

UNIVERSITY OF WALES

Trinity Saint David




image2.emf

