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« All workings should be shown and made to the nearest month and pound unless the question specifies otherwise.
Marks available per question:
Question 1: 23 marks
Question 2: 15 marks
Question 3: 15 marks
Question 4: 15 marks
Question 5: 15 marks
Question 6: 15 marks
A maximum of two marks will be awarded for the quality of presentation of the answers.
Total: 100 marks
Important Information - Please read carefully
« An Excel spreadsheet is provided with each question. You do not have to use this, but where the requirements include calculations and workings, you may find it a useful
tool. However, please note that all Excel calculations and workings that you wish to include as part of your answer must be copied into the word processor answer box,
otherwise they will not be marked.
When you have pasted calculations from Excel into the answer box, you might only see gridlines where there is an entry in the cell. You do not need to spend time adding

extra gridlines manually. Please do not expand the width of tables in the answer box once pasted in from Excel. Column widths have been deliberately limited in the Excel
spreadsheet to facilitate marking.
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Question 1 123

Question 1 0/23

Ben has run a VAT registered sole trader business servicing electrical equipment for 12 years and has always used the accruals basis of accounting. The business is run from
a rented unit on an industrial park.

He prepares accounts to 30 June each year and recent taxable trade profits are:

Year ended 30 June 2024 Year ended 30 June 2025
£ £
Taxable trade profits 56,000 12,400

In 2023/24, taxable trading profits before transition profits were £64,000. Transition profits arising in 2023/24 were £8,200. No election has been made to accelerate the
amount of transition profits charged to tax.

During the year ended 30 June 2025, Ben'’s largest customer moved to a new supplier.

Ben identified a potential new business stream and on 10 July 2025 purchased a new machine for £28,000 (plus VAT at 20%) that would allow him to test and service
additional equipment.

Despite Ben’s best efforts, he was unable to find new customers and on 28 February 2026, he ceased trading.

The following information has been extracted from Ben'’s accounting software for the eight months ended 28 February 2026:

£ £ Notes

Sales 14,690
Costs:
Depreciation 5,780
Advertising and marketing 2,212 1)
Rent and Rates 15,000
Utilities 2,400
Site clearance 3,680 2)
Legal and accounting 400 3)
Postage and couriers 1,900
Insurance 1,545 4)
Motor expenses 340 5)
Wages and tax 12,300 6)
Total costs (45,557),
Profit/(loss) (30.867)

Notes

1) Advertising and marketing included £1,600 for leaflet design and printing and £612 spent on taking existing customers out to lunch.

2) The site clearance costs included repairs to the rented unit and fees for a removal company to dispose of all fixtures and furnishings in the unit.

3) Legal and accounting fees included £300 for the completion of the business accounts and £100 for Ben'’s personal tax return.

4) Insurance includes business insurance of £925 and car insurance of £620. The car insurance relates to an electric car which has 20% personal use.
5) Motor expenses relate to the MOT and charging of the electric car.

6) Wages and tax is Ben’s monthly drawings of £1,200 and a payment of £2,700 paid to HMRC for Ben’s personal tax.

7) The following information is available in relation to capital allowances:

a) The tax written down value brought forward on the general pool on 1 July 2025 was £10,800.
b) The only addition to plant and machinery was the testing machine purchased on 10 July 2025.

c) The electric car was purchased on 18 June 2023. This was kept by Ben once the trade ceased. The car was purchased for £18,380 plus VAT and a first-year allowance
claimed in the year of acquisition. The market value of the car on 28 February 2026 was £9,200.

d) Ben stored the new testing machine in his garage until he found a buyer who paid £20,000 excluding VAT in May 2026. The price paid reflected the market value of the
machine at the date of cessation.

e) All other assets were scrapped as part of the clearance of the unit as they had been held for many years and had no re-sale value.

Ben’s only other source of income is property income of £15,000 each year.

