
[image: A blue logo with a white background

AI-generated content may be incorrect.]

November 2025 Examination
PAPER 2
Business Taxation
Suggested Answers
Candidates will be given credit for relevant points not on the mark scheme.



1. Lotte
1) Calculation of taxable trade loss



 	



	
	
	      £
	

	Loss per the accounts
	
	(23,850)
	

	Add back
	
	
	

	Depreciation (non-finance lease)
	(16,000 – 4,000)
	12,000
	1

	Service for self (at cost)
	
	750
	½

	Legal costs re new lease
	
	1,500
	½

	Rent paid
	1/3 x 15,450
	5,150
	½

	Finance lease interest
	No adjustment
	-
	½

	Capital allowances:
	
	
	

	Workshop equipment
	(not including van)
	(53,900)
	1

	Trading loss
	
	(58,350)
	

	
	
	
	(4)








2)	As the loss is in one of the first four years of trading, Lotte should use opening year loss relief (½) to claim relief for her losses as soon as possible ie against the three years preceding the loss on a FIFO basis. The loss is first set against her salary for 2020/21 (1). The balance of the loss will then be set against her income for 2021/22 (½). 
The loss relief in 2020/21 will be restricted to £50,000 as this is greater than 25% of her income of £54,000 (12 x £4,500) (1).
										(3)
3)	Lotte – Class 4 National Insurance contributions 
	
	
	2024/25
	2025/26
	

	
	
	   £
	£
	

	Trade profits
	
	25,000
	65,000
	

	
	
	
	
	

	Loss 2023/24
	(58,000)
	
	
	

	· 2024/25
	25,000
	(25,000)
	
	1

	· 2025/26
	33,000
	
	(33,000)
	1

	Profits for National Insurance purposes
	
	nil
	32,000
	

	
	
	
	
	

	Class 4 National Insurance
	(32,000 – 12,570) x 6%
	
	£1,166
	1

	
	
	
	
	(3)


Tutorial note: if no loss relief was applied then candidates can gain the 1 mark for calculation of NIC based on own figures plus ½ for correctly calculating an amount at 2%.
4)	Lotte should have filed her 2023/24 tax return by 31 January 2025 (½).  She will have received a penalty for late filing of £100 immediately (½). She may have also received daily penalties up to £900 in total as the return is more than three months late (½). There will be a penalty of £300 (½) as she has not filed the return within six months (½) and this is higher than the tax liability for the year (½).              										  (3)

5)  The letter will help to manage Lotte’s expectations (½). It should set out the basis on which fees should be charged (½) and the scope of the work to be done (½). The engagement letter provides protection to your firm should there be a dispute (½). Lotte should be issued with an engagement letter as soon as instructions are accepted (½). Lotte should be asked for formal agreement (½). The letter should be kept under review in case of changes in the engagement (½).
(max 3)
Total (16)
2. Antoni
1) VAT on cessation
Antoni will be required (½) to deregister from VAT on cessation. He will have to notify HMRC by 30 January 2025 ie 30 days after cessation on 31 December 2024 (½ for either date). The registration takes effect from 31 December 2024 (½).
He will prepare a final VAT Return for the period from 1 December 2024 to 31 December 2024 (½).
Final VAT due
	
	
	£
	

	Output tax
	20% x 56,000
	11,200
	½

	Deemed output VAT
	1/6 x 12,600
	2,100
	1

	Input tax
	
	
	

	Zero rated purchases
	0% x 25,000
	-
	

	Standard rated purchases
	20% x 8,900
	(1,780)
	½

	VAT due
	
	11,520
	


(4)
2)	Sale of building
The sale of the restaurant building qualifies as a material disposal (½) for business asset disposal relief. The building was owned for more than two years (½) prior to cessation (½) and has been sold within three years of cessation (½).
The loss on the fittings cannot be set against the gain as capital allowances have been claimed (1)
	
	£
	£
	

	Sales proceeds
	
	450,000
	

	Original cost
	175,000
	
	½

	Alterations
	80,000
	(255,000)
	½

	Gross gain
	
	195,000
	



	
	Gains eligible for BADR
	Gains not eligible for BADR
	

	
	£
	£
	

	Restaurant/offices
	97,500
	97,500
	1

	Annual exempt amount
	
	(3,000)
	½

	Loss 
	
	(12,000)
	1

	Taxable gains
	97,500
	82,500
	

	
	
	
	

	CGT:
	
	
	

