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SUPPLEMENTARY INSTRUCTIONS

1. You should assume that the tax rates and allowances for the tax year 2008/09 and for the financial year to
31 March 2009 will continue to apply for the foreseeable future unless you are instructed otherwise.

2. Calculations and workings need only be made to the nearest £.

All apportionments should be made to the nearest month.

4. All workings should be shown.

w

TAX RATES AND ALLOWANCES

The following tax rates and allowances are to be used in answering the questions.

Income tax
%
Basic rate £1 - £34,800 20
Higher rate £34,801 and above 40

A starting rate of 10% applies to savings income where it falls within the first £2,320 of taxable income.

Personal allowances

£
Personal allowance Standard 6,035
65-74 9,030
75 and over 9,180
Income limit for age related allowances 21,800

Car benefit percentage

The base level of CO, emissions is 135 grams per kilometre. A lower rate of 10% applies to petrol cars with CO,
emissions of 120 grams per kilometre or less.

Car fuel benefit

The base figure for calculating the car fuel benefit is £16,900.

Pension scheme limits

Annual allowance £235,000
Lifetime allowance £1,650,000
The maximum contribution that can qualify for tax relief without evidence of earnings £3,600

Authorised mileage allowances: cars

Up to 10,000 miles 40p
Over 10,000 miles 25p
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Plant and machinery
Annual investment allowance
Writing-down allowance
Main pool
Special rate pool

First year allowance

—  Low emission motor cars (CO, emissions of less than 110 grams per kilometre)

Industrial buildings
Writing-down allowance

Financial year
Small companies rate
Full rate

Small companies rate lower limit
Small companies rate upper limit

Marginal relief fraction

Standard rate
Registration limit
Deregistration limit

£1 - £312,000
Excess

Rate of tax

Annual exemption

Entrepreneurs’ relief
Lifetime limit
Relief factor

Capital allowances

Corporation tax

2006 2007
19% 20%
30% 30%
£ £
300,000 300,000
1,500,000 1,500,000
11/400 1/40

Marginal Relief
(M = P) x I/P x Marginal relief fraction

Value added tax

Inheritance tax

Capital gains tax

£50,000

20%
10%

100%

3%

2008
21%
28%

£
300,000
1,500,000

7/400

17-5%
£67,000
£65,000

%
Nil
40

18%
£9,600

£1,000,000
4/9ths



National insurance contributions (not contracted out rates)

Class 1 Employee
Class 1 Employer
Class 1A

Class 2

Class 4

Official rate of interest
Rate of interest on underpaid tax
Rate of interest on overpaid tax

Ad valorem duty
Residential property
£175,000 or less (1)
£175,001 - £250,000
£250,001 - £500,000
£500,000 or more

%
£1 - £5,435 per year Nil
£5,436 — £40,040 per year 110
£40,041 and above per year 1-0
£1 - £5,435 per year Nil
£5,436 and above per year 12-8

12-8
Small earnings exception limit — £4,825
£2-30 per week
£1 - £5,435 per year Nil
£5,436 — £40,040 per year 80
£40,041 and above per year 1-0

Rates of interest
6:25%

7-5% (assumed)
3:0% (assumed)

Stamp duty land tax
Rate

Nil
1%
3%
4%

(1) For non-residential property, the nil rate is restricted to £150,000.

Shares

Stamp duty
0-5%
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Section A — BOTH questions are compulsory and MUST be attempted

1

An extract from an e-mail from your manager is set out below.

| attach a letter from Frank Coltrane who is about to sell the unincorporated business (known as ‘Alto’) that he has
owned and operated since 2002. | would like you to prepare notes on the tax issues raised by Frank for me to use
at a meeting we are going to have later this week. | set out below some thoughts | have had which you should refer
to when preparing your notes.

(i)

(iii)

Capital gains tax

| have calculated that Frank’s capital gains on the sale of the unincorporated business will be £420,000 and
I'd like you to assume that the Tenor plc shares will be sold for £1,400,000 on 31 July 2012. Because the
sale of Alto will be Frank’s only chance to get entrepreneurs’ relief we have agreed that he will disclaim
incorporation relief so please prepare your calculations on this basis. By the way, Frank has capital losses
brought forward as at 6 April 2009 of £155,000.