Requirements:

1) Calculate Ben’s tax-adjusted trading loss for the eight months ended 28 February 2026. (7)

2) Calculate Ben’s taxable income for each of 2023/24, 2024/25 and 2025/26 if Ben makes a claim for terminal loss relief. (8)
3) Explain how Ben can reduce his payments on account for 2025/26. (4)

4) Explain the VAT implications of Ben ceasing to trade. (4)

Total (23)
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Part 1

This is your Excel spreadsheet for Question 1. It is only for your workings: the spreadsheet itself will not be marked.

When you have completed your calculations and workings, you must copy and paste them into the answer box to be marked.

ME ATTP2M26 Q1-ATT P2 Q1 ME ATTP2M26_Q1-ATT P2 Memory Joggers
ME ATTP2M26_Q1-ATT TaxTables ME ATTP2M26_Q1-ATT Paper 2 BT Manual
ME ATTP2M26_Q1-ATT Paper 2 CTVAT Manual ME ATTP2M26_Q1-ATT Paper 2 ITCGT Manual

Response
Part 2

This is your answer box for Question 1. If you use the Excel spreadsheet, you must copy and paste any calculations and workings that accompany your answer into this box

Response

8m e 28 feb 2026
Net loss (30,867)
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Question 2 115

Question 1 0/15

Teri is 55 years old and in 2025/26 receives a salary of £18,000 for their part-time work in marketing.

Teri started teaching karate from their home in May 2025. Total receipts from karate students during 2025/26 were £16,200. Teri only accepted payments in cash. The costs of
providing the lessons total £320 for insurance and certification.

Teri was aware of the need to notify HMRC of starting the karate business but decided that they wanted to see if it was going to be a success before doing so.

Teri has a passion for classic cars and enjoys restoring them, attending car shows and meeting other car enthusiasts. They bought their first classic car when they were 24
years old. Teri spent several months restoring the car and once it was complete, starting to save money to purchase another car. They continued with this process and by 6
April 2022, had built up a collection of 14 restored classic cars.

Over the last few years Teri has started to sell some of the cars.

a) 2022/23 — Teri took one car to an exhibition and was approached by a collector who offered more money than Teri thought the car was worth. Teri had not intended to sell
the car but accepted the offer.

b) 2023/24 — the same collector visited Teri’s home to look at the car collection and bought another car.

c) 2025/26 — Teri sold two of the remaining 12 classic cars on a specialist online marketplace as they needed to raise cash for some building work at their house.
Each car was sold for significantly more than its original purchase price and restoration cost.

Requirements:

1) Explain whether Teri’s disposal of the two cars in 2025/26 is subject to tax. (6)

2) Assuming that the disposal of the classic cars is NOT deemed to be trading:

a) Calculate Teri’s taxable income for 2025/26, assuming all beneficial claims are made. (2)

b) Calculate Teri’s National Insurance on trading income for 2025/26 and state the payment deadline for this. (2)

3) Assuming that the disposal of the classic cars is NOT deemed to be trading, explain the implications if Teri does not notify HMRC of starting to trade on time
and one of their karate students tips off HMRC about the business. (5)

Total (15)
',—:E] ATTP2M26_Q1-ATT P2 Q1 .a ATTP2M26_Q1-ATT P2 Memory Joggers
ME ATTP2M26_QI-ATT TaxTables MZ| ATTP2M26_QI-ATT Paper 2 BT Manual
ME AITP2M26_Q1-ATT Paper 2 CTVAT Manual ME ATTP2M26_Q1-ATT Paper 2 ITCGT Manual
Part 1
This is your Excel spreadsheet for Question 2. It is only for your workings: the spreadsheet itself will not be marked.
When you have completed your calculations and workings, you must copy and paste them into the answer box to be marked.
MZ ATTP2M26_Q1-ATT P2 Q1 ME ATTP2M26_Q1-ATT P2 Memory Joggers
M ATTP2M26_Q1-ATT TaxTables MZ ATTP2M26_QI-ATT Paper 2 BT Manual
MZ ATTP2M26_QI-ATT Paper 2 CTVAT Manual MZ| ATTP2M26_QI-ATT Paper 2 ITCGT Manual
Response
1-partl-ATTP2M26_Q2.xIsx
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Part 2

This is your answer box for Question 2. If you use the Excel spreadsheet, you must copy and paste any calculations and workings that accompany your answer into this box

Response

1)

The two cars sold by Teri were old cars under S.58 TGCA 1992 a gain arises when a capital asset in disposed off, Cars are part of exempt assets. In this case the cars that
were disposed off by Teri | assume to be rare and vintage as sold on a specialist online website and they may have had a life of 50 years or less which they would be
deemed to be wasting chattels, such assets are exempt from CGT.

