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Indirect tax

Section 1

This section is about applying your knowledge of VAT and using reference material to make recommendations or decisions.

Task 1.1

(a)
You have the following information about the taxable supplies of 4 businesses. For each of them, indicate whether they need to register for VAT immediately, or monitor turnover and register later. Tick ONE box on EACH line.

	
	
	Register now
(
	Monitor and register later
(

	A
	A new business with an expected turnover of £6000 per month for the next 12 months.
	
	

	B
	An existing business with a total turnover of £66000 for the last 11 months. Sales for the next 30 days are not yet known.
	
	

	C
	An existing business with a total turnover of £6000 per month for the last 12 months.
	
	


(b)
Choose ONE reason why a business making taxable supplies might choose to register for VAT voluntarily.

A
Preparation of VAT returns would be optional.
B
Customers would benefit by being able to claim back input VAT.
C
The business would benefit by being able to claim back input VAT.
Task 1.2

(a)
A sales invoice for taxable supplies is being processed. What will be the effect on VAT? Choose ONE answer.
A
Input tax will increase.

B
Input tax will decrease.

C
Output tax will increase.

D
Output tax will decrease.

(b)
A business supplies goods that are a mixture of standard-rated and zero-rated. Which of the following statements is true? Choose ONE answer.

A
All of the input VAT can be reclaimed.

B
None of the input VAT can be reclaimed.

C
All of the input VAT can be reclaimed providing certain (de minimus) conditions are met.

D
Some of the input VAT can be reclaimed, in proportion to the different types of supply.

(c)
A business raises a pro forma invoice and receives a payment in advance of making a supply. The pro forma invoice was dated 3 March X0. The payment was received on 10 March X0. The goods were supplied on 14 March X0 and the VAT invoice was raised on 17 March X0. What is the tax point? Choose ONE answer.

A
3 March X0

B
10 March X0

C
14 March X0

D
17 March X0

Task 1.3

A retail business that receives most of its sales in cash and buys most of its purchases on credit has an estimated turnover for the next 12 months of £760000.

(a)
What is the turnover limit for eligibility to join the cash accounting scheme? Choose ONE answer.

A
Estimated turnover in the next 12 months not more than £1350000.
B
Estimated turnover in the next 12 months not more than £1600000.
(b)
Is the business eligible to join the cash accounting scheme? Choose ONE answer.

A
Yes

B
No

(c)
Would the cash accounting scheme improve the cash flow of this business? Choose ONE answer.

A
Yes, because they would be able to reclaim input VAT earlier.
B
Yes, because they would pay output VAT later.
C
No, because they would reclaim input VAT later.
D
No, because they would pay output VAT earlier.
Task 1.4

(a)
You have the following extract from a manufacturing business’s cash payments during the last month. Select either Yes or No in the right-hand box to show whether the input VAT can be reclaimed on the next VAT return. 

	Description
	£ net
	£ VAT
	£ Total
	Reclaim input VAT?

	Office supplies
	150.00
	26.25
	176.25
	Yes / No

	Purchase of company car
	9500.00
	1662.50
	11162.50
	Yes / No

	Computer
	450.00
	78.75
	528.75
	Yes / No

	Business entertainment
	130.00
	22.75
	152.75
	Yes / No


(b)
You discover that a purchase invoice has been entered in a business’s records twice and so the VAT has been reclaimed twice for the quarter ended 31 December X0. The amount of VAT is £185.90 and you are about to prepare the VAT return for the quarter ended 31 March X1. The Box 6 figure on the last VAT return was £180000. What action should you take? Choose ONE answer.
A
Ignore the error as it is less than 1% of the Box 6 figure for the quarter ended 31 December X0.
B
Add £185.90 to the Box 4 figure for the VAT return for the quarter ended 31 March X1.
C
Deduct £185.90 from the Box 4 figure for the VAT return for the quarter ended 31 March X1.
D
Obtain and complete form VAT 652 “Notification of Errors in VAT Returns”.
Task 1.5

(a) 
A business makes a taxable supply at the standard rate of 17.5%. The value of the supply is £800. A trade discount of 15% is applied and a settlement discount of 1.5% is offered. What is the correct amount of VAT to be shown on the invoice? Choose ONE answer.

