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November 2025 Examination
PAPER 3
Business Compliance
Suggested Answers
Candidates will be given credit for relevant points not on the mark scheme.



1.
1)
Apportionment scheme 1 is a simple scheme designed for smaller businesses like Jingux Ltd with a tax exclusive turnover not exceeding £1 million. (1/2) Under this scheme Jingux Ltd would calculate the value of  purchases for resale at different rates of VAT and apply the proportions of those purchase values to its sales revenue. (1/2) . It would  then calculate the output tax by applying the relevant VAT fractions to the VAT inclusive takings figure. (1/2) Once a year it will make a similar calculation based on the purchases for the year. (1/2) This is compared with the VAT already paid in order to correct any over or under payment(1/2)
Under the Point of Sale scheme Jingux Ltd will calculate the tax due on sales by identifying the correct VAT liability at the time the sale is made. (1/2) This usually means using a till system which is capable of distinguishing between goods sold at different rates of VAT.(1/2)
[bookmark: _Hlk189650368]Once the system has produced the total value of sales at each rate Jingux Ltd would calculate output tax by applying the appropriate VAT fraction to the relevant portion of Daily Gross Takings(1/2)
(4 marks)
2)
The VAT rates applicable are:
· Adult’s clothing: Standard-rated (20%)
· Children’s clothing: Zero-rated (0%)
· Children’s car seats: Reduced-rated (5%) 
(1/2)
Sales are apportioned in proportion to the gross cost of purchases in the period.
Standard rated goods = £20,200 x 1.2 = £24,240(1/2)
Reduced rate goods = £4,600 x 1.05 = £4,830(1/2)
Total VAT inclusive goods = £24,240 + £4,830 + £7,800 = £36,870 (1/2)
Output tax:
 Standard rated sales = £24,240/£36,870 x £97,000 x 1/6 = £10,629 (1/2)
Reduced rate sales = £4,830/£36,870 x £97,000 x 1/21 = £605(1/2)
Total output tax = £11,234
Input VAT
Adult clothing = £20,200 x 20% = £4,040
Children’s car seats = £4,600 x 5% = £230
Overheads = £900
Total input tax = £5,170 (1/2)
 VAT payable  = Output VAT – Input VAT
= £11,234 – £5,170 = £6,064 (1/2)
(4 marks)


 3) 
1 mark each from any of the following:
In any interaction with third parties in connection with services to Jingux Ltd, your firm should be careful not to inadvertently assume a duty of care towards the third party. Your firm may manage this risk by: 
 Including a clear notice or caveat in the information stating that the advice has been prepared for Jingux Ltd and that no liability is accepted to any third parties who choose to make use of the information; 
 Requiring, as a term of the engagement, that Jingux Ltd seek consent before information with which their own or their firm’s name is associated, is released by Jingux Ltdto third parties; 
 Requiring the third party and/or its advisers to undertake in writing your firm be excluded from liability or held harmless as a consequence of making the information available to them. This would be the preferred approach in higher risk situations; 
 Communicating to the third party the terms upon which the information is released including limitations on scope, stating that the advice was prepared with only Jingux Ltd’s interests in mind, may not apply in all circumstances, and confirmation that no responsibility is accepted. This approach may be appropriate in medium risk situations; 
 Relying only on any disclaimers included in the original information. This may be appropriate if the information already includes clear disclaimers and your firm considers that the associated risks are low; 
  Seeking an indemnity from Jingux Ltd in respect of any possible claim against your firm by the third party. This is most appropriate where Jingux Ltd has a strong interest in the information being provided to the third party, for example, where information is being provided to a potential buyer;
  Declining to provide the information. This may be appropriate if a request is excessive, inappropriate or if providing the information is commercially impractical.
(maximum 4 marks)

4)

	Tax month 1 6 April – 5 May
Paybill £260,000 x 0.5%
Less: Levy allowance (1/12 x £15,000)
Apprenticeship levy payable month 1
	
1,300
(1,250)
50 (1/2)


	Tax month 2 6 May – 5 June
Paybill £590,000 x 0.5%
Less: Levy allowance (2/12 x £15,000)
Amount of levy payable to date
Less: Apprenticeship levy payable to date
Apprenticeship levy payable month 2
	
2,950
(2,500) (1/2)

450
[bookmark: _Hlk189648478](50) (1/2)

400(1/2)