In saying this, what Teri has been restoring the cars may be seen as a trade by HMRC as she has been doing this for over 30 years and have evidently made a profit
because all of the cars are sold at a profit.

However, the income would be dealt with under the income tax provision as trading income so Teri will pay income tax ,depending on the level of profit that she has made,
based on the frequency ,the amount of time between her acquiring and seling the cars will be useful information to HMRC

2) Teri's Taxable income for 25/26 will be the £18,000 from her part time work plus 16,200 received from the private Karate lessons, less certrification and insurance, less PA
deduction which will give her a taxable income of 21,310.

PT work Salary 18,000
Karate lession profits 16,200
Gross income 34200
Less:insurance and certification -320
less:PA -12,570
Taxable income 21,310

3)Class 4 Nic payable by Teri is £2262 payable by 31 January 2027 & 31st July 2028 along with her income tax liability via POA.

(50,270-12,570)x 6% =2262

4) If Teri does not notify HMRC about chrageability and misses the 5th October deadline, she will incur the following charges:

-If deliberate and concealed she will received the Maximum penalty of 100% of potential lost revenue

with that being reduced to 30% with unprompted disclosure & 50% with prompted disclosure

-if deliberate but no effort made to conceal this the maximum penalty that could arise is 70% of the lost revenue

this could reduce to 20%with unprompted disclosure & 35% with prompted disclosure

-in any other case she would receive 30% penalty of the potential lost revenue and this could be reduced to nil depending on prompted or prompted disclosure

she may also be taxed interest penalties of 7% from when payment missed to when paid.
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Question 3 115

Question 1 0/15

Darren is 50 years old and is in business as a sole trader.
In 2025/26, his only income was trading income of £27,000.
During 2025/26 the following transactions took place:

a) Darren gifted a building used in his sole trader business to his wife Lindsay. The building had cost £140,000 in January 2005 and was valued at £292,000 when transferred
to Lindsay.

b) Darren gifted his 10% shareholding in Hyxvel Ltd, an unquoted trading company, to his brother, David. He subscribed for the shares in September 2019 for £8,000. He has
never been a director or employee of Hyxvel Ltd.

At the date of transfer to David, the market value of the shares was £38,300. The company’s only chargeable asset is an office block which has three floors. The ground floor
is used as Hyxvel Ltd’s offices and the remaining two floors are rented out to third parties.

¢) To fund an expansion of his business, Darren sold 10 Bitcoin on 4 May 2025. He had the following transactions in Bitcoin:

Date Description

4 January 2018 Purchased 30 Bitcoin for £339,120
1 September 2021 Sold eight Bitcoin for £273,984

12 October 2023 Purchased 12 Bitcoin for £267,468
4 May 2025 Sold 10 Bitcoin for £730,080

7 May 2025 Purchased four Bitcoin for £285,160

At 6 April 2025 Darren had capital losses brought forward of £1,000.

Requirements:

Calculate, with supporting explanations:

1) The chargeable gains or allowable losses arising on each of the disposals made by Darren in 2025/26. (10)
2) Darren’s Capital Gains Tax liability for 2025/26. (5)

Assume all claims and elections are made to minimise Darren’s Capital Gains Tax liability.

