Past paper collation from recent years 

Question 1

1. Explain the distinction between ‘contract of service’ and ‘contract for services’ for income tax purposes.
(6 marks)

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

John
John runs an electrical repair business. The summary of the trading account for the year ended 31 December 2017 is as follows:

							£			£
Gross profit							     88,000
Less:
Wages and salaries				39,000
Rates and insurance				  7,000
Heating and lighting				  6,000
Repairs and renewals			  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 non-current 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. One-quarter of motor expenses and one-fifth of telephone expenses are private.
1. Sundry expenses include £1,000 for business entertaining.
1. Provision for bad and doubtful debts does not include any specific provisions.
1. John claimed capital allowances for the year of £1,000.

Other income:
John’s other income included bank interest received of £31,250 and dividends of £15,000.

Norma
Norma works as a claims assessor for an insurance company. Her income and benefits in 2017-18 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 250g/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 2017-18 and his total income tax for the year and any payment or repayment due.
(14 marks)

ii)	Calculate Norma’s total taxable income in 2017-18 her total income tax for the year and any payment or repayment due.
(10 marks)

(Total 30 marks)

Question 2

0. Storyboard Ltd started trading on 1 July 2017 and made up its first accounts to 31 March 2018.

The following income was received and expenditure incurred in the 9 months period to 31 March 2018:
									       £
Trading profit (before capital allowances)	      	326,000
Bank interest receivable 				    1,000
Gift Aid donation 					    1,000
Dividend paid 						  10,000
  	Dividend received from unconnected UK companies 	    1,800
	Capital additions:
		Computer equipment 				  75,000
		Van for deliveries 					  25,000
		Car 1 (Co2 emissions 103 g/km)			  25,000
		Car 2 (Co2 emissions 142 g/km)			  19,500

Required:

1. Calculate the maximum capital allowances available to Storyboard Ltd and show clearly the tax written down values as at 31 March 2018.
(6 marks)

1. Calculate the corporation tax liability for Storyboard Ltd for the period ending 31 March 2018.
(6 marks)

0. 
1. Explain how companies deal with taxation of chargeable gains and allowable losses.
(6 marks)

1. Hoxtons plc, a UK company with no associates, had the following recent results:
				      	y/e                 9 mths to        y/e
			       	     31.03.16	     31.12.16	   31.12.17
		     	             	 £	            £	          £

Trading profit/loss	       50,000	     200,000	    (250,000)
Chargeable gain/loss	     (60,000)	       30,000	       40,000
Gift Aid donation	       50,000	       50,000

The company is not expecting to be profitable until early 2020.

Required:

Show the taxable total profits for Hoxtons plc for all the years affected assuming that loss relief is claimed to minimise the cost of taxation and to ease the company’s cash flow.

(Note: assume that Finance Act 2017 tax rates apply throughout).
(7 marks)

(Total 25 marks)

Question 3

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

1. Toby made the following disposals in 2017-18:
1. 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 2017 for £525,000 before fees of £12,000.
1. A painting at an auction on 31 August 2017. 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.
1. On 1 July 2017, 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 2017-18, assuming that his taxable income for the year was £50,000.
(12 marks)

(Total 15 marks)


Question 4 – not included



Question 5

1. Explain the main features of a limited liability partnership (LLP) and how it differs from a traditional partnership.
1. marks)

1. Sarah and Suzy have been trading as a partnership for some years, sharing partnership profits equally. They have been preparing annual partnership accounts to 30 June.

On 1 October 2015 they admitted Nigel to the partnership and decided upon a profit sharing ratio of 1:1:1 from thereon.

The trading profits of the partnership as adjusted for tax purposes were as follows:

										    £

y/e 30.06.15								  66,000
y/e 30.06.16							            102,000
y/e 30.06.17							            144,000

Required:

Calculate the taxable profits for each partner for 2015-16 to 2017-18 inclusive.
(10 marks)

(Total 15 marks)
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Answer 1 £ Marks

a) criteria:  control, financial risk, equipment, work performance & correction, holidays

and sickness pay, exlusivity

(1-2 mark for each element identified and explained, to the maximum of 6

6

b)

i) John - Tax adjusted profits for 2017-18

Net profit per accounts 28,350

Add back: drawings (2000*12) 24,000 1

telephone (750*20%) 150 1

motor expenses (2000*25%) 500 1

sundry expenses - entertaining 1,000 1

provision for doubtful debts 350 1

loss on sale of assets 800 1

depreciation 1,400 1

28,200

Adjusted trading profits (before capital allowances) 56,550

Less: capital allowances -1,000 1

Tax adjusted trading profits 55,550

Investments

Bank interest received  31,250.00 1

Dividends 15,000.00 1

STI 101,800.00

Income tax computation

NSI SI DI Total Tax payable

Trading profits 55,550.00 55,550.00

Bank /BS interest received 31,250.00 31,250.00

Dividends 15,000.00 15,000.00

Net income 55,550.0031,250.0015,000.00 101,800.00

*less PA -10,600.00 -10,600.00 1.5

Taxable income 44,950.0031,250.0015,000.00 91,200.00

Income tax 

33,500.00 at  20% 33,500.00 33,500.00 6,700.00 0.5

11,450.00 at  40% 11,450.00 11,450.00 4,580.00

500.00 at  0% 500.00 500.00 0.00 1

30,750.00 at  40% 30,750.00 30,750.00 12,300.00 0.5

15,000.00 at  32.5% 15,000.00 15,000.00 4,875.00 0.5

44,950.0031,250.0015,000.00 91,200.00 28,455.00

*PA restricted by 1800/2=900

therefore 11,500-900=10,600

Total income tax due 28,455.00

Balancing payment 28,455.00

14

ii) Norma - taxable earnings from employment

Salary  140000*94% 131,600.00 1

Company car  37% x £45,000 16,650.00 2

Fuel benefit 37% x £22,600 8,362.00 1

Company pension contribution - exempt benefit 0.00 1

Total taxable earnings 156,612.00

Company car - 1 mark for calculating the relevant %, 1 mark for correct computations

