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The solutions in this document are published byoting Technicians Ireland. They are intended to
provide guidance to students and their teacheesrdéty possible answers to questions in our
examinations.

Although they are published by us, we do not nerégsndorse these solutions or agree with thevsie)
expressed by their authors.

There are often many possible approaches to tii@olof questions in professional examinations. It
should not be assumed that the approach adoptledse solutions is the ideal or the one preferyedsb

This publication is intended to serve as an edanatiaid. For this reason, the published solutigitls
often be significantly longer than would be expdatéa candidate in an examination. This will be
particularly the case where discursive answersnaxdved.

This publication is copyright 2009 and may not &produced without permission of Accounting
Technicians Ireland.

© Accounting Technicians Ireland, 2009.
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1% Year Examination: Autumn 2009
Paper : TAXATION I (Northern Ireland)
Thursday 28 August 2009: 9.30 a.m. to 12.30 p.m.

INSTRUCTIONS TO CANDIDATES
PLEASE READ CAREFULLY
For candidates answering in accordance with the law and practice of the Northern Ireland.

Candidates should answer the paper in accordance with the appropriate provisions up to and including
the Finance Act 2008. The provisions of the Finance Act 2009 should beignored.

Allowances and rates of taxation, to be used by candidates, are set out in a separate booklet supplied with
the examination paper.

Answer ALL THREE QUESTIONS in Section A, and ANY TWO of the THREE questions in Section B.
If any more than TWO question are answered in Section B, then only the first two questions, in the or der
filed, will be corrected.

Candidates should allocate their time car efully.

All workings should be shown.

All figures should be labelled as appropriate e.g. £s, units etc.

Answersshould beillustrated with examples, where appropriate.

Question 1 begins on Page 2 overleaf.

Thefollowing inserts are enclosed with the paper:

« Form P11 & Form P45 (QUESTION 2)

* Tax Reference Material
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SECTION A
Answer ALL THREE questions
QUESTION 1

Roberto operates a small convenience store antbdes in business for a number of years. He prevjael
with a profit and loss account for the year end&d Becember 2008, together with the following addisib
information:

Notes £ £
SIS ... (@)} 151,206
OPENING STOCK ...t 9,206
PUIChASES .....coeiiiiiiiiiiiic e 114,805
124,011
Less Closing StOCK ........coeviiiviieiiiiiitcm e 11,003
(] oSSR o] o) {1 113,008
38,198

Less Expenses:
WAGES. ...ttt (2 27,159

Business rates 2,995
Heat and light 3) 1,641
REPAIMS .t e 4) 7,944
INSUFANCE ..ueiiiie it (5) 1,361
Telephone.......ccccoviiiiiiie e (6) 1,306
MOLOr EXPENSES ....evvvvveeiriieiireiieeeee s e ae e @) 2,354
Subscriptions..........oooooiiiv s (8) 248
Specific bad debts written off ..............comm.... 25

Accountancy fEeS ........oocvvieiie i 745
Postage and packaging..................... 119

Sundry allowable expenses 1,431

Depreciation.........ccccccceevvevninnnnns 2,365
Loss on sale of shelving.............. 414

Professional fees ... 9) 1,081

51,188
12,990
NOTES
(1) Sales:

The sales figure includes proceeds from the sakea#sh register amounting to £175. The cashtezgis
which had been fully depreciated in the accoumias purchased by a collector.

(20 Wages:
£
Drawings for Self ..., 11,301
Staff WAGES ..evvieiiiiiiiieie e 12,417
PAYE oo 3,441
27,159

Staff wages includes a payment of £2,100 to Rolsesbn Paolo for part-time work done while on
holidays from university. Paolo worked as a casimehe shop during his holidays and earned
approximately £175 per week (gross). PAYE was dperan this salary.

PAYE includes a payment of £2,130 for Roberto’sspaal Income Tax liability for 2008/09.
(3) Heat and Light:
Roberto and his family live in a flat above th@ghHe estimates that 25% of all heat and lightsare

related to private use.
u€tion 1 continues on the next page

P.T.O.—
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QUESTION 1 (Cont'd).

(49 Repairs:
£
Repairs to shop premises..........oooo oo icceeem e 347
Cost of new extension to Shop premises.....ccccccevvvevveevveeennns 7,311
Repairs to fridge UNits .........ooooiiiiiii e _ 286
7,944
(5) Insurance:
£
Keyman Insurance for Roberto ... oo, 194
Public liability insurance for the business .............cccccvvvvvvneees 1,167
1361

(6) Telephone:

This figure includes the cost of broadband andeceevision for the flat. The cost of these s=g
amounted to £345. Roberto estimates that 25%sdiefephone calls are private.