Total (15)
ME ATTP2M26_QI-ATT P2 Q1 2| ATTP2M26_QI-ATT P2 Memory Joggers
ME AITP2M26 Q1-ATT TaxTables E ATTP2M26_Q1-ATT Paper 2 BT Manual
ME ATTP2M26_Q1-ATT Paper 2 CTVAT Manual ME ATTP2M26_Q1-ATT Paper 2 ITCGT Manual
Part 1
This is your Excel spreadsheet for Question 3. It is only for your workings: the spreadsheet itself will not be marked.
When you have completed your calculations and workings, you must copy and paste them into the answer box to be marked.
',—:E] ATTP2M26_Q1-ATT P2 Q1 .a ATTP2M26_Q1-ATT P2 Memory Joggers
M2 ATTP2M26 Q1-ATT TaxTables MZ ATTP2M26_QI-ATT Paper 2 BT Manual
ME ATTP2M26_Q1-ATT Paper 2 CTVAT Manual ME ATTP2M26_Q1-ATT Paper 2 ITCGT Manual
Response
1-partl-ATTP2M26_Q3.xlIsx
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This is your answer box for Question 3. If you use the Excel spreadsheet, you must copy and paste any calculations and workings that accompany your answer into this box

Response

The gain on sale of bitcoin eligible for investors relief as they were subscribed for for and have been held for over 3 years.

BadR would have applied to gift on office building but this had already been reduced to nil by gift relief.

1)Darrens CGT liability is 76,616 for 2025/26
Gain=556,252

less AEA (3,000)

Less Losses BF (6,000)

Gain : 547,252

Tax @ 14% = 76,615 (7/25)

Gift to wife working

less ¢
£
Proceeds(mv) :292,000
Less :cost (140,000)
Gain before relief (152,000)
Less: Gift Relief (152,000)
Gain nil
MV 292,000
Less Gift Relief (152,000)
Revised Base cost 140,000

Gift to brother working-Important to note that the office building that was rented out to third party may cause the git aid relief to be restricted

proceeds 38,000
less cost (8,000)
Gain before relief 30,000
Less gift relief (30,000)
Gain Nil

Bitcoin Working-These will be eligible for investors relief as held over 3 years.

same purchase ? no
shares acquired previous 9 days ?no

shares acquired 9 fays before disposal ? no

Activity Shares Cost
4 Jan 2018 purchase 30 339,120
1 sep 2021 disposal 8) (73,063)
Total 22 326,057
12 oct 2023 purchase 12 267,468
4 may 2025 Disposal 10 (173,828)
7 may 2025 Purchase 4 285,160
Disposal of 10 bitcoin
Gain :730,080
Less Cost: (173,828) 10/42x730,080=173,828
Gain: 556,252

disposal of 8 bitcoin )

8/30x273,984=73,062

Gain =339,120

less cost: (73,062)

Gain:266,058
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Question 4 115

Question 1 0/15

Chalt Ltd has traded for many years as a manufacturer of outdoor equipment. Accounts have been prepared to 31 March each year. The profit before tax in the accounts for
the year ended 31 March 2026 was £185,000, which includes dividends received from a 10% shareholding in an unrelated company of £3,400.

The following have been deducted in the calculation of the profit before tax:

1) Staff costs including bonuses of £17,000 paid on 30 April 2026 and pension contributions of £2,400 paid on 15 April 2026.

2) Depreciation of £34,000, including £7,600 in respect of vans acquired on finance leases.

3) Interest costs of £6,400 for interest on finance lease agreements for four vans. The CO, emissions of the vans were 165 g/km.
4) Loss on sale of fixed assets of £8,600:

a) On 30 June 2025, Chalt Ltd sold machinery which had a net book value of £15,000. This resulted in a loss on sale of £1,500. No first-year allowance had been claimed on
the machinery.

b) On 15 September 2025, Chalt Ltd took a heating system out of service in one of its buildings. The heating system had a net book value of £10,000 and Chalt Ltd received
scrap proceeds of £2,900. The loss on sale recorded in the accounts was £7,100. The system had been bought on 17 May 2021 and the 50% first year allowance had been
claimed.

The tax written down values on the general pool and the special rate pool at 1 April 2025 were £26,000 and £17,000 respectively.

Warehouse

Chalt Ltd uses a warehouse in its trade. The building had initially been constructed in 2012 at a cost of £175,000 and then extended on 30 November 2019 at a cost of
£56,000. Chalt Ltd claims structures and buildings allowance.