Frank may be willing to gift some shares in Tenor plc to his wife prior to both of them selling their shares on
31 July 2012. Please include a summary of all of the tax implications of such a gift and the maximum potential
tax saving. Both Frank and his wife are resident, ordinarily resident and domiciled in the UK.

Corporation tax

Keep your comments brief and specific to Soprano Ltd. Soprano Ltd has trading losses brought forward as at
1 August 2008 of £65,000. | have reviewed the consolidated financial statements of Tenor plc and can confirm
that the group is large for all aspects of corporation tax.

Value added tax (VAT)
Don't forget that the supply of baby clothes is zero rated.

Please keep your notes brief and clear so that | can find my way around them during the meeting.

Alice




The letter from Frank Coltrane is set out below.

1 Garden Walk
Manchester
Ms A Peters
F &G Co
Manchester

28 May 2009
Dear Alice

You'll be pleased to know that I've finally agreed a deal with the management of Tenor plc and that the company is
going to buy my ‘Alto’ business on 31 July 2009 for £1,350,000 despite my recent poor results. I'm delighted with
the price even though they will only pay me £200,000 in cash with the balance in shares in Tenor plc. My
shareholding in Tenor plc will be less than 1% and we have agreed that | will not sell the shares until | leave the
company’s employment (although | am allowed to give shares to my wife if | wish).

As you know, Tenor plc is a very large quoted company (it has 34 wholly owned UK resident trading subsidiaries).
I’'m going to be put in charge of Soprano Ltd, one of the smallest subsidiaries, that makes and sells baby clothes.
Soprano Ltd is expected to have taxable trading profits (it has no other income or capital gains) of at least £80,000
and possibly as much as £110,000 on turnover of £5600,000 for the year ending 31 July 2009. We have agreed
a fixed term employment contract from 1 August 2009 until 31 July 2012 with an annual salary of £52,000.

Now that the deal is done | need the following from you.

(i) A calculation of the amount of capital gains tax | will have to pay in respect of both the sale of my Alto business
and the shares in Tenor plc and when the tax will be payable in each case.

(i) I have no experience of corporation tax. Please let me have a brief explanation of the taxable periods of Soprano
Ltd, its tax rates and the dates on which the tax will be payable.

Soprano Ltd buys services from two other subsidiaries of Tenor plc. There has been a proposal that the prices
charged to Soprano Ltd in the future should be increased in order to reduce its effective rate of corporation tax.
Is this a sensible suggestion?

(iii) Please let me have your interpretation of the value added tax (VAT) position of Soprano Ltd as | keep getting
confused in my discussions with the management of Tenor plc. As you know, | pay VAT annually on the cash
basis in respect of my Alto business. Why does Soprano Ltd prepare its VAT returns monthly on the accruals
basis? Also, why do the other Tenor plc companies charge VAT on the services supplied to Soprano Ltd when
all the companies are wholly owned by Tenor plc? Finally, what is the VAT position when Soprano Ltd purchases
raw materials from countries in South America?

Thanks in advance for your help.

Frank

Required:
Prepare the meeting notes requested in the e-mail from your manager. The following marks are available.

(i) Aspects of capital gains tax together with all of the tax implications of the potential gift to Frank’s wife;

(9 marks)

(ii) Aspects of corporation tax; (11 marks)
(iii) Aspects of value added tax. (6 marks)
Professional marks will be awarded in question 1 for the appropriateness of the format and presentation of the
notes and the effectiveness with which the information is communicated. (2 marks)
(28 marks)
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2 An extract from an e-mail from your manager following a meeting he has had with Charleston Dance is set out below.

| attach a memorandum summarising the matters discussed in a meeting | had yesterday with Charleston. | also
attach a calculation of the inheritance tax due on his father’s death as prepared by his friend, Lindy. | have not had
the chance to look at this in detail but | can confirm that the annual exemptions and the taper relief have been
applied correctly and that there are no arithmetical errors; please review it with care.

| want you to write a letter from me to Charleston covering the following issues.
(i) Inheritance tax

—  Brief explanations of any errors you find when you review Lindy’s calculation of the inheritance tax due
on Charleston’s father’s death and the effect of correcting the errors on the total inheritance tax due.

(ii) Investments and pensions

— The suitability of investing in venture capital trusts and a summary of the tax reliefs available in respect
of such an investment.