Fuel - 1 mark for correct computation

Interest from ISA - exempt 0.00 0.5

STI 156,612.00

Income tax computation

NSI SI DI Total Tax payable

Employment income 156,612.00 156,612.00

Net income 156,612.00 156,612.00

less PA 0.00 0.00 1

Taxable income 156,612.00 0.00 0.00 156,612.00

Income tax 

33,500.00 at  20% 33,500.00 33,500.00 6,700.00 0.5

116,500.00 at  40% 116,500.00 116,500.00 46,600.00 1

6,612.00 at  45% 6,612.00 6,612.00 2,975.40 1

150,000.00 0.00 0.00 150,000.00 56,275.40

Total income tax due 56,275.40

Less tax suffered at source

PAYE 58,500.00 0.5

Repayment due -2,224.60 0.5

10

Total marks 30
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Answer 2Storyboard Ltd £ Marks

a)

i) Capital allowances - 9 month period to 31.03.2018

AIA

Main pool

Special rate pool

Allowances

100% 18% 8%

additions

100,000 0.5

AIA 500,000/12*9

-100,000 100,000 1

Car 1

25,000 0.5

WDA @ 18%/12*9

-3,375 3,375 1.5

Car 2

19,500 0.5

WDA @ 8%/12*9

-1,170 1,170 1.5

WDV as at 31.3.18

0 21,625 18,330 104,545   0.5

6

ii) Computation of CT payable

9 months to 

31.3.18

Trading profits  326,000

Less: capital allowances -104,545

1

221,455

Non-trading loan relationship 1,000

1

222,455

Less: charges on income (Gift Aid ) -1,000

1

TTP 221,455

*Dividends paid from profit after interest and taxation

1

*Dividends received not taxable

1

*CT @ 19% on TTP 42,076

1

6

b) Explanation of principles: curent year losses offset against current year gains, 

i) no relief against total profits for the year, no carry back of losses, losses c/f only offset 

against future chargeable gains, group relief may applied if in capital gains group.

(1-2 mark for each element identified and explained, to the maximum of 

6

ii) y/e

9 months to 

y/e

31.03.16 31.12.1631.12.17

Trading profit / loss 50,000 200,000 0

Chargeable gains

(30000+40000-60000)

0 0 10,000

1

0 0 10,000

Less current period loss relief 0 0 -10,000

1

0 0 0

Less carry back loss relief -12,500-200,000

2

37,500-200,000 0

Less gift aid donation -37,500 0

1

TTP 0 0 0

Unrelieved gift aid donation 12,500 50,000 0

1

Loss available to carry forward

(250000-10000-200000-12500)

27,500 1

7

Total marks  25
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Answer 3 £ Marks 

a) ER - required length of ownership, material disposal, lifetime limit

Marks - 1/2 to 1 marks per each correct statement, to the maximum of  3.0

b) Toby

Gain qualifying for ER 20,000

Chargeabe gains for the year  192,250

Less: losses brought forward -5,000 1.0

187,250

Less: annual exemption -11,300 1.0

*Gain on residential property disposal 175,950

Other chargeable gains for the year  63,000

Total chargeable gains/losses for the year 258,950

*charged at the highest rate hence allocation of losses b/f and a/e here

0

CGT at 10% 20,000 2,000 1.0

CGT at 20%  63,000 12,600 2.0

CGT at 28%  175,950 49,266 1.0

CGT for the year 63,866

Marks - 1/2 to 1 for recognising ER eligibility, applying 10% rate, deducting losses b/f  

and AE from current chargeable gains not qualifying for ER, applying relevant CGT 

rate

House in Liverpool

Disposal proceeds 525,000

Less: incidental costs of sale -12,000 0.5

Less: Cost (75,000+3,500) -78,500 0.5

Less: capital expenditure (extension) -50,000 0.5

Gain 384,500

Attributable to Toby 50% 192,250 0.5

Painting

Gross disposal proceeds (63*100/90) 70,000 0.5

Less: incidental costs of disposal -7,000 0.5

Gain 63,000 1.0

Greetings card business

The gain on disposal of a (qualifying) business asset qualifies for entrepreneur's relief

Sale proceeds 30,000

Less:cost of goodwill 0 1.0

30,000

Less: cost of factory building -10,000 0.5

Gain qualifying for enterpreneur's relief 20,000 0.5

12.0

Total marks  15.0
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Answer 5

a) Discussion of main points, the nature of 'limited', separate legal entity,filing requirements,

disclosure, limited offset of losses.

Marks:  1/2 to 1 per answer, to the maximum of 5

b) Sarah, Suzy and Nigel £

Total profits Sarah Suzy Nigel

50% 50%

2015-16 66,000 16,500 16,500

50% 50%

2016-17 25,500 12,750 12,750

33.3% 33.3% 33.3%

76,500 25,500 25,500 25,500

2017-18 144,000 48,000 48,000 48,000

Basis periods for Nigel:

2015-16 01.10.15 - 05.04.16 25500*6/9

17,000

2016-17 01.10.15 - 30.09.16 25500+48000/12*3

37,500

2017-18 01.07.16 - 30.06.17 48,000

48,000

Total marks


