Practice questions in Exam Style

Question 1

1. Betty (who is not a Scottish taxpayer) has an annual salary of £90,000 for 2018/19. She pays 4% of her salary into an occupational pension scheme, with her employer contributing 6%. She also has use of a company car for the whole of the tax year. When new the car cost the employer £34,000 but it had a list price of £39,600. Betty contributed £5,400 towards the cost of the car. It has a diesel engine and CO2 emissions of 123k/gm. All the costs of running the vehicle were covered by the employer; this included fuel and Betty pays £120 per month in contributions towards this.

During 2018/19, Betty received £2,200 in dividends.

Required:

Calculate the income tax payable by Betty for 2018/19.
(22 marks)

1. Betty (in part a) above is worried about the amount of tax she pays and has heard about ‘pool cars’.

Required:

Explain to Betty what this term means and advise as to whether this could have an impact on her tax liability. Are there any other points in relation to how she contributes to the provision of the company car that might be more tax efficient?
(4 marks)

1. Betty’s father (born in 1932) was married in May 2018. His pension and other income are usually around £45,000 p.a. and he lives in Cheltenham.

Required:

Explain to Betty and her father how his income tax liability will be affected by his getting married. You may include any relevant calculations as part of your answer.
(4 marks)

(Total 30 marks)












Question 2

Tanning Ltd is a UK company and has decided to change its accounting date. In order to facilitate this change it has now made it up its accounts for the 18 month period ended 30 June 2018; relevant information is as follows:

	
	£

	Adjusted trading profits (after deduction of capital allowances)
	450,000

	Chargeable gains:
	

	 Disposal – 28 May 2017
	2,400

	 Disposal – 22 December 2017
	600

	 Disposal – 20 March 2018
	10,500

	
	

	Non-trade loan interest receivable:
	

	 Received 31 October 2017
	1,200

	 Received 30 April 2018
	1,200

	 Accrued to 30 June 2018 
	800

	
	

	Gift Aid donations:
	

	 Paid 31 December 2017
	12,000

	 Accrued to 30 June 2018
	6,000

	
	

	Notes:

	

	1. The loan interest receivable relates to a £24,000 loan made on 1 May 2017 at 10%.


	2. The company makes a £12,000 Gift Aid donation on 31 December each year.



Required:

1. Show how the period of account will be divided into accounting periods and compute taxable total profits (TTP).
(17 marks)

1. Calculate the Corporation Tax liability for the period(s) ended 30 June 2018.
(8 marks)

(Total 25 marks)



Question 3

1. Whether an increase in an individual’s wealth is defined as either “income” or “capital gains” it doesn’t really matter for the purposes of taxation. Discuss.
(5 marks)

1. Ted is your tax client who lives in London. He bought a house for £59,000 on 1 April 1987 and lived in it until 31 October 2016 when he bought another house and made this second house his principal private residence.

The house he bought in 1987 was sold on 31 January 2019 for £380,000.

Required:

1. Calculate the chargeable gain on the disposal of the property.
(6 marks)

1. Advise Ted as to whether he would have to pay any capital gains tax on his disposal and if so, at what percentage (your answer should include suggesting any additional information which Ted needs to make you aware of).
(4 marks)

(Total 15 marks)



Question 4

1. Darren and Paul have been trading as a partnership for a number of years and make up their accounts to 31 December each year. They have always shared the profits in the ratio 2:1. Their business has been expanding and they decide to admit Philip into the partnership on 1 June 2018. From this date the partnership profits will be shared as follows:

Darren		2
Paul			1
Philip			1

The partnership profits are as follows:
							        £
31 December 2018				  90,000
31 December 2019 (projected)		120,000

Required:

Compute the partnership profits taxable on all three partners for 2018/19 and the projected figures for 2019/20 (note – your calculations should include any overlap profits for Philip on commencement of his partnership).
(12 marks)

1. Darren, Paul and Philip are considering turning their partnership into a limited company. Briefly advise them on the factors which they should consider before going ahead with this.
(3 marks)

(Total 15 marks)




















MODEL ANSWERS

Answer 1

1. Betty – Income tax computation for 2018-19

	
	