— The maximum tax allowable pension contributions that can be made by Charleston and Betty and the
effect on this, if any, of purchasing further rental properties.

(iii) Income tax planning

—  Calculations, with supporting explanations to show that the total tax payable would increase (rather than
decrease!) if he were to transfer all of the quoted shares and government stocks to a company wholly
owned by him. Use the income figures from Lindy’s inheritance tax calculation for these purposes and
assume that the whole of the new company’s post-tax income would be paid as a dividend to Charleston.

— The income tax advantages of Charleston transferring investments to Betty or their children.

— The points that Charleston needs to be aware of in connection with tax avoidance schemes and the
taxation of the Balboan properties.

Thank you




The memorandum prepared by your manager is set out below.

To The files

From Tax manager
Date 29 May 2009
Subject Charleston Dance

| met Charleston and his wife Betty on 28 May 2009. The couple have two children who are both at university.

Charleston’s father died on 1 April 2009 leaving Charleston the whole of his estate. Charleston and Betty
immediately resigned from their jobs and now have no income other than that generated from Charleston’s inherited
investments.

Charleston agreed to send me a schedule of the assets he inherited from his father together with a calculation that
a friend of his, Lindy, has done of the inheritance tax due. The schedule will also include details of gifts made by
his father whilst he was alive and the income generated by the inherited investments.

Charleston has asked me to comment on the following ideas.
Charleston’s investment ideas

1. Charleston and Betty intend to make the maximum possible tax allowable personal pension contributions.

2. Charleston will sell his father's home and invest much of the proceeds in further rental property situated either
in the UK or in the country of Balboa.

3. Charleston wants to invest in unquoted trading companies but does not want to invest in enterprise investment
scheme shares due to the level of risk involved.

Charleston’s tax planning ideas

1. Lindy has convinced him that he would save income tax if he formed a company and transferred the quoted
shares and government stocks inherited from his father into it. Charleston would own the whole of the
company.

2. A London based financial institution has sent Charleston details of a number of tax avoidance schemes that
they are promoting. Lindy has assured Charleston that there is no need to disclose the income from the Balboan
properties to HM Revenue and Customs (HMRC) because the income is taxed in the country of Balboa.
Charleston is concerned about the legality of the tax avoidance schemes and the accuracy of Lindy’s
suggestion.

Our input

| told Charleston that | would suggest an alternative to enterprise investment scheme shares as well as other tax
planning opportunities. | also suggested that it may be possible to increase his tax allowable pension contributions
depending on the property he buys.

Charleston, Betty and the children are resident, ordinarily resident and domiciled in the UK. Charleston’s father was
also resident, ordinarily resident and domiciled in the UK.

Tax manager
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Lindy’s calculation of the inheritance tax due and the income generated by the inherited investments is set out below.

Inheritance tax computation

Father’s lifetime gifts

£ £
1 November 1999 — Gift of cash to Charleston — more than
seven years prior to death 200,000
1 July 2002 - Gift of cash to Charleston 370,000
Annual exemptions (6,000)
364,000
Nil band 312,000
Gifts in last seven years (£200,000 - £6,000 (Two annual
exemptions)) (194,000)
(118,000)
246,000
Inheritance tax at 40% 98,400
Taper relief (£98,400 x 80%) (78,720)
19,680
Father's death estate Annual income
received
£ £ £
UK assets:
Father’s home 1,300,000

UK quoted shares and related dividends
UK Government stocks and related interest

500,000 21,000
600,000 27,000

Bank accounts and related interest, furniture and paintings 410,000 8,000
Cars 34,000
Investment properties in the country of Balboa and related rental
income 800,000 72,000
Less: Balboan inheritance tax (160,000)
640,000
Chargeable estate 3,484,000
Inheritance tax at 40% (no nil band available) 1,393,600
Total tax due (£19,680 + £1,393,600) 1,413,280

Required:

Prepare the letter requested in the e-mail from your manager. Marks are available for the three sections of the
letter as follows:

(i) Inheritance tax; (8 marks)
(ii) Investments and pensions; (10 marks)
(iii) Income tax planning. (15 marks)

Professional marks will be awarded in question 2 for the appropriateness of the format and presentation of the
letter and the effectiveness with which the information is communicated. (3 marks)

(36 marks)
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Section B — TWO questions ONLY to be attempted

3

Simone is a partner in the firm Ellington and Co. She is seeking advice on the tax efficient use of her share of the
partnership’s loss for the year ended 5 April 2009. Simone intends to establish a new business and is considering
the need to register for the purposes of value added tax (VAT).