	97,500 x 10%
	
	9,750
	½

	82,500 x 20%
	
	16,500
	1

	Total
	
	26,250
	



	(credit will be given for using rates of 18%/24% in accordance with Finance Act 2025.)
(8)
3) Payments on account
	Antoni will be liable to make a balancing payment of £1,200 in respect of his Income Tax and Class 4 National Insurance liability (½). He will also have to pay his Capital Gains Tax liability of £26,250 (½). Both payments will be due on 31 January 2026 (½).
	He will also be liable to payments on account (½) for 2025/26 of £3,900 (½) due on 31 January 2026 and 31 July 2026 (½). However, he can make a claim to reduce the payments, as he is now taxed under PAYE (½).								
	Max (3)
4)	Post-cessation expenses
	Antoni will be entitled to relief for the claim (½) and for any legal costs (½) as they both qualify as post-cessation expenses, provided they are incurred before 31 December 2031 (½). (or seven years after the date of cessation).
	The expenses would be set against Antoni’s net income for the tax year in which they were paid (½). A claim must be made (½) within one year of 31 January following the tax year of the payment (½). 
	(Credit will be given for other comments which are relevant to the scenario).		
	Max (3)
Total (18)
3.	Yanek
1) Transition to cash basis
Yanek will be taxed in 2024/25 on the cash basis as he has not made an election to continue to use the accruals basis (½). He will be taxed on income received less allowable payments (½). The balance on the general pool will be deducted from the net amount (½), but capital allowances will need to be calculated for the car (½). He will not be able to make any further claims for structures and buildings allowance whilst on the cash basis (½) but must add back all SBAs previously claimed when he sells the building (½). He can start to claim SBAs again if he returns to the accruals basis (½). 
His taxable trading profits will be as follows:	
	
	
	£
	

	Net income
	(85,600 – 27,900)
	57,700
	½

	Less
	
	
	

	Balance on general pool
	
	(7,300)
	½

	Capital allowances
	
	(438)
	1

	No SBA
	
	-
	½

	
	
	
	

	Taxable trading profits
	
	£49,962
	







Working

	
	Pool for car
	Private use (50%)
	Allowances

	
	£
	£
	£

	Balance b/f
	14,600
	
	

	WDA – 6%
	(876)
	438
	438

	WDV c/f
	13,724
	
	

	
	
	
	(438)






		Max	(5)
2) Change of car
Yanek has two options:
1) Claim capital allowances (½) and the running costs (½) for the car, restricted for private use (½), or
2) Claim a mileage allowance for the business miles covered (½).
	Capital allowances and running costs
	
	
	Private use (50%)
	Allowance available
	

	
	
	£
	£
	£
	

	Cost of car
	
	35,000
	
	
	

	Estimated disposal proceeds
	
	(20,000)
	
	
	

	Capital allowances
	
	15,000
	7,500
	7,500
	1

	
	
	
	
	
	

	Annual running costs
	8,000 x 3
	24,000
	12,000
	12,000
	½

	
	
	
	
	19,500
	

	
	
	
	
	
	

	Mileage allowance
	
	
	
	£
	

	45p x 10,000 miles pa
	30,000 x 0.45
	
	
	13,500
	½

	25p x 2,000 miles pa
	6,000 x 0.25
	
	
	1,500
	½

	
	
	
	
	15,000
	

	
	
	
	
	
	





Based on the estimates, it is more beneficial for Yanek to claim capital allowances and running costs (½). (Credit given for any supported conclusion).
(5)
3)   Gift of outbuilding
	
	
	£
	

	Sales value
	(market value)
	250,000
	½

	Cost
	
	(95,000)
	½

	
	
	155,000
	

	Gift relief
	s.165
	(120,000)
	½

	
	
	
	

	Chargeable gain
	130,000 – 95,000
	35,000
	1

	
	
	
	

	Annual exempt amount
	
	(3,000)
	½

	Taxable gain
	
	32,000
	

	
	
	
	

	Tax 
	
	
	

	10%
	(37,700 – 30,000) x 10%
	770
	½

	20%
	(32,000 – 7,700) x 20%
	4,860
	½

	
	
	
	

	Tax due
	
	5,630
	


(credit will be given for using 18%/24% in accordance with Finance Act 2025)
	Yanek base cost
	£
	

	
	
	

	Market value
	250,000
	½

	Less gift relief
	(120,000)
	½

	
	
	

	Base cost
	130,000
	







(5)	
Total (15)
4. 
1)  
Corporation Tax Computation for the year ended 31 March 2025
	
	£
	

	Trading profits (W1)
	150,784
	

	Property income (W3)
	19,000
	

	Less qualifying charitable donations vs total profits
	(500)
	(1/2)

	Less NTLR deficit (interest on workshop loan) vs any profits
	(1,200)
	(1)

