
Institution CIOT - CTA
Course / Session Adv Tech Owner-Managed Business Exam Mode OPEN LAPTOP + NETWORK
Extegrity Exam4 > 25.5.7.64 Section All  Page 1  of 32

__________________________________________________________________________________________

Institution   CIOT - CTA
Course   Adv Tech Owner-Managed Business

Event   NA

Exam Mode   OPEN LAPTOP + NETWORK

Exam ID   

Count(s)       Word(s)    Char(s)    Char(s) (WS)

 Section 1       1012        5223        6064       
 Section 2       1107        5628        6541       
 Section 3       863         4104        4892       
 Section 4       859         4090        4837       
 Section 5       1110        5031        6051       
 Section 6       510         2460        2946       
 Total           5461        26536       31331      
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Note 5

Kay's car qualifies for capital allowances under the main pool as the emissions are not 
more than 50g/km.

However as the proprietor an adjustment for the 25% private usage must be made on the 
allowances claimed.

Total allowances of £6,300 (£35,000 x 18%) have been claimed and 25% which is £1,575 
must be added back.  

The office equipment qualifies for 100% AIA therefore no adjustment is required for this 
cost.

Ruth's car has emmissions of over 50g/km therefore must go into the special rate pool 
rather than the main rate pool.

Writting down allowances of £4,050 (£22,500 x 18%) have been claimed however under 
the special rate pool only allowances of £1,350 (£22,500 x 6%) are allowed. An 
adjustment of £2,700 is required.

The total capital allowance adjustment required is £4,275 (£1,575 + £2,700).

As Ruth is an employee there is no capital allowance adjustment for her private usage as 
this will be taxed on Ruth as employment income through a benefit in kind and P11D 
form.

Note 6

Kay's only income is her self-employed profits.

These were £69,475 which made Kay a higher rate taxpayer.

With adjusted profits of £81,438 as calculated above Kay is still a higher rate taxpayer 
and is still entitled to her full personal allowance.

The additional trading profit adjustment is therefore subject to income tax at the higher 
rate of 40%.

Note 7

Additionally Kay is subject to class 4 national insurnace at the higher rate of 2% on her 
original trade profits.
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The additional trade profits calculated are all subject to class 4 national insurnace at the 
higher rate of 2%.

Requirement 2

The original deadline for submitting a 2022/23 tax return was 31 January 2024.

Assuming Kay's return was submitted on time she would have had one year (up to 31 
January 2025) to submit an amended tax return with the revised trade profits. Kay is out 
of time to submit an amended 2022/23 tax return.

Kay therefore needs to submit a disclosure to HMRC notifying them of the error to her 
sole trade profits and tax return. This should be done as soon as possible to minimise late 
payment interest and penalties.

Any late payment penalties which HMRC may apply to the incorrect return is calculated 
based on the potential lost revenue which is £5,024 as calculated above.

There are different categories of penalty that HMRC may charge depending on the type 
of error. These types are careless (up to 30% of lost revenue), deliberate and not 
concealed (up to 70% of lost revenue) and deliberate and concealed (up to 100% of lost 
revenue).

Kay is inexperienced in tax knowledge therefore these errors are likely to be considered 
as careless and not deliberate.

The maximum penalty HMRC could impose is therefore £1,507 (£5,024 x 30%).

However where there is an unprompted disclosure HMRC could not issue a penalty 
however this is up to HMRC's discretion. If Kay were to notify HMRC via a disclosure 
this would be an umprompted disclosure.

Any penalties imposed will need to be paid within 30 days to avoid late payment interest.

HMRC will also charge late payment interest on the lost tax revenue of £5,024 from the 
original due date of 31 January 2024.

-------------------------------------------
--------------ANSWER-3-ABOVE---------------
-------------------------------------------
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Note 1

Under the cash basis only sales where the cash has been received in the year can be 
included.

Only £48,000 was received in the year for invoices of £55,000 therefore an adjustment of 
£7,000 is required to reduce sales to the cash receipts.

