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November 2025 Examination
PAPER 4
Corporate Taxation
Suggested Answers
Candidates will be given credit for relevant points not on the mark scheme.



1.	Generally, no tax relief is available for the amortisation or impairment of certain categories of intangible fixed assets such as goodwill; (½) however there is an exception for goodwill acquired after 1 April 2019 in limited circumstances.  (½) Tax relief will be available to Orchard Ltd if it has acquired the goodwill as part of the acquisition of a business from a third party, and also acquired ‘qualifying’ intellectual property as part of the same acquisition. (½) As Orchard Ltd acquired the goodwill after 1 April 2019, and also acquired the patents, which are considered to be qualifying intellectual property as part of the acquisition of the business from Field Ltd, it can claim some deductions for the goodwill. (½)  

The cost eligible for tax relief is capped at the lower of (a) the amount paid for the goodwill and (b) 6 x the purchase price of the patents. (½) As the patents were acquired for £5,000 the tax relief available on the goodwill is restricted to £30,000 (£5,000 x 6) (½).  The annual tax deductions are restricted to 6.5% of the qualifying cost i.e. £1,950 (£30,000 x 6.5%). (½) There is no provision for the company to claim a deduction based on the amount charged in the accounts. (½)  

In relation to the patents, Orchard Ltd is allowed a deduction for either the amortisation charged in the accounts(½) or it can claim a straight line deduction of 4% on cost. (½) The amortisation charged in Orchard Ltd’s accounts each year is the cost divided by the number of years (5,000/8 = £625) (½) per year whereas the 4% straight line deduction would be 4% x 5,000 = £200, (½) therefore it would be better to follow the accounts than make an election for the 4% straight line deduction. (½)

Orchard Ltd will able to claim capital allowances (½) on the price it paid (½) for the plant and machinery.  As Field Ltd is an unconnected company Orchard Ltd will be able to claim the annual investment allowance; (½) however no first year allowances will be available as the plant and machinery is acquired second hand. (½)

Max 8 marks

2) Orchard Ltd will need to work out the Post-Employment Notice Pay (PENP) within the termination payment. (½) This is calculated by taking 3 months wages (£90,000 / 12 x 3 = 22,500). (½) The rest of the payment will have the £30,000 exemption set against it (120,000-22,500-30,000 = £67,500) (½) and the amount that exceeds the exemption plus the PENP will be fully taxable as earnings (22,500 + 67,500 = 90,000) (½) and subject to income tax. (½) 

The PENP (£25,000) will be chargeable to Class 1 NICs for both Orchard Ltd (½) and Jamila (½) however the reminder (£67,500) will be chargeable to Class 1A NIC’s (½) payable by Orchard Ltd only. (½) The whole of the payment of £120,000 will be an allowable deduction for corporation tax purposes (1) as long as it is paid within 9 months of the year end and can be shown to be for business purposes. (½)

The payment to the pension scheme of £12,000 will be exempt for income tax purposes (½) and not subject to National Insurance. (½) The payment will be deductible for corporation tax purposes if it is paid in the year. (½)

The restrictive covenant will be subject to income tax on the full amount (½) and will be subject to Class 1 NIC (½) and this payment will be deductible for corporation tax purposes as they are always allowed. (½) 

9 marks

3) In order for Orchard Limited to claim bad debt relief on the debts written off for Blossom Ltd and Pear Ltd, there are some conditions that need to be met.
Firstly, they must have supplied goods or services (½) and have accounted for and paid output tax to HMRC (½). In both cases goods have been supplied (½) and the output tax has been paid to HMRC. (½)

The whole or part of the debt must have been written off in their accounts (½) as a bad debt which is the case here for both of the debts. (½)

The debt must be at least six months overdue from the due payment date, (½) which is the case for the debt from Blossom Ltd (early September 2025)  (½) but not in the case of Pear Ltd (½), therefore bad debt relief can only currently be claimed for the debt from Blossom Ltd. (½) 

5 marks

Total 22

2.	1)
	
	FYA @100%
	AIA @100%
	General pool
	Special rate pool
	Allowances
	

	
	£
	£
	£
	£
	£
	

	WDV b/f
	
	
	2,525,000
	25,500
	
	

