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PUBLIC FINANCE AND TAXATION 
Professional Diploma examination

Specimen examination paper

Instructions to candidates


There are six questions on this question paper.

Answer four questions in total if completing whole module:

If completing a half module only answer two in the relevant section:

Public Finance - Two question from Section A
Taxation - Two question from Section B

The questions in Section A carry a total, 50 marks
The questions in Section B carry a total of 50 marks
All workings should be shown. Where calculations are required using formulae, calculators may be used but steps in the workings must be shown.  Calculations with no evidence of this (for example, using the scientific functions of calculators) will receive no credit.  Programmable calculators are not permitted in the examinations room.

Formula sheets, Pro forma booklets, statistical tables, graph paper and cash analysis paper are available from the invigilator, where applicable.

Where a question asks for a specific format or style, such as a letter, report or layout of accounts, marks will be awarded for presentation and written communication.

SECTION A (Public Finance)

1
	The city of Landown imposed a flat rate congestion charge on 1 January 2008 for the use of its city centre road network. The city’s mayor, for whom this was a high profile policy commitment, was re-elected last year. Following his re-election, he announced a consultation process concerning a proposal to increase the charge from £5 to £8 on 1 January 2013. As part of this consultation process the mayor’s office published the following information, giving both congestion charge data and some wider contextual data. 

Year 

Congestion charge 

(£)

Revenues from charge (£000)

Inflation 

(%)

Gross domestic product growth (%)

2008

3

49,896

1.4

2.8

2009

4

68,596

3.6

3.7

2010

5

86,230

4.9

3.8

2011

5

84,200

4.7

0.3

Many commentators were surprised by the re-election of the mayor as there had been substantial opposition to his manifesto pledge to increase the congestion charge to £8.

Alongside the introduction of the congestion charge, the mayor oversaw the development of a successful public transport strategy for Landown. This has seen a significant increase in numbers of buses, the construction of a new metro line and the opening of a frequent commuter boat service on the city’s river. It is the mayor’s stated intention to continue to improve significantly Landown’s public transport and plans have been announced for a city centre tramway and the introduction of new environmentally friendly, low emission buses.



	

	
	· Requirement for question 1



	(a)
	
	Assuming that the congestion charge is the price for the private use of Landown’s city centre road network, calculate the price elasticity of demand (ped) for private city centre road use in the following periods: 

(i) 2008-2009.

(ii) 2009-2010.
	(4)

(2)

	
	
	
	

	(b)
	
	Briefly explain what your above findings mean.  
	(4)

	
	
	
	

	(c)
	
	As a member of the mayor’s office, you have been asked to work on estimates of the likely revenue to be obtained from the congestion charge, assuming that the proposed increase is implemented in 2013. You intend to use the ped figure established for 2009-2010 as the starting point for your analysis. 

Based on the above scenario, discuss the other factors you might also need to take into account in your estimation process.
	(3)

	
	
	
	

	(d)
	
	You have also been asked to contribute ideas to the mayor’s speech-writing team in support of the proposed increase. Again based upon the above scenario and your theoretical analysis of it, briefly discuss points you might contribute.
	(4)

	
	
	
	

	(e)
	
	The scenario refers to substantial opposition to the proposed increase. While this may have existed for a variety of reasons, describe the main theoretical arguments against public sector charging.
	(5)

	
	
	
	

	(f)
	
	Were the proposed increase in the congestion charge not to go ahead Landown might look to borrow funds in order to finance the proposed improvements. Explain the role played by the Public Works Loans Board (PWLB) and describe the benefits to local authorities of using the PWLB as a source of borrowing.
	(3)

	
	
	
	

	
	
	
	(25)


2

	The public sector expenditure reductions facing the UK mean that many public sector organisations will be asked to ‘do more with less’. Relevant theory suggests that there may be more forces at work requiring public sector organisations to do more than there are forces suggesting that they can do it for less. 

The underlying reasons for the need to reduce public sector expenditure are the impacts that high levels of government borrowing and debt have on the economy.  The current high levels of debt were largely incurred by the previous government as part of their attempts to stabilise the economy following the global credit crisis.



	

	
	· Requirement for question 2



	(a)
	
	Discuss four forces which are held to increase the demand for public sector provision and assess briefly their applicability to current UK public sector provision.
	(12)

	
	
	
	

	(b)
	
	Explain what is meant by the term public sector net debt and describe the relationship between it and the level of government borrowing.
	(2)

	
	
	
	

	(c)
	
	Distinguishing between automatic and discretionary stabilisation, describe the purpose and mechanics of government economic stabilisation policy.
	(11)

	
	
	
	

	
	
	
	(25)

	
	
	
	

	
	
	
	


3

	In this period of financial stringency, public sector organisations will need to ensure that they are fully accessing all sources of finance available to them. Local authorities in particular are being asked to find alternative financing sources for their activities to replace central government funding.

One source that might be subject to less severe reductions than UK government funding is European Union (EU) grant funding. 

Another policy being considered by the current government is to make available to local authorities a greater share of the revenue raised locally through taxes on local businesses.