Note 2

On transition from the accruals basis to the cash basis any debtor/creditor balances at the 
prior year end must be brought into the tax year under the cash basis.

The £1,125 prepaid costs are included as an expense on day one of the year to 31 March 
2025 under the cash basis.

The full insurance cost of £1,600 is also included for the year to 31 December 2025 as the 
full cost was paid before the year end.

Only £400 of this expense is currently included in the draft accounts therefore an 
adjustment of £1,200 is required to include the full £1,600 insurance cost paid in the year.

Note 3

Full tax relief for capital expenditure that would qualify for capital allowances under the 
accruals basis with the exception of cars is available under the cash basis.

The second hand van therefore qualifies for a full deduction which is already included in 
the accounts therefore no adjustment is required.

Note 4

At 31 March 2024 Farid will have a creditor balance of £4,000 relating to the 10 printed 
artworks. He has received the full £5,000 but only £1,000 worth of sales were delivered 
during the year to 31 March 2024 and hence were included under the accruals basis.

Under transition to the cash basis the remaining £4,000 will be included as sales on day 
one as the cash has already been received.

It has been assumed that this £4,000 is included as part of the £55,000 sales for the year 
to 31 March 2025.

Note 5
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loans not repaid within nine months and one day following the year end.

The original loan was made in May 2020 and therefore has not been repaid within the 
nine month and one day timeframe from 28 February 2021 accounting period.

S455 tax at 33.75% (£42,000 x 33.75% = £14,175) was paid by the company within nine 
months and one day following the accounting period.

The second implication is a taxable benefit in kind for Phil.

As Phil is paying loan interest at only 1% (which is below the official 2.25% HMRC rate) 
a taxable benefit in kind arises on Phil as he has received a cheap loan from the company.

The annual benefit in kind charge is £525 (£42,000 x 2.25% - 1%).

This is subject to income tax at the non-savings rates for Phil which is 40% as a higher 
rate taxpayer. This income tax charge is £210.

The company also will have been completing a P11D form to report the benefit to HMRC.

As the benefit is a cheap loan this cannot be payrolled by the company.

The company will have paid an annual class 1A NIC charge of £72 (£525 x 13.8%) on 
the benefit. This cost is tax deductible for the company.

Loan to Phil - waiver of loan

On the waiver of the loan the s455 paid of £14,175 will be repayable to the company.

This will be repayable nine months and one day following the accounting period in which 
the loan was written off.

As the company have a year end of 28 February it would be beneficial to waive the loan 
on 28 February 2026 rather than 31 March 2026 as this will accelerate the s455 
repayment by one year. The s455 will be repaid on 1 december 2026 if waived on 28 
February 2026.

For Phil this waive of the loan will be taxed as a dividend subject to income tax at the 
dividend rate of 33.75% as a higher rate taxpayer.

As his income is £60,000 the loan waived of £42,000 will partially restrict his personal 
allowance.
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As Phil is employed by the company this loan waived will also be subject to class 1 
primary and secondary national insurnace contributions at 2% and 13.8% respectively (as 
Phil already receives a salary of £42,000).

The total class 1 NIC payable would be £6,636 (£42,000 x 15.8%).

To avoid this class 1 NIC charge the company could issue a dividend of £42,000 to Phil 
which will clear his loan balance. This would still be subject to income tax as noted 
above.

However the company shares are currently a single class therefore issuing a dividend to 
Phil would result in equivalent dividends issued to all the other shareholders and it is 
unlikely the company will have distributable reserves for these dividends.

Alternatively the company could consider creating alphabet shares where each 
shareholder has a different class of ordinary shares which would enable the company to 
issue a dividend of £42,000 to Phil without issuing a dividend to the other shareholders.

Loan to Fiona

As the official interest rate is being charged to Fiona on the loan to her no benefit in kind 
arises.

As a close company temporary s455 tax has been paid on the loan.

The original loan was £100,000 in the year ended 28 February 2024.