	Additions
	
	
	
	
	
	

	Solar panels
	
	800,000
	
	
	
	(½)

	Manufacturing machinery
	50,000
	200,000
	
	
	
	(½)(½)

	Car emissions > 50g/Km
	
	
	
	45,000
	
	(½)

	
	50,000
	1,000,000
	2,525,000
	70,500
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Allowances
	
	
	
	
	
	

	FYA @ 100%
	(50,000)
	
	
	
	50,000
	(½)

	AIA @ 100%
	
	(1,000,000)
	
	
	1,000,000
	(½)

	WDA @18%
	
	
	(454,500)
	
	454,500
	(½)

	WDA @ 6%
	
	
	
	(4,230)
	4,230
	(½)

	
	
	
	
	
	
	

	WDV c/f
	
	
	2,070,500
	66,270
	
	

	
	
	
	
	
	
	

	Total allowances
	
	
	
	
	1,508,730
	



4 marks

2)	A close company is a company which is resident in the UK (½) and controlled (½) by either:

        (a) five or fewer participators (shareholders) (½); or
        (b) any number of directors who are also shareholders. (½)

Wendal Ltd has the following participators:

	Seeley (plus associates, Angela (½) & Camile (½))
	39%
	(½)

	Jack	
	11%
	(½)

	Zack
	10%
	(½)

	
	60%
	



Wendal is controlled by 3 participators and therefore is a close company. (½)
Max 4 marks


3)	
	
	             £
	        £
	

	Accounting profit
	
	1,125,000
	

	Add back:
	
	
	

	Depreciation
	725,000
	
	[bookmark: _Hlk529446094](½)

	Legal fees for the renewal of a lease for 25 years – allowable
	-
	
	(½)

	Entertaining customers (£8,500 - £2,000) (½)
	6,500
	
	(½)

	Gifts (pens £1.50 each – allowable)
	-
	
	(½)

	Gifts (Christmas hampers)
	3,000
	
	(½)

	Interest paid to Camile (close company and not expected to be paid within 12 months of the year end)
	25,000
	
	(1)

	Leased car – (15% x £4,500) (½)
	675
	
	(½)

	Qualifying charitable donation
	200
	
	(½)

	
	
	760,375
	

	Less:
	
	
	 

	Capital allowances
	1,508,730
	
	(½)

	Bank interest receivable
	750
	
	(½)

	Interest from HMRC
	275
	
	(½)

	
	
	(1,509,755)
	

	
	
	
	

	Adjusted trading profit
	
	375,620
	

	
	
	
	

	Non-trading loan relationships (W1)
	
	1,025
	(½)

	
	
	
	

	
	
	376,645
	

	Less: QCD
	
	(200)
	(½)

	
	
	
	

	Taxable total profits
	
	376,445
	

	
	
	
	

	W1 – NTLR
	
	
	

	Deposit interest receivable
	
	750
	(½)

	Interest from HMRC
	
	275
	(½)

	
	
	
	

	
	
	1,025
	


9 marks
4)
The year ended 31 December 2024 falls into FY2024 and FY2023.
The taxable total profits of £376,445 exceeds the upper limit of £250,000 (½), therefore the main corporation tax rate applies, (½) which is 25% in both FY2024 and FY2023. (½)

Corporation tax liability 376,445 x 25% = £94,111 (½)

s.455 tax on the loan to Seeley (a participator):

Rate of s.455 tax is 33.75% as the loan was advanced in 2024/25.
Due date for corporation tax is 1 October 2025 (½) (the company is not large as its augmented profits do not exceed £1.5million. (½))

Amount outstanding:
At end of accounting period - £50,000 (½)
At due date of payment for corporation tax (1 October 2025) - £35,000 (½) 
Therefore s.455 tax due on lower amount (½) £35,000 x 33.75% = £11,812. (½)