	

	
	· Requirement for question 3



	(a)
	
	Describe different activities which would be desirable for any organisation seeking to maximise its ability to access grant funds generally. 
	(4)

	
	
	
	

	(b)
	
	Identify appropriate evaluative criteria and use them to assess the attractiveness of EU grant finance as a source of funding for a UK local authority.
	(11)

	
	
	
	

	(c)
	
	Assess how far National Non-Domestic Rates might be considered to be a local tax at present, describe previous attempts to introduce some element of localisation and discuss the advantages of returning them to a fully local tax.
	(10)

	
	
	
	

	
	
	
	(25)


SECTION B (Taxation)

4

	Caustic Breakers Ltd has always prepared accounts to 31 March each year. An extract from the company's income statement for the year to 31 March 2011 is shown below:


Notes
Turnover

4,495,000

Cost of sales

2,870,261

1

Gross profit

1,624,739

Administrative expenses

681,485

2

Distribution costs

530,872

(1,212,357)
412,382

Income from property
173,660

Operating profit

586,042

Interest receivable

8,670

3
Interest payable

(2,009)

4
Dividends received

900

5
Profit before taxation

593,603

Notes:

1
All of the expenses included in the cost of sales figure are allowable as tax deductible trading expenses.

2
Administrative expenses are as follows: 





Entertaining and gifts:

£

Gift Aid donations paid in the year

3,750

Staff  entertaining

2,660

Customer entertaining

3,800

Gifts of champagne to customers at Christmas

1,950

Bad and doubtful debts:

Trade debts written off

41,360

Trade debt recovered

(11,500)

Decrease in general provision for doubtful debts

(2,620)

Motor expenses:

Running costs of directors' motor cars 

8,970

Running costs of other motor cars

22,450

Legal and professional fees:

Audit and accountancy fees

Relating to tax appeal

119,000

8,700

Depreciation

42,500

Profit on disposal of administrative equipment/vehicle

(4,600)

Loss on disposal of Volvo car 

5,810

Amortisation of lease* (see below)

17,000

General administrative expenses (all allowable)

422,255
681,485

*The company paid a premium of £136,000 on 1 April 2010.

This was to rent a storage facility for inventory.

The premium is being written off over 8 years.

3
Interest receivable is as follows:

 £

Accrued at 31 March 2010

(420)

Received during the year

8,340

Accrued at 31 March 2011

750

8,670

4
Interest payable consists of bank overdraft interest.
5
The dividend income was received on 30th September 2010.

6
After deducting capital allowances for the year to 31 March 2010, the tax written down values of the company's plant and machinery were:

                             £

General pool

272,931

Volvo motor car

18,440

Vauxhall motor car

17,870

Transactions in plant and machinery during the year to 31 March 2011 were as follows:

(i)
A delivery van which had originally been bought for £17,850 was sold for £3,600. A new van was acquired at a cost of £18,750.

(ii)
Equipment was sold for £9,750. Most of this equipment was sold for less than original cost, but one item was sold for £150 more than original cost. New equipment was bought for £95,200.

(iii)
The Volvo motor car was sold for £19,500 and replaced with a new Audi that cost £21,000 and had an emission rating of 270g/km. 
(iv) Two motor cars were bought for £10,000 each. The emission ratings were 105g/km and 135g/km. There was no private use of either of these cars. 


The company claims maximum capital allowances on plant and machinery.



	
	· Requirement for question 4



	
	
	
	

	
	
	
	

	(a)
	
	Prepare a capital allowances computation for the year to 31 March 2011. 
	(9)

	
	
	
	

	(b)
	
	Compute the Trading profit for the year to 31 March 2011 (your computation should start with the pre-tax profit of £593,603).
	(8)

	
	
	
	

	(c)
	
	Compute the chargeable profit for the year to 31 March 2011, stating the due date of payment. 
	(3)

	
	
	
	

	(d)
	
	Explain the terms ‘tax avoidance’ and ‘tax evasion’, giving at least one example of each.
	(5)


	
	
	
	

	
	
	
	(25)


5


	The company is now considering an application to join the flat-rate scheme for small businesses. Standard-rated sales are expected to run at £14,000 per month from now on and purchases of standard-rated items (other than non-current assets) on which VAT may be reclaimed are expected to be £5,500 per month. 



	
	· Requirement for question 5



	(a)
	
	Compute the amount of VAT payable to (or repayable by) HM Revenue and Customs for the three months to 31 October 2010. 