Chalt Ltd has plans to sell its warehouse on 30 June 2026, and reinvest at least some of the proceeds in a new freehold warehouse.
Requirements:
1) Calculate the Corporation Tax liability for Chalt Ltd for the year ended 31 March 2026. (10)

2) Explain the Corporation Tax implications of the disposal of the warehouse and any reliefs that Chalt Ltd can claim. (5)

Total (15)
ME ATTP2M26 QI-ATT P2 Q1 MZ| ATTP2M26_QI-ATT P2 Memory Joggers
ME AITP2M26 Q1-ATT TaxTables E ATTP2M26_Q1-ATT Paper 2 BT Manual
ME ATTP2M26_Q1-ATT Paper 2 CTVAT Manual ME ATTP2M26_Q1-ATT Paper 2 ITCGT Manual
Part 1
This is your Excel spreadsheet for Question 4. It is only for your workings: the spreadsheet itself will not be marked.
When you have completed your calculations and workings, you must copy and paste them into the answer box to be marked.
ME ATTP2M26_QI-ATT P2 Q1 MZ ATTP2M26_QI-ATT P2 Memory Joggers
M2 ATTP2M26 Q1-ATT TaxTables M ATTP2M26_QI-ATT Paper 2 BT Manual
ME AITP2M26_Q1-ATT Paper 2 CTVAT Manual ME ATTP2M26_Q1-ATT Paper 2 ITCGT Manual
Response
1-partl-ATTP2M26_Q4.xIsx
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This is your answer box for Question 4. If you use the Excel spreadsheet, you must copy and paste any calculations and workings that accompany your answer into this box

Response

1)

CT due

217,180 x 25% = 54,295
less (2917)

CT liability = £51,378
augmented profit :

TTP 217,180

add :3,400

25,180

Marginal relief calc:

3/200x(250,000-25,180) x (21780/25,180) =2917

2)

Upon selling the warehouse as SBA has been claimed, the total amount claimed will be added onto the consideration/SP received to give the final chargeable gain/loss.

However is using this new asset in business rollover relief could be claimed which will allow from the gain of the warehouse to be deducted from the base cost of the new
asset ,although this will mean a bigger gain when the future asset is sold.

This will need to be claimed by 2030 if buying new asset in 2026.

if SBA was claimed when bought from developer 24,500 will be clawed back but if it was claimed after expenditure 7,840 would be clawed back.

SBA Calculation:

-if sba claimed when pruchased-175,000 x 2%=3,500 =24,500

-if SBA claimed when extended -56,000, x 2%=1,120=7,840

Profit working

the table is not allowing me to
add in this figure or it will

Net profit 185,000
Add back:
disallowables
Depreciation 32,860 7600x 15%=1140 restricted
Interest nil allowable
fixed asset dispsosal 2,900
salary 17,000 paid in 26/27 tax year
50% FYA
less income not trading | *(2,900)
Tax adjusted 234,860
less CA (17,680)
this is the figure with the 50%
trade profit 220,710 YA added back from disposal -

note to exmainer :the software has been really hard to use and it messed up my computation above and i did not have time to do this over, please take this into
consideration for my presentation marks,it has been moving tables and has been really hard to navigate.

CA Working
TAX WDVCF GNERAL SPECIAL CA
26,000 17,000
Disposals
Machinery -1,500
. 3,550-added to tax
IRISEHIE Syt (2550) adjusted trading profit
WDA @ 18% -4,410 4,410
WDA @ 6% -13,450 13,450
TAX WDVCF 20,090 | Nil
CA claim 17,680

ATT Paper 2 Business Taxation
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Question 5 115

Question 1 0/15

You work for a firm of tax advisers. The firm has received an email from Luca and Raul, the two directors and shareholders of Dout Ltd. You have also seen in the local news
that Dout Ltd has been set up in a prestige location in the town and will be a direct competitor to one of your firm’s existing clients, Eben Ltd. Dout Ltd has invested heavily in
advertising and sponsoring local events.