(7)  Motor expenses:

Includes £115 for parking fines incurred when Ruteisited the local cash & carry. Roberto estigsa
20% of the motor expenses relate to private use.

(80  Subscriptions:

£
Trade MAQAZINES ... ..uueuueeineiniieeeeeeeaaaaa e e e ennneeneennnnneeees 118
Donation to Political party ...............eeeeeeceeeeeeiieeeeeeieneneeeeeeenens 75
Donation to local Charity .........cccovciiieeiiiiiiie e 55
248
(99 Professional fees:
£
Architects fees for shop extension.........ccccceueeveeeeieeeeeeeneen... 805
Costs of drafting employment contracts.....ccccceveeeveeeeeneennnnes 276
1,081

Requirement
Compute Roberto’s tax adjusted profits for the yaated 3T December 2008.
Total 20 Marks

QUESTION 2

You have been asked to complete the payroll at WERES LIMITED where Quentin, Raymond and Sean are
employees. The details of their cumulative eamsiagd deductions, inclusive of Month 7 of 2008/68 ather
relevant details are as follows:

Quentin Raymond Sean
£ £ £
Gross Cumulative Salary Exclusive of all Deductions 11,165.00 25,988.00 -
TaX DUE O Dale....cccveiieiiii e eeeeee e 1,542.89 6,463.68 -
TAX COUE ..uiiieeiieeeecie e eeemre e 495L K277 -
Company Pension Scheme Contributions................ 5% 5% 5%
Gross Salary in Month 8..........cccvvieiiiniciiiieie e, 1,715.00 3,475.00 2,450.00

) Raymond has given notice to the company that Ndegris to be his last month working for Wireless
Limited, his salary in month 8 being the last h# weiceive from the company.

(i)  Sean has just joined the company in month 8 butate, no P45 has been received.

Requirement
Complete all relevant sections of form P11, retatim PAYE and NIC deductions, for Quentin, Raymand
Sean and complete Raymond’s P45.

N.B. Forms P11 and P45 have been supplied with the exatian paper for the purposes of answering this
question. Please show all working clearly.
Total 20 Marks
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QUESTION 3

Bob and Rita, are a married couple with a young famByab works as a senior Financial Consultant fal,
MORTGAGES. Details of his remuneration package2f@®8/09 are as follows:

Salary

£
BasiC salary (QroSS)...ccccoeeeeiee i 46,500
PAYE deducted 0N Salary .........cccocuvveee e eeeeessiiiiieeeenannns 10,516
Benefits

Bob won an all expenses paid holiday to Turkeyhionself and his family as part of a work incents@heme
based upon sales targets achieved that replacadtia company bonus scheme. The family took thieldy
in March 2009. The total cost of the holiday te tompany was, ultimately, £3,175 although thisgmvas
only agreed after some negotiation as the brocpice for the holiday was £4,295.

Bob was provided with a company car in 2008/09anreconomy drive the company replaced Bob’s Mersed
with an eco-friendly smart car during the previdas year. The car has an engine capacity of 980dca list
price of £11,500. Its CQemissions are rated at 120 grams/km. The compapwy for all of Bob's petrol, net
of £50 per month contributed by Bob. His estimdiaginess mileage for the year was 26,500 miles.

Bob was provided with health insurance from ABC ttisting the company £1,250 per annum. He alse pay
6% of his basic salary into a company pension sehelthe company contributes an amount of 3% obagc
salary to the same scheme. He earned intere®,bPE (net) on a deposit account into which he lbarked
earlier bonus payments.

Although Rita stays at home to look after the afeifdshe has her own independent source of incdveny
years ago she had inherited several propertiescfwbBhe now lets) and has some other income from
investments which she has made from the rentalisep earned on her properties. The details dialaws:

£
Net rental INCOMIB... ... 6,810
Other Income:
INTErESE ON ISA ..o e 215
Interest from the NEWRY Building Society.......cc..ccocuvveennn. 2,025
Dividends from UK COMPANIES..........coovivveemmcneessiiiiieeeees s 3,195

Requirement

Prepare Bob and Rita’s income tax computation2@®8/09.
Total 20 Marks
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SECTION B

Answer ANY TWO of thethree questions

QUESTION 4

Your practice has just been approached by the tdiresf GAMBOL Limited. The company has recently
registered as an employer with HM Revenue & Custamd the director has requested some advice on the
matter.

Requirement
Draft a letter to the director outlining the opévatof PAYE. The letter should also address redaeping
requirements, operation of the PAYE coding systgear end return requirements and obligations reggrd
employees leaving or joining the company.