Within nine months and one day following the period end (1 December 2024) £40,000 of 
the loan was repaid.

Ordinarily s455 tax would only be payable on the balance of £60,000.

However, where there has been a repayment of at least £5,000 of a loan that is not subject 
to an income tax charge and then a further loan issued of at least £5,000 anti-avoidance 
provisions are met.

Under the anti-avoidance 'bed and breakfasting' provisions where this applies the loan is 
treated as still relating to the original loan and not a repayment.

For Fiona she repaid £40,000 on 15 November 2024 and was issued with a further 
£30,000 loan on 6 December 2024 which is within 30 days of the loan repayment. Both 
amounts also exceed £5,000.
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As a result on the net loan repayment of £10,000 (£40,000 - £30,000) will be considered 
when calculating the s455 tax charge.

The s455 tax charge will be on £90,000 (£100,000 - £10,000) which is £30,375 (at 
33.75%). This was due for payment by 1 December 2024.

Any future loan repayment will be based on the £90,000 loan outstanding and s455 tax 
will be repaid after nine months and one following the tax year in which the loan was 
repaid.

If there is a partial loan repayment then the s455 repayable is calculated on a partial basis.

-------------------------------------------
--------------ANSWER-5-ABOVE---------------
-------------------------------------------
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-------------------------------------------
--------------ANSWER-6-BELOW---------------
-------------------------------------------

Answer-to-Question-_6_

Post cessation income

Steve received £10,000 which was originally written off as a bad debt and expensed in 
the tax return.

This income is therefore taxable income subject to income tax.

Where post cessation income is received the default position is that this is taxable in the 
year of receipt and subject to income tax at the non-savings rate and class 4 national 
insurance.

However where the post cessation income is received within six years following the 
permanent cessation of trade the trader can elect to treat this income as arrising in the 
final period of trade.

This bad debt was received on 25 January 2025 which is within six years following 5 
April 2024 when the trade permanently ceased.

Steve therefore can make the election if he wishes.

For Steve his total income in the final period to cessation was £30,000 and therefore he 
was a basic rate taxpayer in the 2023/24 tax year.

If Steve were to elect to tax this income in 2023/24 it woudl be subject to income tax at 
20%.

In the tax year of receipt being 2024/25 his only other income is £3,000 of private 
pension. He therefore has unused basic rate band of £9,570 (£12,570  -£3,000).

It would therefore be beneficial for Steve to not make the election and tax the receipt of 
£10,000 in 2024/25. This will utilise his remaining basic rate band and only a small 
amount of the receipt £430 (£10,000 - £9,570) will be subject to income tax at 20%.

Post cessation expenditure

Firstly consideration is required if these post cessation expenditure qualifies for tax relief.
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The debt collection fee is allowable under s97(5) ITA 2007 as the debt has now been 
received and is subject to income tax.

The legal fees are also allowable under s97(3) ITA 2007 as this is in relation to a claim to 
defend defective work carried out whilst trading.

No tax relief is allowable for the physiotherapy costs as this is not wholly and exclusively 
in relation to the purposes of the trade and it cannot be proved that this is required as a 
result of the trade.

The total allowable expenses are therefore £22,000 (£1,000 + £20,000).

Where allowable post trade expenditure has been incurred within seven years following 
the cessation of the trade this expenditure is allowable for tax relief.

Both these costs were incurred in the 2024/25 tax year which is within seven years 
following the trade cessation.

These post cessation expenses obtain tax relief by deducting the total against the total net 
income of the tax year.

When including the debt collection receipt the net income for the year is £430 as 
calculated above.

The balancing expenses of £21,570 (£22,000 - £430) can obtain tax relief against capital 
gains arising in the tax year.

During 2024/25 Steve had a capital gain of £4,250 (£15,000 - £10,750).

Despite being entitled to an annual exemption for CGT the post cessation expenditure is 
deducted before the exmeption.

The balancing expenses of £17,320 (£21,570 - £4,250) cannot obtain tax relief and are 
lost.