In the email, Luca and Raul explained the following:

Incorporation

Dout Ltd was incorporated on 1 January 2023 and the directors started to work for the company immediately. Trading started on 1 April 2023 and on that date, the directors
notified HMRC of Dout Ltd’s liability to Corporation Tax. They decided that the accounting year would end on 31 March each year.

HMRC notices to file

HMRC issued notices to file Corporation Tax returns as follows:

Year end Date of issue
31 March 2024 29 April 2024
31 March 2025 28 April 2025

Filing_and payment

No Corporation Tax return has been filed for the year ended 31 March 2024. Draft accounts for this period indicate an estimated Corporation Tax liability of £18,750.

The company made monthly payments on account of £2,000 from July 2025 to December 2025 but has made no further payments. There has been no contact with HMRC
regarding the outstanding return or payments.

For the year ended 31 March 2025, a Corporation Tax return was submitted on 15 March 2026, using provisional figures. The Corporation Tax for that year was paid in
December 2025. The directors now believe the profits in the submitted return were understated.

Luca and Raul have requested an explanation of the penalties and interest that may be due.
The partner, James, has asked you to help with the client acceptance procedures and to draft a proposed reply to Luca and Raul’s queries.
Requirements:

1) Draft a memorandum to James setting out the client acceptance procedures and risk considerations according to the Professional Rules and Practice
Guidelines that are relevant to Dout Ltd. (5)

2) Draft an email to Luca and Raul in which you explain:

a) The due dates for filing and payment;

b) The potential penalties for Dout Ltd; and

c) The interest for which Dout Ltd may be liable. Calculations are not required.

Assume the date is 6 May 2026. (10)

Total (15)
l‘z;'] ATTP2M26_Q1-ATT P2 Q1 .;:_-'] ATTP2M26_Q1-ATT P2 Memory Joggers
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MZ ATTP2M26_QI-ATT Paper 2 CTVAT Manual MZ] ATTP2M26_QI-ATT Paper 2 ITCGT Manual
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Part 1
This is your Excel spreadsheet for Question 5. It is only for your workings: the spreadsheet itself will not be marked.
When you have completed your calculations and workings, you must copy and paste them into the answer box to be marked.
ME ATTP2M26 Q1-ATTP2 Q1 WE ATTP2M26_Q1-ATT P2 Memory Joggers

ME ATTP2M26_Q1-ATT TaxTables ME ATTP2M26_Q1-ATT Paper 2 BT Manual

ME ATTP2M26_Q1-ATT Paper 2 CTVAT Manual ME ATTP2M26_Q1-ATT Paper 2 ITCGT Manual
Response

1-partl-ATTP2M26_Q5.xlsx
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Part 2

This is your answer box for Question 5. If you use the Excel spreadsheet, you must copy and paste any calculations and workings that accompany your answer into this box

Response

1)
to:Jake
from:Tax advisor
memo subjec:Client acceptance procedures Dout Ltd
Hi Jake,
| see you have requested that | respond to luca and and Raul re:Dout Ltd i'm just wondering if the following has been received before starting engagement:
-professional clerance from previous advisor
-if an engagement letter has been sent to dout Itd coverign the :
1. scope
2. parties
3. lenght if time of work
4. fess-fixed vs ad hoc
5. GDPR
6. Right to cancel
as well as any schedules of all the services being provided
we also have not been bel to do any AML or relationship checks to ensure that we are ok to work with the clients as well teh the T&C'S of engament to be outlined.
we need to ensure that all of teh relevant cehcks and clerances ahve been done to assess if we are teh right fit for the client andf vuce versa.
| look forward to your repsonse.

Kindest,

Tax advisor

2)

To : Dout Ltd ,Luca,Remi

From: Tax Advisor

Subject: Corporation Tax filing and Late payment Penalties

Hi Luca and Remi,

Thank you for your recent enquiry into the corporation tax filing deadlines and any penalties that may arise if not filed on time.
please see details below:

Companies are required to file the ct600 12 months after the end of the Period of Account. For long periods of Account there will be two AP's and two ct600 both due on the
same day.