	Tax month 3 6 June – 5 July
Paybill £927,000 x 0.5%
Less: Levy allowance (3/12 x £15,000)
Amount of levy payable to date
Less: Apprenticeship levy payable to date
Apprenticeship levy payable month 3

	
4,635
(3,750)
885

(450) (1/2)
[bookmark: _Hlk189649860]435(1/2)



(3 marks)
5)
Assuming that July is the first late submission in the tax year, a penalty is not incurred for the July submission.  (1/2)
Penalties will be incurred for the late filings for August and September. (1/2)
As Barter plc has 154 employees the penalty will be £300 for each month (1/2), so in total it will need to pay £600. (1/2)
A penalty notice will be issued in October (1/2) and Barter plc will have 30 days to pay from the date of the penalty notice. (1/2)
(3 marks)
     Total 18 marks
2.
1)
The sale of cosmetics to France is an export so will be zero rated for VAT. (1/2)
Goods arriving into Northern Ireland from Great Britain are technically an import and are liable to import VAT. (1/2) However, Elef will still charge domestic VAT. (1/2)  There will be output VAT of £2,000 on Elef’s VAT return. (1/2).
The purchase of jewellery from Japan is an import and so the amount of VAT that would have been charged if the goods had been bought in the UK will be paid at point of entry into the UK, (1/2)so as it is standard rated, £1,200 will be paid and can be reclaimed as input tax. (1/2)
Purchases from Northern Ireland are technically liable to import VAT.(1/2) However, the seller will charge VAT at the normal rates and Elef will be able to claim the amount of £720 as input VAT. (1/2)
The place of supply is where the recipient belongs, as Elef Ltd is a relevant business person. (1/2) Elef will therefore need to apply the reverse charge procedure. (1/2) It will account for output tax at the standard rate so £4,000. (1/2) It will also account for input VAT of £4,000. (1/2)
											(6 marks)

2)

	Fully taxable
PENP(£80,000/12 x 3)

	   £
  20,000

	
(1)

	Partially taxable
Termination payment
(£28,000-£20,000)
Company car

Less exemption(£30,000-£5,100)
Amount taxable
	   £
8,000

17,500
25,500
(24,900) 
 600

	
(1/2)

(1/2)

(1/2)


  Mobile phone is exempt (1/2)
Income tax liability
	
Salary(£80,000 x 9/12)
Car benefit
PENP
Taxable termination payment
Total income
Less personal allowance

Income tax liability
£37,700 x 20%
£34,330 x 40%

	£
60,000(1/2)
4,000
20,000
600
84,600
(12,570) (1/2)
72,030

 7,540(1/2)
 13,732(1/2)
21,272




											(5 marks)
3)
This is likely to qualify as a Transfer of a Going Concern (TOGC) and will be outside the scope of VAT, (1/2)providing the following conditions are met:
1. The business is transferred as a going concern(1/2) – Creq Ltd must intend to carry on the same kind of business with no significant break in trading. (1/2)
2. The transferred business is capable of separate operation (1/2) – The assets and goodwill transferred must enable Creq Ltd to continue running the business. (1/2)
3. Both buyer and seller must be VAT registered(1/2)  –Both businesses are VAT registered(1/2)
4. [bookmark: _Hlk190245861]No significant change in the nature of the business(1/2) – The core business activities must remain substantially the same. (1/2)
If any of the conditions are breached then VAT will be charged at the standard rate. (1/2)
(max 4 marks)
3.
1)
[bookmark: _Hlk210123292][bookmark: _Hlk190250296]Before accepting Seine Ltd as a new client, the firm must comply with the client identification requirements set out in the anti-money laundering guidance (1/2) and consider
 Whether the Seine Ltd will be an acceptable client in terms of the risks which will arise for the practice from acting for that client and whether the firm has the capability and resources to manage those risks. (1/2)  In assessing the risks relating to Seine Ltd , the firm should consider Seine Ltd’s circumstances, business situation, financial standing, sources of funds, integrity and attitude to disclosure in regard to compliance with taxation law; (1/2)
 Whether the firm will have the skills and competence to service Seine Ltd’s requirements during the course of the engagement; (1/2)
 