Note - Fuel scale charge 215g/km = £454 and 220g/km = £486.
	(6)

	
	
	
	

	(b)
	
	Explain the VAT relief available in relation to the bad debts written off 
	(3)

	
	
	
	

	(c)
	
	Explain the main features of the flat-rate scheme for small businesses. Would Partisan Ltd be eligible to join this scheme? 
	(6)

	
	
	
	

	(d)
	
	There are a variety of methods of distinguishing between the different types of UK tax. Two of those methods are tax structures and tax incidence. Explain these two terms. 
	(10)

	
	
	
	(25)


6


	· Requirement for question 6



	(a)
	
	Calculate Daphne’s income tax payable for 2010/11. 
	(13)

	
	
	
	

	(b)
	
	Calculate Colin’s income tax payable for 2010/11. 
	(7)

	
	
	
	

	(c)
	
	Briefly outline the main features of the PAYE system.
	(5)

	
	
	
	

	
	
	
	(25)


	SUMMARY OF TAX DATA
	
	
	
	

	
	
	
	
	
	
	
	

	Corporation Tax
	
	
	
	
	
	

	
	
	
	
	Financial year
	Financial year
	Financial year
	

	
	
	
	
	2010
	2009
	2008
	

	Main rate
	
	
	
	28%
	28%
	28%
	

	
	
	
	
	
	
	
	

	Small profits rate
	
	
	21%
	21%
	21%
	

	   Lower limit
	
	
	£300,000
	£300,000
	£300,000
	

	   Upper limit
	
	
	£1,500,000
	£1,500,000
	£1,500,000
	

	   Marginal relief fraction
	
	7/400
	7/400
	7/400
	

	
	
	
	
	
	
	
	

	Marginal relief formula : fraction x (U-A) x N/A
	
	
	

	
	
	
	
	
	
	
	

	Capital allowances
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Writing down allowance (per annum):
	
	
	
	

	Main pool of plant and machinery
	
	
	
	20%

	Special rate pool of plant and machinery
	
	
	
	10%

	
	
	
	
	
	
	
	

	Income Tax
	
	
	
	
	
	

	
	
	
	
	
	2010/11
	
	2009/10

	Starting rate
	
	
	
	10%
	
	10%

	Basic rate 
	
	
	
	20%
	
	20%

	Higher rate 
	
	
	
	40%
	
	40%

	Additional rate
	
	
	
	50%
	
	n/a

	Starting rate limit for savings
	
	
	£2,440
	
	£2,440

	Basic rate limit
	
	
	
	£37,400
	
	£37,400

	Higher rate limit
	
	
	
	£150,000
	
	n/a

	
	
	
	
	
	
	
	

	Personal allowance:
	
	
	
	
	
	

	Age 0 to 64
	
	
	
	£6,475
	
	£6,475

	Age 65 to 74
	
	
	
	£9,490
	
	£9,490

	Age 75 or over
	
	
	
	£9,640
	
	£9,640

	
	
	
	
	
	
	
	

	Married couple's allowance :
	
	
	
	
	

	Born before 6 April 1935
	
	
	£6,965
	
	£6,965

	Minimum amount
	
	
	
	£2,670
	
	£2,670

	Income limit for age-related allowances
	
	£22,900
	
	£22,900

	
	
	
	
	
	
	
	

	Car benefit
	
	
	
	
	
	

	Emission rating
	
	
	
	Taxable percentage of list price

	0 emission cars (electric)
	
	
	
	0%
	

	75g/km or less
	
	
	
	
	5%
	

	76g/km to 120g/km 
	
	
	
	
	10%
	

	121g/km to 130 g/km
	
	
	
	
	15%
	

	Each additional 5g/km
	
	
	
	+ 1%
	

	Diesel engine
	
	
	
	
	+ 3%
	

	E85 fuel
	
	
	
	
	
	-2%
	

	Maximum charge
	
	
	
	
	35%
	

	
	
	
	
	
	
	
	

	Car Fuel Benefit 
	
	
	
	
	
	

	Figure to which appropriate percentage is
	
	
	

	applied so as to calculate car fuel benefit
	
	£18,000
	

	
	
	
	
	
	
	
	

	Official Rate of interest
	
	
	
	4%
	

	
	
	
	
	
	
	
	

	Approved mileage allowance payment
	
	
	

	
	
	
	
	
	first 10,000
	
	miles in excess of

	
	
	
	
	
	miles per year
	of 10,000

	Motor cars and vans
	
	
	
	40p
	
	25p

	Motor cycles
	
	
	
	24p
	
	24p

	Bicycles
	
	
	
	
	20p
	
	20p

	
	
	
	
	
	
	
	

	Class 1 National Insurance Contributions
	
	
	

	
	
	
	
	
	2010/11
	
	2009/10

	
	
	
	
	
	
	
	

	Primary threshold (annual)
	
	
	£5,715
	
	£5,715

	Secondary threshold (annual)
	
	
	£5,715
	
	£5,715

	Upper accruals point (annual) employees
	£40,040
	
	£40,040

	Upper earnings limit (annual) employees
	
	£43,875
	
	£43,875

	Upper earnings limit (annual) employers
	
	£40,040
	
	£40,040

	Employee contributions rates:
	
	
	
	
	

	  On earnings up to primary threshold
	
	0%
	
	0%

	  On remainder up to UEL (Not contracted out)
	11%
	
	11%

	  On remainder up to UAP (Contracted out)
	9.4%
	
	9.4%

	  On remainder up to UEL (Contracted out)
	11%
	
	11%

	  On remainder above UEL 
	
	
	1%
	
	1%

	Employer contributions rates:
	