A
£117.21

B
£119.00

C
£137.90

D
£140.00

(b)
You have received a supplier credit note. What effect will this have on the amount of VAT due to HMRC? Choose ONE answer.

A
The amount payable will increase.
B
The amount payable will decrease.
Section 2 – Preparing a VAT return and communicating VAT information

Task 2.1

This task is about completing a VAT return.

The following accounts have been extracted from a company’s ledgers:

Sales: UK

	Date
	
	Dr £
	Cr £

	31/01/X0
	Sales day-book
	
	201000.00

	28/02/X0
	Sales day-book
	
	250000.00

	31/03/X0
	Sales day-book
	
	210000.00


Sales: Export EC

	Date
	
	Dr £
	Cr £

	31/01/X0
	Sales day-book
	
	30100.00

	28/02/X0
	Sales day-book
	
	16000.00

	31/03/X0
	Sales day-book
	
	18000.00


Sales: Export non-EC

	Date
	
	Dr £
	Cr £

	31/01/X0
	Sales day-book
	
	12500.00

	28/02/X0
	Sales day-book
	
	8600.00

	31/03/X0
	Sales day-book
	
	13000.00


Purchases: UK

	Date
	
	Dr £
	Cr £

	31/01/X0
	Purchases day-book
	
	91500.00

	28/02/X0
	Purchases day-book
	
	127750.00

	31/03/X0
	Purchases day-book
	
	103750.00


VAT: Output tax

	Date
	
	Dr £
	Cr £

	31/01/X0
	Sales day-book
	
	35175.00

	28/02/X0
	Sales day-book
	
	43750.00

	31/03/X0
	Sales day-book
	
	36750.00


VAT: Input tax

	Date
	
	Dr £
	Cr £

	31/01/X0
	Purchases day-book
	
	16012.50

	28/02/X0
	Purchases day-book
	
	22356.25

	31/03/X0
	Purchases day-book
	
	18156.25


· Bad debt relief on a sales invoice for £9400 including VAT is to be claimed in this quarter.

· VAT returns are completed quarterly.

· VAT payable or receivable is settled by electronic bank transfer.

· Today’s date is 15/04/X0.
Note: variants on this task may include other appropriate general ledger accounts and entries.

(a)
Calculate and insert the figure to be reclaimed for bad debt relief.

	£
	


(b)
Complete boxes 1 to 9 of the VAT return for the quarter ended 31 March X0.

	VAT due in this period on sales and other outputs
(Box 1)
	

	
	

	VAT due in this period on acquisitions from other EC Member States

(Box 2)
	

	
	

	Total VAT due (the sum of boxes 1 and 2)
(Box 3)
	

	
	

	VAT reclaimed in the period on purchases and other inputs, including acquisitions from the EC
(Box 4)
	

	
	

	Net VAT to be paid to HM Revenue & Customs or reclaimed by you (Difference between boxes 3 and 4)
(Box 5)
	

	
	

	Total value of sales and all other outputs excluding any VAT. Include your box 8 figure
(Box 6)
	

	
	Whole pounds only

	Total value of purchases and all other inputs excluding any VAT. Include your box 9 figure
(Box 7)
	

	
	Whole pounds only

	Total value of all supplies of goods and related costs, excluding any VAT, to other EC Member States
(Box 8)
	

	
	Whole pounds only

	Total value of all acquisitions of goods and related costs, excluding any VAT, from other EC Member States
(Box 9)
	

	
	Whole pounds only


(c)
Complete the following email to the financial accountant advising her of the amount of VAT that will be paid or received and the date due.

To:
(                     )
From:
(                     )
Date:
(                     )
Subject:

Please be advised that I have just completed the VAT return for the quarter ended (                     ). The amount of VAT (payable/receivable) will be £(                     ).

This will be (paid electronically by                   ) / (received directly into our bank account)

Kind regards
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