Total 20 Marks
QUESTION 5

Simon runs a business selling computer equipmedt iasurance for computers. His records show the
following input tax in the year to $IMarch 2009. None of this input tax is blockechon-business.

VAT Quarter Attributableto Attributableto Non-attributable
Taxable Supplies Exempt Supplies
£ £ £
June 2008 141,000 8,148 63,500
September 2008 42,000 3,250 50,550
December 2008 91,000 750 9,775
March 2009 123,000 26,000 56,000

During the same period he made the following segpli

VAT Quarter Taxable Supplies Exempt Supplies
£ £

June 2008 1,525,000 125,000

September 2008 735,000 83,500

December 2008 1,310,000 155,000

March 2009 1,850,000 258,000

Requirement

(@ Calculate the input tax recoverable in each quarte the annual adjustment. State when the annual
adjustment must be accounted for to HM Revenue &@@us.
15Marks

(b) Inrelation to VAT, briefly contrast “Exempt” awities with “Zero-Rated” activities and explain the
VAT consequences.
_5Marks
Total 20 Marks
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QUESTION 6
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The trading results dbur separate individuals are as follows in the opeyays of business:

Martin

Commenced trade ori' February 2007
9 months to 31 October 2007
Year ended F1October 2008

Nathan

Commenced trade ori* December 2006
13 months to 31December 2007
Year ended FiDecember 2008

Oliver

Commenced trade ori' July2006
Year ended 30June 2007
Year ended 30June 2008

Peter

Commenced trade ori' February 2006
17 months to 30 June 2007
Year ended 30June 2008

Requirement

18,900
24,219

20,465
25,416

16,399
19,167

29,411
22,010

Calculate the assessable profits for all relevartyears in each instance detailing the basis ggrioverlap

periods and overlap profits.

N. B. Where relevant you may pro-rata by reference tothmorather than days.

Total 20 Marks
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1st Year Examination: Autumn 2009

Taxation I (NI)

Solutions

Solution 1

Roberto adjusted profits Year End 31/12/08

Net Loss Per Accounts (12,990)
Less Non-trading income

Cash registe 17¢E (175)

(13,165)

Add Disallowed Expenses

Drawings 11,301

Roberto income t¢ 2,13(

Heat & Light (1,641 x 25%) 410

Extensiot 7,311

Broadband & TV 345

Private Telephone (1,3(- 345) x 25% 24C

Parking fines 115

Privatemotoring (2,354 115) x 20% 447

Donation to political part 75

Charitable donation 55

Loss on disposal of as: 414

Architect fees 805

‘Keyman'’ Insurance 194

Depreciation 2,365 26,207

Adjusted profits 13,042
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Solution 1 (cont'd)

Notes:
0] The amount paid to Roberto’s son seems reasonaleofk done implying the expense is
deductible.
(ii) It might be possible to make an argument for alfmpthe parking fines on the basis of the fine
being small and incurred in the act of carrying toatle related business.
(i) The charitable donation would have been permis#ilsldousiness benefit could have been

presented.
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Solution 2

Gross Month 8 (M8) salary

Less  Pension Contributions (5%)

Gross salary to date

|—
®
i

Pension on gross salary to ¢

Net M8 Cumulative Salary

Free Pay

4,959 X%,

6,035 X'/,

Additional Pa

2,779 x ¥/,

Taxable M8 Cumulative Sale

Tax on M8 Cum. Salary as per;

8,930 @ 20%

34,800 x¥/,,= 23,200.00 @ 20'
6,642.52 @ 40%

1,824.58 @ 20¢

Tax due to da

|—
o)
1

Tax due M8

NIC (Primary

(1,715 - 455) x 11%
(3,336.67- 455) x 119
(3,475 - 3,336.67) x 1%
(2,450- 455) x 119

NIC (Secondary)
(1,715- 455) x 12.89

(3,475- 455) x 12.89
(2,450 - 455) x 12.8%

TOTAL NIC

Autumn 2009

{Year Paper

Quentin Raymond Sean
1,715.00 3,475.00 2460.
_ (85.75)  (173.75) (122.50)
1,629.2! 3,301.2! 2,327.5
11,165.00 25,988.00 - -
(558.25 (1,299.40 - -
12,236.00 27,989.85 2827
(3,306.00
(502.92
1,852.67
8,930.0( 29,842.5, 1.824.5!
1,786.00
4,640.0(
2,657.01
1,786.00 7,297.01 364.92
(1,542.89 (6,463.68 -
_243.11 833.33 364.92
138.60
316.9¢
1.38
- - - - 219.4¢
138.60 318.36 219.45
161.2¢
386.5¢
- - - - 255.36
299.88 704.92 474.81
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Solution 3