	
	
	
	

	  On earnings up to secondary threshold
	
	0%
	
	0%

	  On remainder up to UEL (Not contracted out)
	12.8%
	
	12.8%

	  On remainder up to UEL (Contracted out)
	9.1%
	
	9.1%

	  On earnings beyond UEL
	
	
	12.8%
	
	12.8%

	
	
	
	
	
	
	
	

	Class 1A National Insurance Contributions
	
	
	

	
	
	
	
	
	2010/11
	
	2009/10

	Employer contribution rate
	
	
	12.8%
	
	12.8%

	
	
	
	
	
	
	
	

	Value Added Tax
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Standard rate 
	
	
	
	
	17.5%
	

	Standard rate (from 4 January 2011)
	
	
	20.0%
	

	Registration threshold (from 1 April 2010)
	
	£70,000
	

	Deregistration threshold (from 1 April 2010)
	
	£68,000
	

	
	
	
	
	
	
	
	


Marking Scheme for question 1

This question tests syllabus learning outcomes A2 and B1
a) i) price elasticity of demand = 

% change in quantity demanded 

% change in price 

Relevant usage/demand figures are as follows 

	
	(000)

	2008
	16,632

	2009
	17,149

	2010
	17,246


So ped 2008–09 = (17,149 – 16,632) / 16,632 x 100%

              (4 -3) / 3x 100%

= 3.1%/33.33%  = 0.09
4

ii) ped 2009–10 = (17,246 – 17,149) / 17,149 x 100%

               (5-4) / 4x 100% 

= 0.57%/25% = 0.02 
2

(6)
b) Both of the above calculations generate peds which are inelastic: this shows that in each period the private demand for city centre road use fell less than proportionately to the corresponding increase in the congestion charge.              
2
Indeed in the two periods for which calculations were done, i.e. 2008-09 and 2009-10, the ratios between the % change in usage and the % change in the charge were 0.09:1 and 0.02:1 respectively.                                                           
1

Of course ped is calculated assuming that ‘other things remain equal’. In reality this is very unlikely to have been the case and factors other than the level of the congestion charge will then have affected usage levels. 
1


(4)

c) Issues that could be taken into account include: 

· How far the size of the proposed increase (60%) might affect the value of ped. 

· The extent to which economic growth might be expected to have recovered by 2013 and the impact this might have on private demand for city centre roads. 

· The extent to which continued developments to public transport might reduce private demand for city centre roads. Since these developments have been ongoing for some time, one might argue that they were already reflected in the 2008–10 revenue / usage figures; although a city centre tramway may have a more significant effect than developments thus far.

· 

(3)

d) Points you could make are: 

· Revenue from the charge declined 2.4% in money terms 2010–11 while the charge remained unchanged.

· The real effect of that was exacerbated by inflation rates close to 5% in that period. 

· Revenue needs to be maintained for the significant planned public transport improvements. 

· The proposed public transport improvements are designed to be environmentally friendly; in the face of an inelastic private demand for city centre road use, the substantial proposed increase in the charge is environmentally justifiable in terms of its necessity to constrain demand for road use, since small increases are likely to have little impact on demand.
(4)

e) Technically it is not possible to charge for public goods; non payers or free riders cannot be excluded from benefiting from these, nor does their usage for free deplete the benefit derived by others. 

These issues lead to it being impossible to estimate demand and set and enforce a price for public goods. Although it must be said that true public goods e.g. light houses, nuclear deterrence etc typically represent a very small proportion of public sector activity. 

The main argument against public sector charging is moral i.e. it fares poorly against the criterion of equity in terms of ability to pay, particularly when compared to provision being financed out of a progressive tax system. 

In addition there is an automatic rationing effect whenever a charge is imposed which may not be in accordance with other public policy objectives such as increasing access to certain services by particular groups within society.

A final argument is the resource cost of public sector charging mechanisms; these include the cost of reviewing charges regularly and of investigating costs and demand in order to inform charge setting. 
(5)

f) The PWLB was absorbed into the Debt Management Office in 2002. It borrows from the National Loans Fund and lends on to local authorities and other designated bodies.   

It stands ready to lend up to individual authorities’ prudential borrowing limits and lends at both fixed and variable rates with rates for both fixed with reference to rates in the secondary market for government bonds.  

It thus makes available advantages of large scale, low risk borrowing to individual local authorities, which generates rates lower than would be likely to be available from private sector sources.     
 (3)

Generally marks are to be awarded on the basis of one mark per point made



 (25)

Marking Scheme for question 2

This question tests syllabus learning outcomes A1 and B1

a) The following four forces  suggest that demand for public sector provision increases over time:
· Changing demographics, especially an ageing population, which increases the demand for provision such as health and social care, which is provided and funded mainly by the public sector. For example, it has been estimated that health care for those over 65 costs on average six times more than that for those under 65. 