The following information has been obtained from a meeting with Simone.

Simone’s income and capital gains:

— Dividends received of £12,600 in the tax year 2007/08, £10,800 in the tax year 2008/09 and £nil in
subsequent years.

—  Share of profits from Ellington and Co for the year ended 5 April 2008 of £48,200.

—  Capital gains of £94,000 on the sale of a portfolio of quoted shares on 1 February 2009.

Ellington and Co:

—  Has been trading for many years.

—  Has two partners; Ellington and Simone. A third partner, Basie, retired on 28 February 2009.

— Made a loss in the year ended 5 April 2009.

— Is budgeted to make tax adjusted trading profits of no more than £25,000 per year for the next few years.
— Is registered for the purposes of VAT.

Ellington and Co - results for the year ended 5 April 2009:

— The firm made a tax adjusted trading loss, before deduction of capital allowances, of £90,000.
—  The firm purchased office equipment on 1 December 2008 for £21,200.

— The balance on the capital allowances main pool as at 5 April 2008 was £700.

Ellington and Co — profit sharing arrangements:
—  From 6 April 2008 until 28 February 2009

Ellington Simone Basie
Annual salaries £15,000 £11,500 £13,000
Profit sharing ratio 3 : 2 : 2
- From 1 March 2009
Ellington Simone
Annual salaries £14,000 £14,000
Profit sharing ratio 1 : 1

Simone's new business:

— Simone intends to start trading on 1 September 2009.

— Taxable trading profit is budgeted to be approximately £1,500 per month.

—  Taxable supplies are expected to be between £75,000 and £95,000 in the first year.

—  Simone does not wish to register voluntarily for VAT.

Required:

(a) (i) Calculate Simone’s share of the tax adjusted trading loss for the year ended 5 April 2009; (5 marks)

(ii) State the alternative strategies available to Simone in respect of her share of the taxable trading loss for
the year ended 5 April 2009; (3 marks)

(iii) Explain, using supporting calculations where necessary, which of the strategies will save the most tax
and calculate the total tax saved via the operation of this strategy.

Note: your calculations should be based on the assumption that the tax rates and allowances for the year
2008/09 (as given at the front of the paper) apply to all relevant years. (7 marks)

(b) Explain when Simone would be required to register and to start charging her customers VAT and, in relation
to this, comment on the relevance of Ellington and Co being VAT registered.

Note: you are not required to prepare calculations for part (b) of this question. (3 marks)

(18 marks)
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4  Fitzgerald and Morrison, two clients of your firm, require advice on the capital gains tax and inheritance tax
implications of gifts they propose to make in the next few months.

Fitzgerald

Gift of shares in Jay Ltd on 1 October 2009:

—  To be made to Fitzgerald's nephew, Pat.

—  Comprises the whole of Fitzgerald’s 9% shareholding.

—  Fitzgerald inherited the shares from his mother on 1 February 2009 when their market value was £32,000.
—  The shares are expected to be worth £127,500 on 1 October 2009.

Jay Ltd

—  An unquoted manufacturing company.

—  Values of the company’s assets as at 1 October 2009 £
Premises 740,000
Plant and machinery (each item is worth more than £6,000) 160,000
Quoted company shares 250,000
Motor cars 30,000
Net current assets 80,000

Pat’s plans:

—  Patis an employee of Jay Ltd and will continue to work for the company until he sells the shares.
—  Pat intends to sell the shares in January 2011 and expects to receive £170,000.
—  He will use the funds to finance a business venture.

Morrison

Gift of a painting on 1 September 2009:

—  To be made to Morrison’s daughter, Sula, on her wedding day.

—  This will be Morrison’s first gift since 1 May 2002.

—  The painting is one of a set of three.

— Each of the individual paintings is expected to be worth £25,000 on 1 September 2009; a pair of paintings is
expected to be worth £70,000 on that date.

The set of paintings:

—  Morrison purchased the set of three paintings in April 2001.

Each of the paintings has a base cost for capital gains tax purposes of £8,300.

He gave one of the paintings to his wife on 1 May 2002.