Bob: In

come Tax Comp 2008/09

Salary

Less Pension (6%

BIK (W1)

Interest

PA

3,127 %o

Taxed as Pe
34,800 @ 20%
10,140 @ 40¢
3,908 @ 40¢

Lesstax
PAYE
Interest

Tax Due

(W1)

paid at source

Bob: BIK

Holiday (cost to company)
Car

11,500 x 10%

Fuel

16,900 x 10%

Health Insurance

Autumn 2009

46,500

(2,790
43,710

7,26¢
50,975

(10,516
781
1,28:

3,175
1,150

1,690
1,250

7,265

{Year Paper
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Solution 3 (cont'd)
Rita: Income Tax Comp 2008/09

Net Rental Income

BSI (2,025 x %)

Dividends
PA
775 @ 20%
£2,320
1,545 @ 10°
£2,531 98@ 20%

3,550 @ 10%

Less paid at source B!

Less tax credit on dividenc

Outstanding tax due

{Year Paper
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Solution 4

In Acceptable Letter Format, marks would be awarfdednaking points from the following list or other
relevant points;

Forms

+  Form P11 and subsequent PAYE and NIC liabilitieseaeturned and paid by employers by 9the
following calendar month (22for electronic returns).

*  Where the total TAX/NIC liability is less than £0 the employer may pay by 8f the month
following the relevant quarter date.

+ The final date for payment of the PAYE and NIC liapis 19" April following the relevant year of
assessment (X2April for electronic returns).

* Atthe year end, the returns/forms required are:
PID — detailing expenses and benefits and requiredrfgloyees earning less than £8,500 pa.
P11D - as above for directors and employees earning ian £8,500 pa.
P14/60 — Detailing earnings, tax & NIC deductions andhfitax code for each employee
P35 — The employer’s annual declaration and certiéidassentially a summary from P14/P60 & the
employer’s questionnaire/declaration)

»  P9D/ P11D(b) returned by 8 July following the year of assessment.
» P14 andP35 returned to HMRC by T®May following the year of assessment.
* P60 returned to the employee by*3Way following the year of assessment.

* The employer must record NIC deductions on P11lpass over to HMRC by the dates mentioned above.
The relevant NIC’s will be the class 1 (primary esetondary) contributions and, where relevantcthss
1A and 1B contributions on earnings, benefits aAY'IP settlements respectively.

Existing & New/Joining Employees

* The basis of the calculation for Tax is the emp&ye AYE code.

* For existing employee’s, and joining employee’'swadtP45, the tax code and the employee’s cumulative
totals are applied using tax tables/software, @eoto calculate monthly deductions. NIC deductiare
calculated at this stage but this is independetti@Employee’s tax code.

* Where an employee doesn't have a P45, a P46 isletedpn order to obtain a P45 and, hence, a tdr co
for them. In the interim, their deductions are okdted on a week 1 / month 1 basis using an emeygen
code (as long as this is their only/main employment

* Vacation work by students may allow no deductiongespect of the employment if an exemption form
P38(S) is completed.

L eaving Employees

* Where an employee leaves, details of their cunmudatitals for pay & deductions are entered on g P45
part 1 of which is given to the tax office and pdtg, 2 and 3 to the employee

TheTax Code

* The above mentioned tax code has the basic Per&oalance as its starting point (£6,035). Thisleas
increasedn lieu of additional allowances, other taxablewetions or prior over collections aneducedin
lieu of benefits receivable or prior under colleo8. A letter is added to the tax code to derfae t
employees circumstances. e.g. L (basic PA), P Falfor those aged 65-74), T (non-disclosure opeal
circumstances), K (taxable benefits or pension ededlowances) etc.
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Solution 4 (cont'd)

General & Record Keeping

* Information required to operate the PAYE systemviailable from HMRC who operate an incentive
scheme to encourage electronic returns and all@rap are now required to file end-of-year returns
electronically if they have more than 50 employees.

* Records in support of PAYE returns must be keptifdeast 3 years after the end of the relevanyeax.
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Solution 5 (a)
Q/E 30/06/08
£63,500 x 93% (W1) = £59,055

Refundable input tax = £141,000 + £59,055
= £200,055

(Non-refundable residual input tax is greater tthen‘de minimus’ limit of £625 per month, so no
further input tax is recoverable in this quarter)

Q/E 30/09/08
£50,550 x 90% (W1) = £45,495
Refundable input tax = £42,000 + £45,495

= £87,495

(once again, the ‘de minimus’ limit breached)

QIE 31/12/08
£9,755 x 90% (W1) = £8,779

Input tax not attributable to taxable supplies is;
£750 + £(9,755 - 8,779) = £1,726.