Along with most western societies the UK population is agein; ie over time, a higher proportion is in higher age brackets and thus this force is increasing demand for areas of UK public sector provision and is likely to continue to do so for some time. 

2 marks for discussion and 1 for assessment.

· Another strand of theory suggests that some areas of public sector provision (e.g. education) could be considered to be luxury goods i.e. goods whose demand increases more than proportionately as a country’s gross domestic product grows. 

Thus, as an economy grows, demand for these services outstrips the rate of economic growth. 

This may be a less powerful force in the current UK situation; e.g. because economic growth rates have been low in recent times and because demand for non compulsory education (e.g. university education) may be constrained by recent changes in policy concerning university fees, and the same changes in policy have reduced the impact on the public purse.

2 marks for discussion and 1 for assessment.
· A further strand of theory sees urban development as a source of increased demand for public sector provision. At some stage in their history, most countries go through a period of rapid urban development. It is argued that the resultant more congested living arrangements lead to a need for services such as police, transport infrastructure, health and social care etc, which are predominantly funded and provided by the public sector.

While the UK is a highly urbanised country and consequently displays a high demand for services such as those above, its period of rapid urbanisation is in the past so this force is not currently a strong source of increased demand for public sector provision.  

2 marks for discussion and 1 for assessment.

· The final theory of fiscal illusion suggests that voters underestimate the cost of public sector provision (e.g. because of the complexities of public sector funding arrangements and the tax system as well as the hidden nature of some taxes) and thus vote for parties offering higher levels of public expenditure than they would have done in the absence of fiscal illusion. 

While likely to be a factor in the UK situation, recent electoral success for parties which proposed more severe/rapid expenditure cuts than others and public awareness of high profile tax increases suggest this is a weaker factor than it used to be. 

2 marks for discussion and 1 for assessment. 
(12)

b)
Public sector net debt (PSND) consists of the total consolidated debt of all branches of government minus public sector short term assets. 
1

While borrowing is a flow, PSND is a stock. Any government borrowing adds to the existing stock of PSND.
1

c) The purpose of government economic stabilisation policy is to reduce the extent of fluctuation in the economic cycle. This acts to ameliorate the extent of problems which typically occur at or close to the extremities of the cycle i.e. unemployment and low economic growth in the troughs and inflation and balance of payments deficits at the peaks.    


Reducing fluctuations in economic activity also reduce uncertainty over future economic activity, which can make planning by both governments and business easier, and encourage business investment which will improve economic growth over the medium to long term.                                                            
4
Much stabilisation policy occurs automatically i.e.

· During peaks increased personal income, corporate profitability etc lead to an increase in taxation revenues; at the same time increased standards of living tend to reduce government expenditure including transfer payments. The net effect is to reduce government’s contribution to purchasing power and to depress the overall level of economic activity
2
· Conversely  during economic downturns reduced personal income, corporate profitability etc reduce the government tax take, while government expenditure, ceteris paribus, increases in the face of the increased demand for benefits and government provision associated with lower levels of economic activity. Thus government’s net contribution to purchasing power in the economy increases, and exerts an upward pressure on the level of economic activity 
3
Stabilisation policy can also have a discretionary element.  Government may choose to deliberately vary tax rates or spending in order to strengthen their stabilising effect e.g. reducing income tax rates in a downturn 
2
A recent example of this was the previous government cutting the rate of VAT from 17.5% to 15%.  Even though this had little impact on the prices many customers paid for goods and services, it still released more money into the economy by enabling businesses to either cut prices (thereby stimulating demand) or by allowing them to retain more of the purchase price which they could then spend.
1
Increases in government spending may also have a stabilising effect by keeping demand for goods and services up as well as enabling consumption to be maintained by either employing people or increasing welfare benefits by more than inflation.  The latter would have a particularly marked effect since lower income households which receive the most benefits will tend to spend any increase given to them.
1


Marks allocated to points as above up to a maximum of 11

11

(25)

Marking Scheme for question 3

This question tests syllabus learning outcomes A3 and C2

a)
Such activities would include 

· Seeking to raise the profile of such grant application work. 

· Ensuring that the activity has appropriate staff and other resources assigned to it.

· Putting in place a coherent management structure e.g. a single person responsible for the activity. 

· Engaging in appropriate scanning and networking activity to enhance knowledge of grant eligibility. 

· Applying good project management principles to the production of applications etc to ensure activity is timely.

· Ensuring an effective review of grant applications is in place in good time before their submission.

· Improving the overall quality of grant application documentation. 

· Investing in appropriate staff training. 

· Effective liaison with external audit concerning any documentation requiring external certification.

· Effective liaison with internal audit to optimise relevant systems for e.g. data generation.  
One mark per point well made such as the above to a maximum of 4 
(4)

b)

	Evaluative criterion (½ for each correct one to maximum of seven plus ½ mark for getting all seven)
	Assessment  1 for full and accurate assessment against each criterion to a maximum of seven criteria

	Financial cost - does the recipient have to repay any of the money and interest?
	While no payment of interest or repayment of principal is necessary, EU grants often require match funding.

