Taxation Module - Sample practice past paper questions
Question 1 - GARY

Gary started a drilling and salvage business on 1 January 2018 and his first set of accounts were for the year ended 31 December 2018. He recorded profits (before capital allowances) of £180,900. During this year he invested in the following assets:

	   2018                 Assets			    	       £
	1 January	Machinery				 120,000
	6 April		Van				   	   17,500
	10 May	Car for foreman		    	     9,000
			(CO2 emissions 100g/km)

He also had dividend income of £124,600 during 2018/19.

In June 2003 Gary had bought a painting for £15,200. He spent £3,400 on restoration during his ownership and finally sold this painting in February 2019 for £95,500. He had no other disposals during the year but had capital losses brought forward of £5,000.

Required:

1. Calculate the maximum capital allowances claim that Gary can make for the year ended 31 December 2018.
(23 marks)

1. Assuming that Gary claims the maximum amount of capital allowances available, compute his income tax payable for 2018/19.
(32 marks)

1. Calculate the capital gains tax payable on the sale of the painting.
(20 marks)

Note that the calculations above will include marks for presentation.
(5 marks)

(Total 80 marks)

Question 2 GARY

Gary’s business is growing and he is considering taking in a partner to help him.

Required:

Briefly explain to Gary the taxation implications of making his business a partnership.

(20 marks)

Suggested solutions. - GARY

Question 1

	Gary – Capital allowances computation for the year ended 31 December 2018
	Main Pool
	Allowances
	Marks

	
	
	
	

	
	£
	£
	£
	£

	Additions for AIA:
	
	
	
	

	1 Jan  - Machinery
	120,000
	
	
	2

	6 Apr - Van
	17,500
	
	
	2

	
	137,500
	
	
	

	AIA (200,000 available)
	(137,500)
	
	137,500
	4

	Additions not qualifying for AIA:
	
	
	
	

	 10 May - Car
	
	9,000
	
	3

	WDA (18%)
	
	(1,620)
	1,620
	5

	Balance c/fwd
	
	7,380
	
	2

	
	
	
	
	

	Max capital allowances
	
	
	139,120
	2

	
	
	
	
	

	Headings/pools, etc.
	
	
	
	3

	Total marks
	
	
	
	23




	Gary – Income tax computation for 2018/19
	  Marks

	
	
	Total
	NSI
	Divs
	

	
	
	£
	£
	£
	

	Income from self employment
(180,900 – 139,120)
	
	
41,780
	
41,780
	
	
3

	Dividends
	
	124,600
	
	124,600
	2

	Total income
	
	166,380
	41,780
	124,600
	2

	Less: personal allowance 
	
	-------
	------
	-----
	2

	Taxable income
	
	166,380
	41,780
	124,600
	2

	
	
	
	
	
	

	Marks – subtotal
	
	
	
	
	11

	
	
	
	
	
	

	Income tax due:
	
	
	
	
	

	NSI:        Basic rate 
	
	34,500
	20%
	6,900.00
	4

	                Higher rate
	
	7,280
	40%
	2,912.00
	4

	Divs:      Nil rate
	
	2,000
	0%
	0.00
	4

	                Upper rate
	
	106,220
	32.5%
	34,521.50
	4

	                Additional rate
	
	16,380
	38.1%
	6,240.78
	4

	
	
	166,380
	
	
	

	
	
	
	
	
	

	Tax liability/payable
	
	
	
	50,574.28
	1

	
	
	
	
	
	

	Total marks
	
	
	
	
	32

	
	
	
	
	
	

	
	
	
	
	
	



	c) Gary – Capital gains tax computations 2018/19
	    Marks

	
	£
	£
	

	
	
	
	

	Sale proceeds
	
	95,500
	1

	Less:
	
	
	

	Original cost
	15,200
	
	2

	Restoration costs
	3,400
	
	2

	
	
	(18,600)
	

	Chargeable gain
	
	76,900
	2

	Less: Capital losses brought/fwd
	
	(5,000)
	3

	
	
	71,900
	

	Less: Annual exemption
	
	(11,700)
	3

	Total gains for 2018/19
	
	60,200
	3

	
	
	
	

	CGT payable 60,200 x 20%
	
	12,040
	4

	
	
	
	

	Total 
	
	
	20

	
	
	
	

	Presentation marks parts a) to c)
	
	
	5

	
	
	
	

	Total for Question 1
	
	
	80




Question 2

Partnership taxation is an extension of income from self-employment which Gary is subject to in question 1 above.  Under the partnership tax rules, a partnership is not regarded as a separate entity for taxation purposes and the partnership itself is not charged to tax. Instead, the profits of the partnership are allocated between the partners and then each partner is taxed as an individual.

Each year the partnership must submit a tax return to HMRC; this return provides information on the profit or loss for the period of account ending in the tax year and gives details of the partnership sharing agreement in force during that period. This return is also used to claim capital allowances and any business expenses incurred by the partners.

The adjusted trading profit or loss is calculated in the usual way; any drawings or other appropriations of profits made by the partners are disallowed with capital allowances being treated as a trading expense. The adjusted trading profit or loss is then allocated between the partners and if the partnership agreement has changed during the period, then the profit must be time apportioned.

Partners are then assessed to tax individually as if each partner’s share of the partnership profit had arisen from a trade carried on by that partner alone. The rules for opening and closing years are the same for the rules for basis periods with overlap profits working in the same way.

Each partner is solely responsible for the tax due on his or her share of the partnership profit; they must include their share of the partnership profit or loss in their own tax return and in their self-assessment calculations.

Summary and conclusions  - suggest to Gary that he speaks to his accountant about the rules and any plans he needs to make before finally taking on a partner.


2 – 3 marks per relevant point to a maximum of 20

