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The exam was divided into section A and section B. Section A consisted of two compulsory questions worth a
total of 62 marks. In section B candidates were required to answer two of the three questions worth 19 marks
each.

It was clear that many candidates were well prepared for this exam and that the style of the paper is now
becoming familiar. The vast majority appeared to have spent an appropriate period of time on each of the four
questions and there was a general improvement in layout and structure as compared with previous sittings.
In section B, questions 4 and 5 were equally popular; question 3 was the most popular question.

General paper comments

You should pay particular attention to the following in order to maximise your chances of success in the exam in
the future.

Know your stuff
 Successful candidates are able to demonstrate sufficient, precise knowledge of the UK tax system.
 This knowledge must be up to date. Candidates sitting the exam in 2009 must familiarise themselves with

the many changes introduced by the Finance Act 2008 as summarised in the Finance Act article published
in Student Accountant magazine and on the website.

Practise questions from past exams and the Pilot Paper.

Address the requirement
 Read the requirement carefully – then read it again; it’s important.
 The requirement of each question is carefully worded in order to provide you with guidance as regards the

style and content of your answers. You should note the command words within the requirement (calculate,
explain etc), any matters which are not to be covered and the precise issues you have been asked to address.

 You should also note any guidance given in the body of the question regarding the approach you should take
when answering the question.

 Pay attention to the number of marks available – this provides you with a clear indication of the amount of
time you should spend.

Don’t provide general explanations or long introductions.
 There is no need to explain what you are going to do before you do it; just get on with it.
 Think before you write. Then write whatever is necessary to satisfy the requirement.
 Apply your knowledge to the facts by reference to the requirement.

Manage your time
 Ensure that you allow the correct amount of time for each question.

If you are resitting the exam in 2009, think about the number of additional marks you need and identify a
strategy to earn them.
 Identify those areas of the syllabus where you are weakest and work to improve your knowledge in these

areas.
 Ask yourself whether you could improve the way you manage your time in the exam and whether you

address all of the parts of all four questions.
 Make sure that you earn the professional skills marks and that you are prepared to address the ethical issues

that may be examined.
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Marks available in respect of professional skills

Marks were available for professional skills in questions 1 and 2. In order to earn these marks candidates first
had to satisfy the requirement in relation to the format of the document requested. Further marks were then
available for the clarity of the answer, including the ease with which it could be marked and the degree to which
the conclusions reached followed logically from the explanations and calculations provided.

The performance of candidates in this area was good with the majority of candidates producing well structured
documents in a style that was easy to follow.

Question 1
This question required candidates to prepare meeting notes for a manager in connection with a number of
business and personal tax issues.

Part (a) required calculations of the annual additional after tax income generated by two alternative business
expansion proposals. These calculations were made more complicated by the fact that the client’s business was
partially exempt for the purposes of VAT (value added tax). This required an approach similar to that tested in
question 2 of the Pilot paper but was only attempted by a minority of candidates. However, with the exception
of the VAT aspects, the majority of candidates made a good attempt at this part of the question and produced
clear, logical calculations which identified most of the relevant issues. One surprising but common error was to
treat the car benefit as a cost incurred by the business. In addition, a minority of candidates wasted time by
providing lengthy explanations which were not asked for.

Part (b) tested three technical areas relating to the client. The general approach in this question was good, with
well structured documents addressing the majority of the issues being prepared by many candidates.

Part (i) concerned the inheritance tax implications of a gift from an individual who may or may not have been
domiciled in the UK. Somewhat surprisingly, many candidates struggled with this. The most common error was
to focus on the domicile status of the recipient of the gift rather than the donor. There was also some discussion
of the remittance basis which had no relevance here. Stronger candidates began by stating the general rule as
regards domicile and location of assets in relation to inheritance tax and then applied the rules to the specific
facts in the question. The majority of candidates made sensible comments about the availability of double tax
relief.

Part (ii) concerned the transfer of shares to a trust. The inheritance tax aspects were handled well and the
stronger candidates also addressed the capital gains tax and income tax aspects. As always, it was important to
identify all of the issues first and then ensure that they were all addressed in the time available. Otherwise, the
only issue covered was inheritance tax and too few marks were earned.