So the total Corporation Tax payable for the year ended 31 December 2024 is £105,923 (£94,111 + £11,812)
5 marks
3. 	
1) The possible reliefs are Business Asset Disposal Relief (BADR) and Investors Relief (IR) Conditions to fulfil to obtain the reliefs are:

a) Shareholding condition – 

· For BADR, the shareholder must hold at least 5% (½) of the ordinary share capital, which allows the individual to exercise at least 5% of the voting rights in the company. In addition, this must confer 5% of the rights to:
· the distributable profits; (½)
· the assets in a winding up; (½) and
· [bookmark: _Hlk194333957]proceeds of disposal when the ordinary share capital is sold (½)

· For IR there is no minimum shareholding (½)

b) Acquisition condition – 

· For BADR, the shares can be subscribed for or bought from another shareholder (½)

· For IR the shares must be in an unlisted company (½), and have been subscribed for (½) by the individual in cash (½), post 17 March 2016 (½)

c) Length of time of ownership condition –

· [bookmark: _Hlk194334016]For BADR, the shares must have been held for at least two years (½)

· For IR, the shares must be held for at least three years (½)

d) Employee status condition – 

· For BADR, the shareholder must work for the company (½)

· [bookmark: _Hlk194334546]For IR the shareholder must not be an employee (½) (this is ignored if the shareholder became an unremunerated director after acquiring the shares or became an employee at least 180 days after acquiring the shares) (½)

Max 6 marks

2) Sale of Chris’ shares.

Generally, on the sale of Chris’ shares in June 2025 she would not be eligible for BADR as she fails the “5% holding” test. (½)

However, Chris had previously held at least 5% of the shares in Leopard Ltd and her shareholding was diluted due to a share issue for cash. (½) She can therefore make an election to deem that the shares were sold and then reacquired before the dilution, so that the gain on this notional disposal qualifies for BADR. (½)

A further election can then be made to defer the notional gain until the shares are actually disposed of. (½) Assuming Chris makes these elections her CGT will be as follows – 




Notional Disposal – December 2023

	
	£

	Deemed proceeds
	81,900

	(£1.365m x 6%) (½)
	

	
	

	Less cost 
	(60,000)

	
	

	Notional gain
	21,900 (½)

	
	



Actual Sale – June 2025
	
	£

	Proceeds
	250,000

	
	

	
	

	Less Deemed cost (notional proceeds in Dec 2023) (½)
	(81,900)

	
	

	Gain
	168,100 (½)

	
	




Capital Gains Tax liability

	
	
	£

	Deferred Notional Gain 
	
	

	
	Eligible for BADR
	

	
	Gain £21,900
	

	
	Tax at 10% (½)
	2,190

	
	
	

	Actual Gain
	
	

	
	Not eligible for BADR
	

	
	Gain £168,100
	

	
	Tax at 20% (½)
	33,620

	
	
	

	Total CGT 
	
	35,810

	
	
	



Note – Annual exempt amount already used elsewhere and Chris is a higher rate taxpayer.
Note – Marks will be given for candidates using a CGT rate of 24%

5 marks
3)	The Structures and Buildings allowances which Leopard Ltd can claim on Access House, are as follows 
Year to 30 September 2023
3% (½) x qualifying construction cost (£1.7m(½) less land (½) £100,000)
= £48,000 (½) x 9/12 (1 January to 30 September 2023) (½) = £36,000 

Year to 30 September 2024
Full year allowance of £48,000 (½)

Year to 30 September 2025
Allowance £48,000 
Allowance on renovation cost (½)
[bookmark: _Hlk194321190]£150,000 (½) x 3%= £4,500 x 4/12 (½) = £1,500

Total - £49,500 (½)

Year to 30 September 2026
 Sale on 1 May 2026 - (£48,000+ £4,500)= £52,500  (½) x 7/12 = £30,625 (½)
6 marks
Total 17 marks



4.	
1) For Sandmouth Ltd (a corporate shareholder), the buyback of the shares will always be treated as a capital transaction (½) ie sale proceeds less cost less indexation. (½)

For Rachel as an individual shareholder, if all conditions are met, the sum received will automatically be treated as being a capital sum. (½)