Objectivity could be impaired through conflict of interest (1/2) given that there is a relationship between the director and the partner. 
The firm should acknowledge the existence of the conflict or potential conflict as soon as it becomes aware of it and should immediately seek a solution to resolve it;  (1/2) this is likely to involve the partner not being a part of any work which is done on Seine Ltd.  If the conflict cannot be managed satisfactorily then the firm should decline to act. (1/2)
									(maximum 3 marks)
2)
An accounting period starts when a company commences trading or acquires a chargeable source of income.  For Seine Ltd, the first accounting period ends 12 months after the start of the accounting period.  As this is a long period of account, there will be two accounting periods:
1 January 2024 to 31 December 2024(1/2) and;
[bookmark: _Hlk190247099]1 January 2025 to 31 March 2025(1/2)
The trading profit will be allocated to each accounting period as follows:
1 January 2024 to 31 December 2024 = £153,000(1/2) (£191,250/15 x 12)
1 January 2025 to 31 March 2025 = £38,250(1/2) (£191,250/15 x 3)
CT payable 
Accounting period ended 31 December 2024
£153,000 x 25% = £38,250 (1/2)less marginal relief  (£250,000-153,000) x 3/200 = £36,795(1/2)
Accounting period ended 31 March 2025
£38,250 x 25% = £9,563(1/2) less marginal relief (£62,500(1/2)-£38,250+ £15,000) (1/2)  x £38,250 / £53,250 (1/2) x 3/200 = £9,463
											(5 marks)
3)
Seine Ltd must give written notice to HMRC of its chargeability within three months of the start of the first accounting period.  (1/2) Seine Ltd has a long period of account so has split this into two accounting periods for the purposes of calculating tax payable.  (1/2).  However, for filing purposes there is a single filing date which is 12 months from the end of the period of account, (1/2).   Therefore both CT600’s for the accounting periods 1 January 2024 to 31 December 2024 and 1 January 2025 to 31 March 2025 will be due by 31 March 2026. (1/2).  
The corporation tax will be due on 1 October 2025 (1/2).  for the accounting period 1 January 2024 to 31 December 2024 and will be due by 1 January 2026 (1/2) for the accounting period from 1 January 2025 to 31 March 2025.										
(3 marks)
4)
[bookmark: _Hlk190248107]The cash accounting scheme allows Seine Ltd to account for output tax on sales based on payments received. (1/2)  Therefore it gives automatic relief for bad debts. (1/2).
The following conditions must be met:
·  the value of taxable supplies in the next year will be £1.35 million or less(1/2)  
· There are no VAT Returns or payments outstanding (1/2)  
· Seine Ltd has not been convicted of a VAT offence in the last year(1/2)  
· Seine Ltd has not been assessed to a penalty for VAT evasion involving dishonest conduct in the last year (1/2)  
(maximum 2 marks)
5)
As Seine Ltd is provided with fuel receipts it can recover 1/6 (1/2)  of the fuel element of the mileage payments. (1/2)  
For Jamie this is 19p x 400 = £76(1/2)   x 1/6 = £13(1/2)  
For Ahmed this is 15p x 200 = £30(1/2)   x 1/6 = £5(1/2)  
											(3 marks)
										  Total 16 marks
4. 
1)
Corporation Tax instalments
CT payable = £1,960,000 @ 25% = £490,000 (1/2)
	Dates
	Amount

	14 November 2024 (1/2)
	3/8 × £490,000 = £183,750* (1/2)*

	14 February 2025 (1/2)**
	3/8 × £490,000 = £183,750* 

	14 April 2025 (1/2)
	2/8 × £490,000 = £122,500 (1/2)



**14th of month, 3m after first payment (so some follow-through)
(3 marks)
2)  
Amount paid to Sandy to settle weekly invoice
	
	£
	£
	

	Invoice amount
	
	1,375
	

	Less: Deduction under CIS
	
	
	

	Labour
	800
	
	(1/2)

	Travel costs 
	75
	
	(1/2)

	Profit on materials (£500 - £400)
	100
	
	(1/2)

	
	975
	
	

	20% × £975
	
	(195)
	(1/2)

	Amount received each week by Sandy
	
	1,180
	


(2 marks)
3) 
CIS Reporting obligations
Gianc Ltd must submit a return form CIS300 to HMRC for the month ended 5 December 2024 (1/2) electronically (1/2) by 19 December 2024 (1/2).
Gianc Ltd must confirm on the form that the status of subcontractors, including Sandy, has been verified by HMRC (1/2).
The return must record the amount paid to Sandy in that tax month (1/2), the amount of tax deducted (1/2) and the payment made for materials provided by Sandy (1/2). 
By the same date, Gianc Ltd must provide Sandy with the same details on a payment statement either per payment or for the month (1/2). The statement must be in writing or electronic if agreed with Sandy (1/2).
(maximum 4 marks)
4)
Schedule of NIC payments suffered by Regi
	Class (1/2)
	Dates
	Amount £
	Who paid 