	Taxable total profits
	168,084
	



Corporation Tax:
	
	£
	

	Taxable total profits
	168,084
	

	Dividend income
	8,300
	

	Augmented profits
	176,384
	(1/2)

	
	
	

	
	
	

	£168,084 @ 25%
	42,021
	(1/2)

	Less Marginal relief
	
	

	3/200 (1/2) × (250,000 – 176,384) (1/2) × 168,084/176,384 (1/2)
	(1,052)
	

	
	£40,969
	



Workings
W1 Trading profits 
	
	£
	

	Accounting profits
	125,680
	

	Less:
	
	

	Rental income
	(24,000)
	(1/2)

	Dividend income
	(8,300)
	(1/2)

	Add back:
	
	

	Directors’ bonuses
	0
	(1/2)*

	Pension contributions
	9,000
	(1/2)

	Building insurance costs re rented building 10% × £50,000
	5,000
	(1/2)

	Depreciation
	18,500
	(1/2)

	Replacement part for a broken machine
	0
	(1/2)*

	Loss on disposal of a cutting machine
	4,000
	(1/2)

	Donation to charity
	500
	(1/2)

	Health and Safety costs - fine
	15,000
	(1/2)

	Health and Safety costs - training
	0
	(1/2)*

	Client entertaining costs
	300
	(1/2)

	Staff entertaining costs
	0
	(1/2)*

	Overdraft interest
	0
	(1/2)*

	Interest on workshop loan
	1,200
	(1/2)

	Plus balancing charge on disposal of machine
	6,000
	(1)

	Less capital allowances (W2)
	   (2,096)
	(1/2)

	
	150,784
	



*Credit given for items which do not require adjustment, if omitted from a completed calculation.


W2 Capital allowances
	
	General pool
	Special rate pool
	Allowances
	

	
	£
	£
	£
	

	TWDV
	7,200
	800
	
	

	WDA @ 18%
	(1,296)
	
	1,296
	(1/2)

	WDA small balance write off
	
	(800)
	800
	(1/2)

	
	5,904
	0
	2,096
	



W3 Property income
	
	£
	

	Rental income
	24,000
	(1/2)

	Less building insurance costs
	(5,000)
	(1/2)

	Property income
	19,000
	


(15 marks)
2)
Enquiry and discovery assessment
The return for the year ended 31 March 2024 was due by 31 March 2025 (1/2) as this is the later of 12 months after the end of the period of account and three months from the receipt of the notice to file (1/2).
As the return was filed late, HMRC can open an enquiry up to 12 months from the quarter date following the actual filing date (1/2) ie by 30 April 2026 (1/2).
HMRC can raise a discovery assessment to make good a loss of tax (1/2) if an amount which ought to have been assessed has not (1/2) if an assessment is insufficient (1/2) or if relief given is excessive (1/2).
The loss of tax must have been brought about carelessly or deliberately (1/2) or the HMRC officer could not have been reasonably expected, from the information available by the enquiry deadline, to be aware of the situation giving rise to the loss of tax (1/2).
(maximum 4 marks)
Total 19 marks


5.
1)
Investors’ relief
Mackiem Ltd is a trading company (1/2).
The gain is within Liam’s lifetime limit of £10 million for investors’ relief (1/2).
The shares were issued on or after 17 March 2016 (1/2) and were held continuously for at least three years (1/2).
Liam has not been a director or employee of Mackiem Ltd (1/2).
Liam’s shares were new ordinary shares (1/2) which he subscribed for, for cash (1/2). The company was not listed at the time the shares were issued (1/2).
The claim must be made by 31 January 2027 so Liam is within the time limit for making the claim (1/2).
(maximum 4 marks)
2)
Chargeable gain on sale of land
	
	£
	

	Proceeds
	73,000
	

	Less disposal costs
	(5,000)
	(1/2)

	Less cost:
	
	

	(£95,000 + £3,000) (1/2) × £73,000 (1/2) /(£73,000 + 240,000) (1/2)
	(22,856)
	

	Less indexation allowance:
	
	

	£22,856 × 0.361 (1/2)  (278.1 – 204.4)/204.4 (1/2)
	(8,251)
	

	Gain
	36,893
	


(3 marks)
3)
Quarterly Instalment due dates and amounts
	Due dates
	£
	£

	
	
	

	14 July 2024 (1/2)
	£300,000 × 3/8 (1/2)
	112,500

	14 October 2024 (1/2)
	£300,000 × 3/8 (1/2)
	112,500

	14 December 2024 (1/2)
	£300,000 × 2/8 (1/2)
	75,000


(3 marks)
4)
Follow-through credit given for candidates own answers from part 3)
First instalment, amount underpaid = £112,500 - £70,000 = £42,500 (1/2)
Second instalment:
Cumulative amount paid = £70,000 + £160,000 = £230,000 (1/2)
Cumulative amount due = 2 × £112,500 = £225,000 (1/2)
Amount overpaid = £230,000 - £225,000 = £5,000 (1/2)