Total
	Non-savings
	
Dividends
	
Mks

	
	£
	£
	£
	

	Employment income (W1)
	103,220
	103,220
	
	0.5

	Dividend received
	2,200
	
	2,200
	1

	Total income
	105,420
	103,220
	2,200
	0.5

	Less: Personal allowance (W3)
	(9,140)
	(9,140)
	
	1

	Taxable income
	96,280
	94,080
	2,200
	0.5

	
	
	
	
	

	Income tax due:
	
	
	
	

	NSI:                      Basic rate
	34,500
	20%
	6,900.00
	1

	Higher rate
	59,580
	40%
	23,832.00
	1.5

	Dividends:     Div Allowance
	2,000
	0%
	0.00
	1

	Upper rate
	200
	32.5%
	65.00
	2

	
	96,280
	
	
	

	Tax liability
	
	
	30,797.00
	0.5

	Presentation
	
	
	
	1.5

	Sub-total 
	
	
	
	11

	
	
	
	
	

	W1 – Employment income
	
	
	
	

	Salary
	
	
	90,000
	0.5

	Less; pension contributions (4%)
	
	
	
(3,600)
	
1

	
	
	
	86,400
	

	Car benefit (W2)
	
	
	10,034
	1

	Fuel (23,400 x 29%)
	
	
	6,786
	1

	
	
	
	103,220
	

	
	
	
	
	

	W2 Car benefit
	
	
	
	

	Calculation of percentage: For car with emissions greater than 95g/km
	
	
	
20
	

	Added percentage: 
(123 – 95)/5 = 5.6
	
	
	5
	

	Diesel percentage
	
	
	4
	

	
	
	
	29
	3

	(List price – contribution) x percentage
(39,600 – 5,000) x 29%
	
	
	
10,034
	
2

	
	
	
	
	

	W3 Personal allowance – Maximum
	
	
	11,850
	0.5

	Less: ½ x (105,420 – 100,000)
	
	
	(2,710)
	2

	
	
	
	9,140
	

	
	
	
	
	

	Total
	
	
	
	22




1. Pooled cars – A ‘pool car’ is one which satisfies all of the following criteria:
· it is not used by one employee exclusively;
· it is not normally kept at an employee’s residence over night;
· any private use by an employee is merely incidental to its use for business purpose.
If all of these criteria apply to Betty, then no taxable benefit will arise in relation to the car.

The £120 contributed towards private fuel is not deductible when calculating the fuel benefit. It would be better if it were payable on private use of the car.
Marking ½ - 1 mark per relevant point to a maximum of 4.

c)	MCA is available because at least one of the married couple was born before April 1935.

The amount will be reduced by 1/12 for each of the months the couple were not married during the 2018/19 fiscal year. It will also be restricted by the amount of income (of the taxpayer with the higher amount of income – married after December 2005) over and above the income limit of £28,900.
Marking ½ - 1 mark per relevant point to a maximum of 4.


Answer 2

Tanning Ltd – Calculation of Total Taxable Profits & Corporation Tax payable for the period ended 30 June 2018

	
	12 months to 31 Dec 2017
	
	6 months to 30 June 2018
	Marks

	
	£
	
	£
	

	
	
	
	
	

	Trading income (12:6)
	300,000
	
	150,000
	3

	Income from non-trading loan relationship (W1)
	
1,600
	
	
1,200
	
1

	Chargeable gains (W2)
	3,000
	
	10,500
	1

	
	304,600
	
	161,700
	

	Qualifying charitable donations (W3)
	(12,000)
	
	nil
	1

	
	
	
	
	

	Total taxable profits (TTP)
	292,600
	
	161,700
	2

	
	
	
	
	

	Calculation of Corporation Tax:
	
	
	
	

	
	
	
	
	

	FY2016 – 292,600 x 3/12 x 20%
	14,630.00
	
	
	2

	FY2017 – 292,600 x 9/12 x 19%
	41,695.50
	
	
	2

	FY2017 – 161,700 x 3/6 x 19%
	
	
	15,361.50
	2

	FY2018 – 161,700 x 3/6 x 19%
	
	
	15,361.50
	2

	
	
	
	
	

	
	56,325.50
	
	30,723.00
	

	Workings:
	
	
	
	

	
	
	
	
	

	W1 – Income from non-trading relationship
	
	
	
	

	 Charged to tax on an accruals basis:
	
	
	
	