£1,726 / 3 = 575pm is less than ‘de minimus’ timi

This fact renders all input tax (£91,000 + £75047£5 = £101,525) refundable since the amount not
attributable to taxable supplies (E1,726) is aésslthan 50% of all input tax.

Q/E 31/03/09

£56,000 x 88% (W1) = £49,280

Recoverable input tax =£123,000 + £49,280
=£172,280

(the de minimus limit is breached)

QIE Refundable (£) Non-Refundable (£)
30/06/08200,055 8,148 + (63,500 - 59,05%2;593
30/09/08 87,495 3,250 + (50,550 - 45,498)305
31/12/08101,525 -
31/03/09172,280 26,000 + (56,000 - 49,280) = 32,720
561,355 53,618
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Solution 5 (cont'd)
Annually
£179,825 (£63,500 + £50,550 + £9,775 + £56,000)% 9W3) = £161,842
(Annualtotal of input tax directly attributable to taxaldupplies + attributable to
taxable supplies from above ) = £397,000 + 8461

= £558,842

(this means that thennualde minimus limit of £625 per month, or £625 x 12500 annually, is breached so
no further input tax beyond the £558,842 sum isverable)

Cumulative refundable input tax (quarter by quart£561,355

Refundable input tax on an annual basis £558,842
Thereforeoverpaymendue to HMRC £2,513

Annual Adjustment

The amount of input tax recovered under partiahgpt#on rules for each shorter period (quarterinigially,
provisional and must be reviewed at the end of &aghyear’. This is required because things likasonal
variation, for example, can affect the partial eption calculation performed on an annual basiomgarison
to the aggregate of partial exemption calculatipex$ormed each quarter during the tax year.

Where there are differences between the ‘annuldutztion and the sum of the four quarterly caltioles, by
necessity, there is an annual adjustment which brisiccounted for to HMRC and declared in the &t
account (returnafter the end of the tax year (not in the last returtheftax year).

Solution 5 (b)

Exempt Supplies (implications, from the following)
» The total value of such supplies doesn’t count tdeahe ‘rolling’ 12 month total of supplies in erd
to determine if a VAT registration required
* Input tax attributable to exempt supplies is redtindable
» Exempt supplies are outside the scope of VAT
* No VAT is added on exempt supplies

Zero Rated Supplies (implications, from the following)
* No VAT is actually added on such supplies (althongtionally added at 0%)
* Input tax attributable to such supplies is recoplera
* The value of such supplies dossunt towards the total of taxable supplies ireotd determine if a
trader is required to register for VAT.

(W1) (£1,525,000 / £1,650,000) x 100 = 93% (Rongdip)
( £735,000 / 8185) x 100 = 90% (Rounding up)
(£1,310,000 / £1,465,00) x 100 = 90% (Roundiny up
(£1,850,000 / £2,108,000) x 100 = 88% (Roundipy u

(W2) Annually £5,420,000

x 100 =@% (rounding up)
(£5,420,000 + £621,500)
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Solution 6

MARTIN
2006/07

01/02/07- 05/04/0
(2/9 x £18,900)

2007/08

9 M/E 31/10/07
01/11/07- 31/01/0¢
(3/12 x £24,219)

2008/09
Y/E 31/10/08

O/Lap Periods
01/02/07- 05/04/0"

01/11/07 - 31/01/08

NATHAN
2006/07

01/12/06- 05/04/0
(4/13 x £20,465)

2007/08
12 M/E 31/12/0
(12/13 x £20,465)

2008/09
Y/E 31/12/08

O/Lap Periods
01/01/07- 05/04/0"

(3/13 x £20,465)

Autumn 2009

4,20¢

6.055
10,255

S{Year Paper

Assessable

th
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Solution 6 (cont'd)

OLIVER
2006/07

01/07/06 - 05/04/07
(9/12 X £16,39¢

2007/08
Y/E 30/06/0°

2008/09
Y/E 30/06/08

O/L ap Periods
01/07/06 - 05/04/07

PETER

2005/06

01/02/06 - 05/04/06
(2/17 X £29,411

2006/07

Actual/Arising 06/04/0¢- 05/04/0°

(12/17 x £29,411)

2007/08
12 M/E 30/06/0
(12/17 x £29,411)

2008/09
Y/E 30/06/08

O/Lap Periods
01/07/06- 05/04/0"

(9/17 x £29,411

Autumn 2009
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