14 July 2024 – 13 October 2024	Interest payable of £42,500 × 6.25% (1/2) × 3/12 (1/2) = £664
14 October 2024 – 13 December 2024	Interest receivable of £5,000 × 5% (1/2) × 2/12 (1/2) = £42

The interest payable is deductible from non-trading loan relationship income (1/2).
The interest receivable is taxable as non-trading loan relationship income (1/2).
(5 marks)
[bookmark: _Hlk156990019]Total 15 marks

6.
1)
Partnership profit allocation
	
	Total
	Arika
	Bindi
	

	
	£
	£
	£
	

	Y/e 30 June 2024
	120,000
	
	
	

	1:1
	
	60,000
	60,000
	(1/2)

	
	
	
	
	

	Y/e 30 June 2025
	
	
	
	

	1 July 2024 – 30 Sept 2024
	
	
	
	

	3/12 × 100,000
	25,000
	
	
	(1/2) both apportionments

	1:1
	
	12,500
	12,500
	(1/2)

	
	
	
	
	

	1 Oct 2024 – 30 June 2025
	
	
	
	

	9/12 × 100,000
	75,000
	
	
	

	Salary 10,000 (1/2) × 9/12 (1/2)
	(7,500)
	7,500
	
	

	Interest £50,000 / £20,000 
	
	
	
	

	× 5% (1/2) × 9/12 (1/2)
	(2,625)
	1,875
	750
	

	
	64,875
	
	
	(1/2)

	Split 2:3
	
	25,950
	38,925
	(1/2)

	Total for 30 June 2025
	
	47,825
	52,175
	(1/2)


(5 marks)
2)
Total trading profits 2024/25
Arika
	
	£
	

	6 April 2024 – 5 April 2025
	
	

	3/12 × £60,000 (1/2) + 9/12 × £47,825 (1/2)
	50,869
	

	Plus remaining transition profit £35,000 × 4/5
	28,000
	(1/2)

	
	78,869
	


Election must be made by 31 January 2027 (1/2)
(2 marks)



3) 
[bookmark: _Hlk178756276]Agreement consistent with self-employment status
The partners would not require Donald to do the work himself, but allow him to send a substitute - personal service would only be required of an employee (1).
They would give him freedom to carry out the work where, when, and how he wishes, as far as possible, and not control his work (1).
They could agree a set fee for the work done with no sick/holiday/overtime pay such that Donald bears the financial risk of taking more time or not being able to work (1).
They could agree a payment dependent on how many more clients Donald attracts through specific initiatives, giving him the opportunity to profit for effective work (1).
They could require Donald to meet his own costs including providing his own equipment for the work (1).
Not all the details stated here must be given for each mark, but the model answer above covers various ways the points may be expressed. Credit is given for any explained idea (1 mark each) which relates specifically to how the work is done or the payment, and which supports self-employment status.
(maximum 4 marks)
4)
Responding to a third party request for information Ethics Manual, 6th Edition, Chapter 7, 7.2
Geoff should not release the information to RZ LLP without first obtaining the partners’ consent (1/2) or this would be breaching confidentiality (1/2). 
Assuming consent is given, Geoff needs to be careful not to inadvertently assume a duty of care towards RZ LLP/Louis (1/2). Actions to do this:
(note that some of these are similar and are alternatives for different levels of risk – so a similar point gets only one ½ mark)
Include a caveat that the information was prepared for the partnership (1/2) and that no liability is accepted to any other third parties who make use of the information (1/2).
If he views this as high risk, require RZ LLP/Louis undertake in writing that he is excluded from liability (held harmless) as a result of making the information available to them (1/2).
If he views this as medium risk, communicate to RZ LLP/Louis the terms on which the information is released including limitations of scope (1/2), stating that it was prepared only with the partners’ interests in mind (give here if not given for first caveat above), may not apply in all circumstances (1/2), and confirm that no responsibility is accepted (give here if not given ‘no liability’ credit above).
Seek an indemnity from Arika and Bindi in respect of any possible claim against him by RZ LLP/Louis (1/2). 
[bookmark: _Hlk178760348]Decline to provide the information (1/2). He may determine that providing the tax returns is appropriate but that providing all working papers would be excessive (1/2).
[bookmark: _Hlk156734710](maximum 4 marks)
Total 15 marks
2
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