	 From 1 May - 31 Dec 2017
(24,000 x 10% x 8/12)
	1,600
	
	
	2

	 From 1 Jan - 30 June 2018
 (24,000 x 10% x 6/12)
	
	
	1,200
	2

	
	
	
	
	

	W2 – Chargeable gains
	
	
	
	

	 Charged to tax according to the date of disposal
	
	
	
	

	 Year to 31 Dec 2017:
	
	
	
	

	   20 May 2017
	2,400
	
	
	

	   22 Dec 2017
	600
	
	
	

	
	3,000
	
	
	2

	   20 March 2018
	
	
	10,500
	1

	
	
	
	
	

	W3 – Accrued donations are not deductible until the accounting period in which they are paid.
	
	
	
	
1

	Presentation
	
	
	
	1

	Total marks
	
	
	
	25





Answer 3

1. What are the definitions?
Examples and how do we distinguish between them?
Personal allowances v annual exemption
How are they taxed?
Different rates of tax
Marking - ½ or 1 mark per point to a maximum of 5 

1. 
1. Ted– Chargeable gain 2018-19

	PPR
	
	£
	Marks

	
	
	
	

	Sale proceeds
	
	380,000
	

	Less: Original cost
	
	(59,000)
	

	Chargeable gain before PPR exemption
	
	321,000
	1

	
	
	
	

	Less: PPR exemption
	
	
	

	321,000 x 373/382 (W1)
	
	(313,437)
	2

	Chargeable gain
	
	7,563
	

	
	
	
	

	
	
	
	

	
	Months
	Months
	

	
	
	
	

	W1 – Months of ownership and occupation
	
	
	

	Ownership of house 1 April 1987– 31 January 2019
	
	382
	1

	Occupation of house
	355
	
	

	Final 18 months
	18
	
	

	
	
	373
	2

	Total 
	
	
	6



1. Whether Ted would have to pay any CGT on this gain would depend on:
· his other gains (and losses) for this fiscal year;
· whether he has any unused capital losses brought forward;
· whether or not his annual exemption been used;
· the level of his taxable income.

We would need information about all these matters and any taxable gains still taxable would be taxed at the rates appropriate (18% or 28%) to residential property.
Marking- ½ or 1 mark per point to a maximum of 4 


Answer 4

1. Allocation of partnership profit

	
	Total
	Darren
	Paul
	Philip
	Marks

	
	
	
	
	
	

	Year to 31 December 2018
	£
	£
	£
	£
	

	1 Jan – 31 May - 5/12 (2:1)
	37,500
	25,000
	12,500
	
	1

	1 Jun – 31 Dec - 7/12 (2:1:1)
	52,500
	26,250
	13,125
	13,125
	1

	
	90,000
	51,250
	25,625
	13,125
	1

	
	
	
	
	
	

	Year to 31 December 2019
	
	
	
	
	

	Profits (2:1:1)
	120,000
	60,000
	30,000
	30,000
	1

	
	
	
	
	
	

	Taxable partnership profits for 2018/19 and 2019/20
	

	
	
	
	
	
	

	
	
	Darren
	Paul
	Philip
	

	2018/19
	
	
	
	
	

	CYB y/e 31 December 2018
	
	51,250
	25,625
	
	1

	First year – actual basis:
	
	
	
	
	

	1 Jun – 31 Dec 2018
	
	
	
	13,125
	1

	1 Jan – 5 April 2019
3/12 x 30,000
	
	
	
	
7,500
	
2

	
	
	
	
	20,625
	

	2019/20
	
	
	
	
	

	CYB y/e 31 December 2019
	
	60,000
	30,000
	
	1

	Second year – 12 months to 31 Dec 2019
	
	
	
	
30,000
	
2

	
	
	
	
	
	

	Philip’s overlap profits
	
	
	
	7,500
	1

	Total
	
	
	
	
	12



1. Points to consider when considering incorporation:
· Rates of income tax v. corporation tax.
· NI contributions which are payable as sole trader v. employer/employed.
· Tax relief on pension contributions.
· Tax relief for trading (and other) losses.
· Taxation of chargeable gains.
· Dates of payment for each type of tax.
· Loans to owners of the business.
(Marking – students should give 4 – 5 different points for maximum 3 marks)

(Total 15 marks)