Part (iii) concerned the extent to which it is acceptable to discuss a client’s affairs with that client’s spouse. The
majority of candidates were quite clear on the inappropriateness of such behaviour and scored well. However, a
significant minority did not attempt this part demonstrating either a lack of time management or poor knowledge
of this area of the syllabus.

Question 2
This question required a report on a group of companies dealing with three distinct areas.

The first part of the report concerned the implications of a sale of the shares in a subsidiary company or the sale
of its trade and assets. The majority of answers were well structured and logical such that many of the relevant
issues were addressed.
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Many candidates identified that the sale of the shares would be an exempt disposal due to the availability of the
substantial shareholding exemption. A number of aspects of the sale of the business was also handled well
including the profit on the goodwill and the capital allowances. The capital gain on the sale of the property was
more difficult and was not dealt with particularly well. Candidates were inclined to charge the held over gain as
a separate item rather than simply deducting it from the base cost of the building.

Credit was given for simply identifying the possibility of a degrouping charge with further credit for correct
relevant statements. There was evidence of some confusion here with candidates referring to degrouping charges
arising on a sale of assets whereas, of course, they can only arise on a sale of shares. There was similar
confusion concerning the VAT implications of the sale with a significant minority of candidates incorrectly
describing a sale of shares as a transfer of a going concern.

The second part of the report concerned VAT and the interest being charged on a loan from the parent company
to a subsidiary. Candidates needed to identify the issues, have precise knowledge of particular rules and to
express that knowledge briefly as per the instructions in the tax manager’s e-mail.

The majority of candidates identified the need to charge a market rate of interest under the transfer pricing rules.
However, the performance in respect of VAT was not as good. This was due in part to a lack of knowledge but
also to candidates writing too much and not giving themselves time to think. Weaker candidates provided
detailed, but irrelevant, explanations of the advantages and disadvantages of VAT groups. There was also a
significant minority who thought, incorrectly, that exports outside the European Union are exempt as opposed to
being zero rated.

The final part of the report required candidates to consider the dates on which corporation tax would be payable
by the group companies. This was not a difficult requirement, as most candidates will have a good knowledge of
the rules. However, many candidates failed to maximise their marks because they wrote about the general rules
concerning payment dates and failed to take a logical approach that addressed the specifics of the companies in
the question. Candidates who thought about the circumstances surrounding the group identified the fact that the
change in the number of associated companies would change the rate of tax paid by some of the companies and
that this would, in turn, affect the date on which the corporation tax would be payable.

Question 3
This question concerned capital gains tax and inheritance tax and was the most popular of the Section B
questions. It was in two parts.

Part (a) required calculations of the after tax sales proceeds on the sale of a painting and some shares. Almost
all candidates scored high marks for this part. However, a significant minority merely calculated tax liabilities
and not the after tax proceeds. This was important as the sale of the shares resulted in a loss such that, before
taking account of the relief available in respect of the loss, the after tax sales proceeds was simply the proceeds
and not zero as many candidates wrote.

There was also a common technical error in the answers to this question in that many candidates incorrectly
treated the rights issue shares as a separate identifiable acquisition rather than as part of the original purchase.
The ability to offset the loss on the shares against income was a tricky point that was missed by the majority of
candidates.

Part (b) required candidates to consider the inheritance tax position of an unmarried couple with unequal estates.
This part of the question was done well by the majority of those who attempted it and there was clearly a good
knowledge of the subject. However, many candidates would have scored more marks if they had slowed down,
written less and thought more. For example, it was relatively common for candidates to omit any reference to
business property relief even though they were probably well aware of the existence of the relief.
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The candidates who did best worked their way through the question logically and addressed specifics. They
considered what would happen on the death of Ernest followed by the death of Georgina and then what would
happen if the deaths occurred the other way around. They then explained, in a clear and succinct manner, the
need to transfer assets to Georgina.