	Class 4
	31 July 2024 (1/2)
	3,324/2 = 1,662 (1/2)
	Regi (1/2)

	Class 4
	31 January 2025 (1/2)
	3,588 – 3,324 = 264 (1/2)
	Regi

	Class 1 (primary)
	Each 22nd of month from 22 June 2024 (1/2) until 22 March 2025, except 22 Jan 2025
	236 (W)
	Gianc Ltd (1/2)

	Class 1 (primary)
	22 January 2025 (1/2)
	447 (W)
	Gianc Ltd



Working: Monthly calculation of Class 1 primary NIC
	
	£
	

	Payable for months May to March except December
	
	

	£(4,000 – 1,048) × 8%
	236
	(1/2)

	
	
	

	Payable for December
	
	

	£(4,189 – 1,048) × 8%
	251
	(1/2)

	£(14,000 – 4,189) × 2%
	196
	(1/2)

	Payable for December
	447
	



(6 marks)
Total 15 marks


5.
1)
Income Tax payable by company
Income Tax withheld on interest paid on debentures held by individuals = £10 million × 7% (1/2) × 65% (1/2) × 20% (1/2) = £91,000.
Period ended 31 March 2024: £45,500 (50%) (1/2) payable by 14 April 2024 (1/2).
Quarter ended 30 September 2024: Interest payable = £45,500 – (1/2) £40,000 × 20/80 (1/2) = £35,500 payable by 14 October 2024 (1/2).
(4 marks)
2)
Share Incentive Plan
(a)
	
	£
	

	Free shares – maximum value
	3,600
	(1/2)

	Partnership shares – maximum value (clearly <10% salary)
	1,800
	(1/2)

	Matching shares – 2 for every partnership share
	3,600
	(1/2)

	Total value
	9,000
	

	Number of shares £9,000/6
	1,500
	(1/2)



Income tax is chargeable as Idris withdrew the shares on voluntarily resigning from the company (1/2) and the shares have been held in the plan between three and five years (1/2). The amount chargeable is the lower of the market value when allocated/ the salary used to purchase the partnership shares (1/2) and the market value when withdrawn (1/2) i.e. £9,000 given the shares have increased in value (1/2).
(maximum 4 marks)
(b)
Payment of the income tax liability
As Magcake plc is a listed company, its shares are readily convertible assets (1/2) meaning that the income tax must be paid via PAYE (1/2).
The PAYE is collected as far as possible from Idris’s final salary payment without limit (1/2). If this is insufficient to meet the full tax, Magcake plc must still pay the income tax with the FPS(1/2) but can recover the amount from Idris (1/2).
[bookmark: _Hlk176352614](maximum 2 marks)
3)
Employment income on benefits
	[bookmark: _Hlk177801889]
	£
	£
	

	Accommodation
	
	
	

	
	
	
	

	Annual value
	12,000
	
	(1/2)

	Additional benefit
	
	
	

	(242,000 (1/2) – 75,000 (1/2)) × 2.25% (1/2)
	3,758
	
	

	Use of furniture £15,000 × 20%
	3,000
	
	(1/2)

	
	18,758
	
	

	Available for 7 months × 7/12
	
	10,942
	(1/2)

	Less rent paid by Flo £300 × 7
	
	(2,100)
	(1/2)

	
	
	8,842
	

	Sale of furniture
	
	
	

	Higher of:
	
	
	(1/2)

	Market value when gifted
	13,000
	
	(1/2)

	and
	
	
	

	Market value when first made available
	15,000
	
	(1/2)

	Less taxable use benefit £3,000 × 7/12
	(1,750)
	
	(1/2)

	
	
	13,250
	

	Less amount paid by Flo
	
	(1,000)
	(1/2)

	
	
	12,250
	

	
	
	
	

	Total taxable benefits
	
	£21,092
	


[bookmark: _Hlk176342342](6 marks)
4)
PAYE Settlement Agreement
	
	Basic rate taxpayers £
	Higher rate taxpayers £
	Total £
	

	
	
	
	