 The conditions, and how Rachel will meet them, are as follows –
· The buyback will benefit the trade (½)- HMRC is likely to accept this to avoid an unwanted new shareholder from outside of the company. (½)
· Rachel has held the shares for more than five years (½) – she subscribed for them in 2010 (½)
· West Sharp Ltd is an unquoted trading company (½)
· Rachel is UK resident (½)
· After the buyback Rachel will not be connected with West Sharp Ltd (½) as she will hold less than 30% of the shares in issue (½)– The shares in issue will be 10,000 original shares less the shares bought back from Rachel (950) and Sandmouth Ltd (450) leaving 8,600. (½) Rachel’s 50 shares will represent 0.6% of the shares. (½)
· There will be a substantial reduction in the holding (½) – pre buyback Rachel had 1000 shares, after she will have 50, ie she will hold less than 75% of her previous holding. (½)
Alternatively if Rachel is using the proceeds to pay inheritance tax liability payable by her(½) on a death of another person in the last two years, and without the proceeds she would suffer undue hardship (½) then the capital treatment can also apply.
For Rachel as an individual shareholder, if any of the conditions above do not apply (ie if HMRC decides that this is not for the benefit of the trade) the buyback is to be treated as an income distribution. (½) The amount of the dividend charged to tax will be the cash received less the original amount paid for her shares on subscription. (½)
Max 8 marks
[bookmark: _Hlk196479737] 
2) The capital gains tax that Rachel will be subject to is calculated as follows
	
	£
	

	Proceeds
	
	

	950 shares  x £23.70 (½)
	22,515
	(½)

	Less Cost
	
	

	950 shares x £1.50 (½)
	(1,425)
	

	
	
	

	
	21,090
	

	
	
	

	CGT @ 20% 
	4,218
	(½)

	
	
	


Note – Marks will be given for candidates using a CGT rate of 24%
2 marks

3) It is possible to act for both West Sharp Ltd and Rachel if the firm considers it appropriate to act for both. (½)

When considering this, the firm should 
· Ensure that all facts are disclosed to both parties (½)
· Obtain written confirmation from both West Sharp Ltd and Rachel that they agree to the firm acting for both (½)
· Put safeguards in place such as using different teams within the firm to act for each party (½), maintain ethical ‘walls’ to ensure security of confidential information (½)
· or if separate teams is not possible, consider if there are other ways of managing conflict for example agreeing to the sharing of information (½)
· Ensure that no “preference” is shown to one party over the other. (½)
· Ensure separate engagement letters are agreed, even if West Sharp Ltd is paying for Rachel’s advice (½)
Max 3 marks

4) 
Email
To Roger@westsharp.co.uk
FromTaxadvisor@taxadvisor.com
Date 2 November 2025
Subject Transfer of group properties

Hi Roger
Thanks for the email.

For the purpose of chargeable gains, assets can be moved at “no gain no loss” within a  capital gains group. (½)
West Sharp Ltd, Port Sutton Ltd and Wellswood Estates Ltd are all in a group. (½). This is because West Sharp, as principal company, (½) owns 75% of Port Sutton Ltd, and although West Sharp Ltd only owns 59.25% (½)  of Wellswood Estates Ltd, it is an effective subsidiary (½) as West Sharp Ltd indirectly owns more than 50% of the shares. (½)
Woodlawn Trading Ltd is not in the group as it does not meet the 50% effective holding test – 45.03% of the shares are held by West Sharp Ltd. (½)

Therefore, the property Wellswood Estates, Cold Farm Factory building can be transferred to Port Sutton Ltd at no gain no loss as it is in the same group. (½)

The base cost of Cold Farm Factory buildings in the hands of Port Sutton Ltd would be the indexed cost in Wellswood Estates Ltd. (½)

This is 

	
	£
	

	Cost November 2010
	635,000
	(½)

	Indexation 
	
	

	(278.1 – 226.8)/226.8 (½)
	
	

	(rounded to 3dp)
	143,510
	(½)

	
	
	

	Base cost
	778,510
	(½)

	
	
	

	
	
	




However, the transfer of Wood Warehouse to Woodlawn Trading Ltd cannot be made at no gain no loss. (½) This is because, although Wellswood Estates Ltd owns at least 75% of the shares in Woodlawn Trading Ltd, they cannot form a group. (½) Wellswood Estates is already in a group (West Sharp Ltd is the principal company) (½) and a company cannot be a member of more than one group. (½) 