The complete set of three paintings is expected to be worth £120,000 on 1 September 2009.

Required:
(a) In respect of the gift of the shares by Fitzgerald and their subsequent sale by Pat:

(i) Explain whether or not capital gains tax gift relief will be available on the gift, noting any additional
information required. State the latest date for submission of a claim and identify who must sign it;
(3 marks)

(ii) Calculate the effect of submitting a valid claim for gift relief on the total capital gains tax liability of
Fitzgerald and Pat on the assumption that the gift by Fitzgerald and the sale by Pat take place as
planned; (7 marks)

(iii) Explain whether or not business property relief will be available if Fitzgerald dies within seven years of
making the gift. (4 marks)
(b) In respect of the gift of the painting by Morrison:

(i) Calculate the value of the potentially exempt transfer, after deduction of all exemptions, for the purposes
of inheritance tax; (2 marks)

(ii) Calculate the capital gain arising on the gift and comment on the availability of gift relief. (2 marks)

(18 marks)
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The management of Band plc intend to acquire Trumpet Ltd. They require advice on the post tax profits of Trumpet
Ltd, a company which will receive dividends from two subsidiaries, one of which is non-UK resident. They are also
considering whether to use a branch or a subsidiary in order to establish a trading operation overseas.

The following information has been obtained from telephone conversations with the management of Band plc and
from client files.

Band plc’s plans:
—  Band plc will acquire the whole of the Trumpet Ltd group on 1 August 2009.
— Band plc intends to establish a trading operation in the country of Swingerra.

Trumpet Ltd:

— s a UK resident company with budgeted taxable trading profits for the year ending 31 July 2010 of £40,000.

—  Will have a deficit in respect of non-trading loan relationships of £174,000 to carry forward as at 31 July 2009.

—  Has two wholly owned subsidiaries; Clarinet Ltd and Flugel Inc.

—  Will pay a dividend to Band plc equal to its taxable trading profit plus the dividends received from Clarinet Ltd
and Flugel Inc less its corporation tax liability.

— It can be assumed that Trumpet Ltd and Clarinet Ltd will pay corporation tax at the full rate due to the number
of companies in the Band plc group.

Clarinet Ltd:

— Is a UK resident company with budgeted taxable trading profits for the year ending 31 July 2010 of £107,000.
—  Will have a trading loss for tax purposes of £32,000 to carry forward as at 31 July 2009.

—  Will pay a dividend to Trumpet Ltd equal to its taxable trading profit of £107,000 less its corporation tax liability.

Flugel Inc:

— Is resident in the country of Jazzerra.

— Is not a controlled foreign company.

—  Has budgeted taxable trading profits for the year ending 31 July 2010 of £182,500.

—  Will pay a dividend to Trumpet Ltd equal to its current year taxable trading profit less its corporation tax liability.
—  The rate of corporation tax in the country of Jazzerra is 20%.

— Jazzerra levies withholding tax at 8% on dividends paid overseas.

Planned trading operation in the country of Swingerra:

—  Will be operated via a branch of Band plc or via a new subsidiary incorporated and resident in Swingerra.
— Is expected to make a loss in its first year of trading of £90,000.

— Is expected to make profits in excess of £125,000 per year in future years.

The tax system in the country of Swingerra:

— Is broadly the same as that in the UK.

—  The rate of corporation tax is 34%.

— Trading losses may only be utilised by companies resident in Swingerra.

— Swingerra is not a member of the European Union and there is no double tax treaty between the UK and
Swingerra.

Required:

(@) (i) Explain precisely the ways in which the brought forward trading loss in Clarinet Ltd and the brought
forward non-trading loan relationships deficit in Trumpet Ltd can be relieved; (3 marks)

(ii) On the assumption that Trumpet Ltd, Clarinet Ltd and Flugel Inc pay dividends as set out above, and
that the non-trading loan relationships deficit is used in the most tax efficient manner, calculate the
dividend that will be paid by Trumpet Ltd to Band plc in respect of the year ending 31 July 2010.

(9 marks)

(b) Provide a detailed explanation of the relief available in respect of the anticipated loss to be made by the
planned trading operation in the country of Swingerra depending on whether a branch or a subsidiary
company is used and advise the management of Band plc on the choice available to them. (6 marks)

(18 marks)

End of Question Paper
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