Question 4
This question concerned James who, on being made redundant by Quark Ltd, intended to form a new company,
Proton Ltd, through which he would provide services to Quark Ltd and other companies. The question was in
three parts.

Part (a) required candidates to identify the income tax, national insurance contribution and capital gains tax
implications of the withdrawal and subsequent sale of shares obtained via a share incentive plan and the receipt
of a redundancy payment and a payment in lieu of notice. On the whole, candidates had a better knowledge of
redundancy payments than they did of share incentive plans. However, candidates with less than perfect
knowledge were still able to do well provided they kept going and addressed every aspect of the question.
Weaker candidates wasted time by either writing too much or preparing unnecessary calculations of tax liabilities.
Part (b) required calculations of the effect on James’ annual income, after deduction of all taxes, of working for
Proton Ltd, a personal services company per the question, rather than Quark Ltd. The model answer shows how
the difference between working for Proton Ltd as opposed to Quark Ltd can be calculated in one step but full
marks were available to candidates who prepared separate calculations of the two situations and then found the
difference between them. Those candidates who had memorised the proforma used to calculate the deemed
employment payment from a personal services company were able to score well. Weaker candidates either did
not know the proforma or failed to take sufficient time in order to understand the scenario and thus produced
irrelevant corporation tax computations or incorrect income tax computations.

The final part of the question required three examples of contractual arrangements that would indicate that the
relationships between Proton Ltd and its customers would not amount to an employer/employee relationship had
they been between James and the customers. Candidates had a good knowledge of the features that distinguish
an employer/employee relationship from other relationships where services are provided. However, many did not
score as well as they could because they referred to the general situation, for example the bearing of financial
risk, rather than specific contractual arrangements.

Question 5
This question was in two parts and concerned the capital gains tax and income tax position of a man, Boson,
returning to the UK after having lived overseas for a number of years.

Part (a) required candidates to advise Boson on his liability to capital gains tax by reference to his residence and
ordinary residence position. Candidates needed to be methodical here and begin by pointing out that someone
who is neither resident nor ordinarily resident is not subject to capital gains tax on investments. It was then
necessary to relate this rule to Boson and to consider the applicability of the temporary non-resident rules. It was
important that candidates clearly addressed the specific assets in the question (the shares and the house) rather
than making general comments that could apply to anyone.

This part of the question was done reasonably well despite being quite tricky. The majority of candidates were
aware of the temporary non-resident rules and some good attempts were made to apply them. Two significant
errors, which were relatively common, were to think that the relevant period for the temporary non-resident rules
is five years as opposed to five tax years and to suggest that the remittance basis was also relevant to Boson.
Candidates sitting the exam in the future should read my article on the international aspects of personal taxation
and ensure that they are confident of the detail of the rules and the situations in which the remittance basis
applies.
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Part (b) concerned the taxation of investment income and was in three parts.

The first part required a calculation of rental income in respect of a house situated overseas after deduction of all
taxes. This was a straightforward calculation of income less income tax liability, incorporating double tax relief,
and was done well. Candidates who identified the remainder of the basic rate band after taking account of the
salary and the personal allowance were more likely to calculate the tax on the rental income (as opposed to the
tax on all of the individual’s income) and were thus in a better position to satisfy the requirement correctly.
Part (ii) required a calculation of dividend income after deduction of all taxes. Again, this was a straightforward
task, but many candidates let themselves down by failing to address the basics of the UK tax system. In
particular, the dividend was often not grossed up and the tax credit was often omitted. Many candidates seem to
find it difficult to apply their basic knowledge when dealing with a single element of income as opposed to a full
income tax computation. When reviewing the model answer you should note that those candidates who
calculated the remainder of the basic rate tax band in part (i) were in a position to use that information to
calculate the tax on the dividends in this part.

Part (iii) required candidates to use the 25% effective rate of tax on dividends (for a higher rate taxpayer) in order
to calculate the amount by which the rate of return on a portfolio of shares could fall before the after tax income
generated would cease to exceed the return from renting out the overseas house. This was a commercial,
practical problem but was quite tricky and was not done well.