	

	Gross benefit per employee
	
	
	
	

	£220 × 100/80
	275
	
	
	(1/2)

	£220 × 100/60
	
	367
	
	(1/2)

	Total gross benefit
	
	
	
	

	× 900/170
	247,500
	62,390
	
	(1/2)

	
	
	
	309,890
	

	Class 1B (1/2) @ 13.8%
	
	
	42,765
	(1/2)



Due by 22 October 2025 (1/2). 
Alternative calculation
	
	Basic rate taxpayers £
	Higher rate taxpayers £
	Total £
	

	
	
	
	
	

	Gross benefit per employee
	
	
	
	

	£220 × 900/ £220 × 170
	198,000
	37,400
	
	(1/2)

	Total gross benefit
	
	
	
	

	£198,000 × 100/80
	247,500
	
	
	(1/2)

	£37,400× 100/60
	
	62,333
	
	(1/2)

	
	
	
	309,833
	

	Class 1B (1/2) @ 13.8%
	
	
	42,757
	(1/2)



Due by 22 October 2025 (1/2). 
(Ignore rounding difference between the two methods)


(3 marks)
Total 19 marks
6.
1)
Employee allowances
Alex: £2,000 of the relocation allowance is taxable, as the amount exceeding £8,000 (1/2). PAYE is not due (1/2).
Brody: The entire allowance, £3,000, is taxable (1/2) as clothing costs are not an expense wholly, exclusively and necessarily incurred in the performance of employment duties (1/2)*. PAYE applies (1/2).
Mitchell: The allowance is a round sum allowance (1/2) and PAYE is due (1/2) on the full amount of £5,000 (1/2). However, Mitchell can claim a deduction in his return for the business travel of £4,000/  the taxable amount overall is reduced to £1,000 (1/2). 
*Give credit wherever ‘wholly, exclusively and necessarily’ is correctly mentioned eg if made in respect of Mitchell’s travel costs.
 (maximum 4 marks)
2)
Charitable donations
Under the gift aid scheme, Jamal pays an amount directly to Grow (1/2) net/ worth 80% of the gross donation (1/2) and Grow claims the remaining 20% from HMRC (1/2).
Using the payroll deduction scheme, BCD Partnership pays an amount specified by Jamal from his pay (1/2) to a payroll giving agency (1/2). The agency then pays the amount to Grow (1/2). 
(3 marks)
3)
Partnership profit allocation 
	
	Total
	Braxton
	Cindy
	Dirk
	

	
	£
	£
	£
	£
	

	Y/e 31.3.2025
	
	
	
	
	

	1.4.24 – 30.11.24
	
	
	
	
	

	8/12 × 540,000
	360,000
	
	
	
	(1/2)

	1:1:1
	
	120,000
	120,000
	120,000
	(1/2)

	
	
	
	
	
	

	1.12.24 – 31.3.25
	
	
	
	
	

	4/12 × 540,000
	180,000
	
	
	
	Also needed for first ½ mark

	Salary 
	
	
	
	
	

	84,000 (1/2) × 4/12 (1/2)
	(28,000)
	28,000
	
	
	

	
	152,000
	
	
	
	(1/2)

	Split 1:2:2
	
	30,400
	60,800
	60,800
	(1/2)

	Total 
	
	178,400
	180,800
	180,800
	


(3 marks)
4)
Implications for individual partners of partnership return enquiry
To: Braxton, Cindy, Dirk
From: An ATT
Subject: Implications for you of the HMRC partnership return enquiry
Dear Braxton, Cindy and Dirk
As you are aware, the HMRC enquiry into the partnership tax return for 2022/23 is now complete.
The enquiry and the amendment of the partnership return automatically extend to your individual tax returns for 2022/23 (1/2).
This means you must each pay, on your (then) one-third share of the increase in profits (1/2), additional income tax (1/2) at 45% (1/2) and additional Class 4 NIC (1/2) at 2% (1/2). You will also have to pay interest on these amounts (1/2).
You are each liable to a maximum penalty (1/2) due to the careless error of 30% (1/2) of the potential lost revenue i.e. the additional income tax and Class 4 NIC (1/2).  This may be reduced to a minimum of 15% due to prompted disclosure (1/2).  It may be possible to suspend the penalty for two years if conditions set by HMRC are met (1/2). 
Kind regards
An ATT
 (maximum 5 marks)
Total 15 marks
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