	Flexibility of use – are there restrictions placed upon the recipient as to the use to which they may put the funds?
	Constraints exist e.g. from EU guidelines on regional policy and corresponding national strategic reference frameworks but these are relatively broad brush. Constraints for smaller recipient organisations are much more restrictive.

	Flexibility of availability – are recipients able to influence the amount they receive or their eligibility?
	Eligibility and amount fixed by externally set criteria.  Most approved projects will have specific timescales attached.

	Administrative complexity – how costly in terms of time and effort is it to access this source?
	Process of researching and assembling application plus monitoring and evaluation is onerous.

	Political attractiveness – how are other stakeholders likely to respond to the body accessing this source?
	Grant funding generally attractive especially in time of financial stringency. Some stakeholders may have political aversion to EU.

	Wider use of funding mechanism – in addition to providing the finance for the services or assets purchased does using this source help meet other objectives?
	Limited but third objective of EU regional policy will require/stimulate cross border cooperation. 

	Risk – how certain can the recipient be that they will receive any funds now or in the future?
	Risk exists initially of failure of application. Once awarded effective monitoring should minimise risk of losing funding, but the risk of clawback exists. 


(11)

c)
To a large extent, as its name implies, National Non Domestic Rates (NNDR) is not a local tax. The amounts collected from rate payers are a function of the rateable value of their property and NNDR ‘multipliers’, which are set nationally (with different multipliers set in the different countries of the UK). 
2

Local councils have been described as agents of national government, responsible for collecting NNDR which is pooled and distributed to local councils on the basis of formulae, which again vary across national governments. 
1

In more recent years two elements of localisation have been introduced 

· Business Improvement Districts – areas of a local authority where the authority can place an additional levy upon NNDR payers to fund local improvements. A majority vote in favour in terms of numbers and rateable value is required for this to occur
2
· Business Rates Supplements – these allow local authorities to impose a levy on all non–domestic rate payers, rather than only upon those within a designated BID area, although conditions include only using funds thus received on designated projects and holding a successful ballot if the supplement funds more than one third of the cost of the designated project.
3
Making business rates a wholly local tax would have the advantages of:

· giving an incentive to councils to promote local business growth since they would directly benefit in any increase in rateable values of business properties. 
1

· allowing councils to set the rate locally so as to make it more flexible and responsive to local economic conditions 
1
(10)

(25)

Marking Scheme for question 4

This question tests syllabus learning outcomes C2, D3, D4 and D5
Caustic Breakers ltd

(a)
	
	
	
	Pool
	
	Volvo
	
	Vaux
	
	Audi
	
	Total
	

	y/e 31/3/11
	
	
	
	
	
	
	
	
	
	
	

	WDV b/f
	
	
	 272,931
	
	18,440
	
	17,870
	
	
	
	
	½

	Car 135g/km
	
	  10,000
	
	
	
	
	
	
	
	
	½

	
	
	
	 282,931
	
	
	
	
	
	
	
	
	

	Disposals
	
	
	
	
	
	
	
	
	
	
	
	

	(£3,600 + 
	£9,600)
	
	  (13,200)
	
	(19,500)
	
	
	
	
	
	
	1

	
	
	269,731
	
	(1,060)
	
	
	
	
	
	
	

	Balancing charge
	
	
	
	1,060
	
	
	
	
	
	(1,060)
	1 

	Additions for AIA


	
	
	
	
	
	
	
	
	
	
	
	

	£18,750 +
	£95,200
	
	113,950
	
	
	
	
	
	
	
	
	½

	AIA
	
	
	(100,000)
	
	
	
	
	
	
	
	100,000
	1 

	
	
	
	283,681
	
	
	
	
	
	
	
	
	

	Audi 270g/km
	
	
	
	
	
	
	
	21,000
	
	
	½

	WDA 20%/10%
	
	  (56,736)
	
	
	
	
	
	(2,100)
	
	58,836
	2

	WDA restricted
	
	
	
	
	
	(3,000) 
	
	
	
	3,000
	1

	
	
	
	 226,945
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Car 100g/km
	10,000
	
	
	
	
	
	
	
	
	
	
	

	FYA 100%
	-10,000
	
	-
	
	
	
	
	
	
	
	10,000
	1

	WDV c/f
	
	
	 226,945
	
	-
	
	14,870
	
	18,900
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Total allowances
	
	
	
	
	
	
	
	
	
	170,776
	




(9)
(b)
	
	
	
	       £
	

	Pre-tax profit per accounts

Add
	
	
	593,603
	½

	
Gift Aid donations
	
	
	3,750
	½

	
Customer entertaining
	
	
	3,800
	½

	
Gifts of champagne
	
	
	1,950
	½

	
Fees relating to tax appeal
	
	
	8,700
	½

	
Depreciation 
	
	
	42,500
	½ 

	
Loss on disposal of motor car
	
	
	5,810
	½

	
Amortisation (£17,000 - (£116,960/8))
	
	
	2,380
	½

	         (£136,000 less 2% x (8-1) = £116,960
	
	
	
