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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       343         1782        2068       
 Section 2       594         2799        3345       
 Section 3       408         1869        2185       
 Section 4       384         1785        2134       
 Section 5       564         2426        3282       
 Section 6       143         703         833        
 Total           2436        11364       13847      
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-------------------------------------------
--------------ANSWER-5-BELOW---------------
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Answer-to-Question-_5_

A company is close if it meets the following conditions:

Condition A:

     -   5 or fewer participators OR
     -   Participators who are directors

Condition B:

    -    5 or fewer participators, or participators who are directors, together, possess or are 
entitled to acqurie:
      - such rights in the event of winding up a company 

Frankscape LTD have 6 directors and 1 senior manager. 

Max         1,200     12%
John        1,000     10%
Martha      750       7.5%
Karen       700       7%
Sarah       650       6.5%
Sarah       600       6%
Phil        55        5.5%

Companies do not need to be considered as its unconnected. 

We need to consider if any of these indivudal can control the company, indivudally or 
together as associates. 

Jenny and Max are not connected even though they live together. 

Max and Phil are connected as they related. Whilst Phil is not a director he attends all the 
strategic meetings and plays an active role in the key decisions of the compnay therefore 
he is considered as a director even though thats not his title. 

Max and Phill together have 17.5% . As They together have under 20% of the share 
capital. Phill is not classed as a participator. 
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that leaves 6 directors, none of the remaining 6 directors have control individually or 
together and therefore the company has 5 or fewer particiaptors and is a close company.

Part 2)

Loan to Phil

As Phil is not a director or participator the loan to him will be a taxable benefit and will 
need to be reported on a P11d by 6th July. 

As Frankscape LTD is not charging interest at HMRCs offical rates the benefit the benefit 
in kind will be the difference between HMRCs offical rate and the interest charged and 
Class 1a NI will be due by the company.

The benefit in kidn is as follows:

Balanace at the begining of the year    £42,000
Balance at the end of the year          £42,000
                                        £84,000/2 = £42,000 x 2.25% = 945
interest charged                                    £42,000 x 1%    = (420)
Benefit in kind                                                     = 525 
                                                                    x 13.8% = 72

Phill will also pay income tax on the value of the benefit in kind. As he is a higher rate 
tax payer, this will be at 40%.

When the loan is wavied this will be classed as a dividend in specie and Phil will need to 
pay income tax on the full amount dischaged as employment income. 

Fiona

As Fiona is a director, this will be a loan to a director and subject to S.455.

As the company is charging interest to fiona at HMRCs offical rates, there will be no 
benefit in kind.

As the company relent to Fiona with 30days of her repaying the some of the loan and the 
additional loan is move than £5k. The repayment is matched the later loan under the anti-
avoidance provisions to stop bed and breakfasting.
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Therefore the outstanding loan is £90,000 and as this has not been paid within 9 months 
of the year end, S.455 tax at 33.75% will be due on this loan and will need to be paid by 
the company within 9 months and 1 day of the year end (1st December) 

Once the loan as been fully repaid by Fiona, the company can then reclaim any S.455 tax 
paid. They will be able to do this after the deadline of the tax due in which period that the 
loan was repaid.
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