I understand that due to the tax implications you do not want to transfer this building.(½) 

Regards

A Tax advisor

Max 8 marks

Total 21 marks



5.
1) Terminal loss relief (½) can be claimed by Ravenwood Ltd as it ceased trading (½) on 31 October 2025.  This relief allows trading losses (½) incurred in the final accounting period to be carried back against total (½) profits of the previous three years. (½)

6 months to 31 October 2025
	
	£

	Loss 
	570,000

	Loss on Leeds factory – unutilised (½)
	

	Net loss on Eastlandia factories – can only be utilised against overseas property income – unutilised  (½)
	

	
	

	
	

	
	



The terminal loss to be carried back from 31 October 2025 is £570,000. (½)
For prior years, the total taxable profits after the terminal loss relief carry back are - 

[bookmark: _Hlk126771221]Year to 30 April 2025
	
	£

	Trading profit 
	48,000

	Gain on Bristol office (offset by loss carried forward from earlier period) (½)
	nil

	Net loss on Eastlandia factories – can only be utilised against overseas property income –  (½)
	

	TTP pre loss relief
	48,000

	
	

	
	

	Terminal loss relief 

	(48,000)

	Total Taxable profits(½)
	Nil



[bookmark: _Hlk126775306]Year to 30 April 2024
	
	£

	Trading profit 
	38,000

	Profit from overseas rental properties (½)
	 4,000

	TTP pre loss relief
	42,000

	
	

	Terminal loss relief 

	(42.000)

	Total Taxable profits (½)

	Nil




Year to 30 April 2023

	
	£

	Trading profit 
	270,000

	
	

	TTP pre loss relief
	270,000

	
	

	[bookmark: _Hlk126775426]Terminal loss relief 

	(270,000)

	Total Taxable profits (½)

	Nil




As the accounting periods ending 30 April 2022 is outside of the 36 months carry back period and no terminal loss relief is available.  So the TTP is £500,000. (½) 

Max 7 marks

2) Losses unused at 31 October 2025 are-
Trading losses
	[bookmark: _Hlk126776132]
	£

	Loss arising in 31 October 2025
	(570,000) 


	Utilised
	

	30.04.2025
	48,000

	30.04.2024
	42,000

	30.04.2023
	270,000

	
	

	Unutilised
	210,000 (½)





Loss on overseas properties
	
	£

	arising 
	

	31 October 2025
	23,000 

	30 April 2025
	2,000 


	Unutilised
	25,000 (½)



Capital Losses
	
	£

	Brought forward
	640,000 

	 Utilised (Bristol office)
	(75,000) (½)


	Incurred 31 October 2025
	230,000 (½)


	Unutilised
	795,000



2 marks







3) The tax repayable will be:

	
Year to 
	
	Tax paid and repayable
	

	
	£
	£
	

	30 April 2025 As Ravenwood Ltd pays its CT on the due date (which would be 1 February 2026) no CT has yet been paid so no repayment is due 
	
	Nil 
	(½)

	30 April 2024
	42,000 x 19%
	7,980 
	(½)

	30 April 2023
	
	
	

	
	FY 2022 £270,000 x 11/12 = £247,500  (½)
	247,500 x 19%
	47,025
	(½)

	
	FY 2023 £270,000 x 1/12 = £22,500 (½)
	22,500 x 25%
	5,625
	(½)

	
	
	
	
	

	
	TOTAL
	60,630 
	



3 marks

4) The firm should not cease to act for Raj until the ongoing work agreed by the engagement letter has been completed (½).  However, the firm can cease to act if it gives reasonable notice (½) to inform Raj that the firm does not want to continue to act. Preferably this should be done in writing, (½) and should include:
· a summary of the services provided to date (½)
· a note of what issues are outstanding (Raj will need to address these, or a new advisor will have to if he appoints one) (½)
· details of any impending deadlines (½)
· the firm’s agreement to assist a new advisor, should Raj appoint one (½)
· the firm’s willingness to provide copies of papers, should Raj want this (½)
· details of the outstanding fees to date (½)
· a note that the new advisor can inform HMRC that there is a change (½)

Max 4 marks
 Total 16 marks
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