	1

	c/f
	
	
	662,493
	


	b/f
	
	
	662,493
	

	Less:

	
	
	
	

	 
Profit (disposal of admin equipment/van)
	4,600
	
	
	½  

	
Decrease in bad debts general provision
	2,620
	
	
	½ 

	
Income from property
	173,660
	
	
	½ 

	
Interest receivable
	8,670
	
	
	½ 

	          Dividends received
	900
	
	
	½

	
Capital allowances
	170,776
	
	361,226
	½ 

	Adjusted trading profit
	
	
	301,267
	




(8)
(c)

	
	
	
	£
	

	Trading income
	
	
	301,267
	½

	
	
	
	
	

	Income from property :
	
	
	
	

	Rental income
	
	
	173,660
	½ 

	
	
	
	
	

	Non-trading loan relationships 
	
	
	8,670
	½ 

	
	
	
	483,597
	

	Qualifying charitable donations
	
	
	     (3,750)
	½ 

	
	
	
	
	

	Taxable total profits
	
	
	479,847
	

	FII
	
	
	1,000
	1

	Augmented profit
	
	
	480,847
	




(3)
(d)
Tax avoidance is a legal way of minimising a taxpayer’s tax burden. Aside from reducing the tax liability, there are no consequences for a taxpayer. An example of tax avoidance would be investing in ISA’s.


(2)

Tax evasion is illegal and is punishable through the criminal courts. Taxpayers generally commit an act to evade taxation, such as not recording taxable income or fraudulently completing their tax return.


(3)



(25)


Marking Scheme for question 5

This question tests syllabus learning outcomes C2, F3, F4 and F8
(a)

	
	£
	
	£
	

	Output tax:
	
	
	
	

	Standard-rated supplies £41,750 x 98.5% x 17.5%
	
	
	7,197
	1

	Fuel scale charge (£454 x 7/47)
	
	
	68
	1

	
	
	
	7,265
	

	Input tax:
	
	
	
	

	Standard-rated goods £17,150 x 17.5%
	3,001
	
	
	½ 

	Standard-rated services £9,870 x 17.5%
	1,727
	
	
	½ 

	VAT on car (not wholly for business use)
	0
	
	
	1

	Car maintenance £175 x 17.5 %
	31
	
	
	½ 

	Car fuel £730 x 17.5%
	128
	
	
	½ 

	Non-current asset £14,100 x 7/47
	2,100
	
	6,987
	1

	Amount payable to HMRC
	
	
	278
	




(6)

(b)
As indicated above, the company is accountable for output VAT relating to the sale of £2,220, even though the customer never paid and the debt was then written off. However, a claim may be made for a refund of the VAT lost in relation to a bad debt so long as:

· the debt has been written off in the books of account

· at least six months have elapsed since both the date of the supply and the date that payment was due

· goods or services have been supplied for a consideration in money and the related output tax has been accounted for to HMRC

· the claim for bad debt relief is made within three years and six months from the later of the date of the supply and the date that payment was due.
2
Therefore Partisan Ltd must wait until the above-mentioned six months have elapsed and then claim a refund of the VAT lost (£2,220 x 17.5% = £388.50).
1


(3)

 (c)
The flat-rate scheme for small businesses (FRS) is available to businesses with a taxable turnover which is not expected to exceed £150,000 in the next 12 months and a company must leave the scheme if its VAT inclusive income exceeds  £225,000 (£230,000 from 4 January 2011) during any 12-month period ending on an anniversary of the date it joined the scheme. Partisan Ltd appears unlikely to satisfy these requirements.
1


Membership of the scheme allows a company to calculate its VAT liability as a flat-rate percentage of its total turnover and so avoid the need to keep detailed records of input tax and output tax. The FRS operates as follows:

(i)
Output tax is charged to customers at the normal rate for the supply. Similarly, input tax is paid to suppliers at the normal rate. However, the output tax charged to customers is not paid over to HMRC and (in general) input tax is not recoverable. 
1
(ii)
In each tax period, a flat-rate percentage is applied to the VAT-inclusive turnover for the period. The result of this calculation is the amount of VAT payable to HMRC for the period. 
1
(iii)
Input tax on the purchase of non-current assets costing at least £2,000 (including VAT) can be reclaimed in the usual way. 
1
(iv)
The applicable flat-rate percentage depends on the trade sector in which the   business operates. At the 17.5% VAT rate it ranged between 3.5% and 13% and increased to between 4% and 14.5% at the 20% VAT rate.
1

(v) The FRS scheme can be used in conjunction with the annual accounting scheme. It cannot be used in conjunction with the cash accounting scheme.
1 


(6)

(d)
Tax structures: there are three structures.

Progressive taxes: where the proportion of the tax paid increases with the income of the person paying the tax.

Regressive taxes: where the proportion of the tax paid falls as the income of the person paying the tax increases.

Proportionate taxes: where the proportion of the tax paid remains constant irrespective of the income of the person paying the tax.



2 marks per tax

Tax incidence: there are two incidences.

Formal incidence refers who is legally liable to pay the tax to HMRC

Effective incidence refers to ultimately bears the burden of the tax.  

 

2 marks per incidence


(10)
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Marking Scheme for question 6

This question tests syllabus learning outcomes E2, E3, E4, E6 and E7 

Daphne and Colin

(a)


	
	Total
	Non-savings
	Savings
	Dividends
	

	
	£
	£
	£
	£
	

	Employment income:
	
	
	
	
	

	 Salary
	38,000
	38,000
	
	
	

	 Benefits-in-kind (W1)
	38,876
	38,876
	
	
	

	Bank/BS interest (W3)
	9,625
	
	9,625
	
	

	Dividends (W4)
	11,000
	
	
	11,000
	

	
	97,501
	76,876
	9,625
	11,000
	

	Less: personal allowance (W5)
	6,475
	6,475
	
	
	½

	Taxable income
	91,026
	70,401
	9,625
	11,000
	


	Income tax due:
	£
	£
	

	Basic rate band:non-savings (+Gift aid £1,000)
	38,400 @ 20%
	7,680
	1

	Higher rate band: non-savings
	32,001 @ 40%
	12,800
	½

	                      : savings
	9,625 @ 40%
	3,850
	½

	                      : dividends
	11,000 @ 32.5%
	3,575
	½

	Tax liability
	
	27,905
	

	Less: tax credits on dividends
	
	1,100
	½

	Less: tax deducted at source on savings income
	
	1,925
	½

	Less: PAYE
	
	22,480
	½

	Tax payable
	
	2,400
	½


Workings:

 1.
Benefits-in-kind

	a) Company car
	
	
	

	List price when new
	£41,000
	
	

	Applicable percentage

15% + [(200 - 130)/5 x1%] = 29%
	x 29%
	
	1

	Assessable benefit
	£11,890
	
	

	Plus fuel benefit (£18,000 x 29%)
	£5,220
	£17,110
	1

	
	
	
	

	c) Accommodation benefit
	
	
	

	Annual value
	£6,250
	
	½

	Improvements included year following completion
	£0
	
	½

	Add: 4% x (£315,000 - £75,000)
	£9,600
	
	1

	Furniture benefit 20% x £11,750
	£2,350
	
	½

	Ancillary services:

(£1,106 + £900 + £1,560)
	£3,566
	
	1

	
	
	£21,766
	

	b) Beneficial loans
	
	
	

	Personal loan of £5,000 
	exempt
	£0
	1

	The loan is not more than £5,000 so it gives rise to no assessable benefit.
	
	
	

	Total assessable benefits-in-kind
	
	£38,876
	½


2.
Bank and Building Society interest


Paid net, so gross up to include in computation


£2,900 + £4,800 = £7,700 x 100/80 = £9,625
½
3.
Dividends


Paid net of tax credit, so gross up to include in computation


£9,900 x 100/90 = £11,000
½ 


(13)

(b)


	
	Total
	Non-savings
	Savings
	

	
	£
	£
	£
	

	Employment income
	
	
	
	

	  Salary
	23,750
	23,750
	
	½ 

	  Benefits-in-kind (W1)
	262
	262
	
	½

	Bank Interest a/c (W2)
	600
	
	600
	½ 

	Total income
	24,612
	24,012
	600
	

	Less: age allowance (W3)
	9,134
	9,134
	
	½

	Taxable income
	15,478
	14,878
	600
	


	Income tax due:
	
	£
	

	Basic rate band: non-savings
	£14,878 @ 20%
	2,976
	½

	                       : savings
	600 @ 20%
	120
	½

	Tax liability
	
	3,096
	

	Less tax deducted at source
	
	 (120)
	½

	Tax borne/payable
	
	2,976
	½

	
	
	
	


Workings:

1. 
Benefits-in-kind

	a) Mileage Allowance
	£
	£
	

	Actual allowance (11,750m x 40p)
	4,700
	
	½

	Less: Tax free allowance ([10,000m x 40p] + [1,750 x 25p])
	4,438
	
	1

	Taxable mileage allowance
	
	262
	

	Total benefits-in-kind
	
	262
	


2.
Bank interest received net so gross up to include in computation.


£480 x 100/80 = £600.

3.
Age Allowance

Total income £24,612 less gross gift aid £1,000 = £23,612.

£9,490 less ½(£23,612 - £22,900) = £9,134
1½



(7)

(c)

The main features of the PAYE system are:

Employers deduct income tax and NIC from employees direct from their wages and salaries. 

PAYE applies to all payments assessable as employment income.

Each employee is issues with a tax code by HMRC which reflects the employee’s allowances and reliefs.

Employers use tax table provided by HMRC to calculate each employee’s weekly or monthly tax and NIC contribution.

Employers are required to submit certain forms to HMRC and the employees which detail the amounts paid in gross salary, total tax and total NIC.

Other relevant comments are acceptable



1 mark per valid point to a maximum of 5



(5)
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The CIPFA Professional Qualification 
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