For The tax years the due date are as follows :
e 31 March 2024 AP End-File by 31 March 2025

as the notice to file was received in April 2024-the normal filing date is later so the deadline 20 July 2024 could have been bypassed.
« 31 March 2025 AP end-Due by 31 March 2026

as the notice to file was 29 Aril 2025 the deadline of 29 July 2025 can be ignored as the required filing date is later.

Late payments and interest:

-Interest will always be charged at 7% from the date payment is due until the date payment is made

=Flat rate penalty of £100 -This will be due for year 2024 as not CT return was submitted

=£200 additional if return more than 3 months late-this will be due for year 2024 as no CT return was submitted

=this can be increased to £500 if this is a consecutive 3rd offence and £1,000 if return is more than 3 months late-in your case the return for AP ended 2024 this will be
added onto the penalties

Tax geared penalties will arise if return is up to 2 years late
-if not filed within 18ms-10% of CT unpaid will be due
-If not filed within 2 years 20% of unpaid CT will be due as well as the penalties outlined above.

Penalties will be due for 31 March 2024 AP end, As your 31 march 2026 return was filed before the due date, you will not incur any penalties on the late filing but late
payment interest and penalties will apply, amendments can be made to provisional figures 12ms from the due filing date to make any changes.

All penalties are due within 30 days of being assessed by HMRC.
| hope this information has been helpful.
Kindest,

Tax advisor
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Question 6 115

Question 1 0/15

Flick Ltd has traded for many years as a furniture manufacturer preparing accounts to 31 December each year. On 31 December 2025, the company accounts include:

£
Freehold building: factory (cost £150,000 June 2018) 125,000
Plant and machinery 86,000

Hugo has been the only director and shareholder of Flick Ltd since its incorporation on 3 March 2000. The share capital is 100 £1 ordinary shares.
Glack Ltd has approached Hugo with an offer to take over the business on 31 December 2026 and has suggested two alternative methods for this:
Alternative 1

Glack Ltd will pay a premium of £40,000 for a 25-year lease on the factory. The freehold reversion is valued at £160,000. It will also buy the plant and machinery for around
£75,000. None of the plant will be sold for more than cost.

Alternative 2
Glack Ltd will buy Hugo's shares at the market value at the date of the sale.
Office building

Flick Ltd also uses an office building in its trade. Hugo owns the office building. He bought the building in September 2018 and immediately started to rent it to Flick Ltd. He
currently charges a rent of £25,000 per annum. A similar office building would be available to rent at £30,000. Glack Ltd doesn’t want to take over the office building. So the
two options available to Hugo are:

a) To sell the office building on 31 December 2026; or

b) To rent the office building to a new tenant and sell in two years’ time.

Requirements:

1) Calculate the chargeable gain on the lease, under Alternative 1. (3)

2) Explain the Corporation Tax implications for Flick Ltd and the Capital Gains Tax implications for Hugo of the two alternatives for the sale of the business. (7)

3) Assuming Hugo sells the shares in Flick Ltd (Alternative 2), explain the Capital Gains Tax implications for Hugo of the two options relating to the office building.
(5)

Total (15)
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Part 1
This is your Excel spreadsheet for Question 6. It is only for your workings: the spreadsheet itself will not be marked.
When you have completed your calculations and workings, you must copy and paste them into the answer box to be marked.
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Part 2

This is your answer box for Question 6. If you use the Excel spreadsheet, you must copy and paste any calculations and workings that accompany your answer into this box

Response

1)Chargeable Gain on Alternative 1

40,000 premium 25 year lease=Grant of a short lease
capital element:

40,000x 2%x(25-1)= 19,200

SP= 19,200

Less cost:150,000x40,000 +160,000= (232,000)
Loss:-212,800

2)

for alternative 1 the building being granted a lease is a depreciating asset, that has a wasting life of less than 60 years, and the P&M will also be classed as depreciating so
therefore Glack LTD will be able to claim Rollover relief which will allow the gain on the asset being replaced to not be deducted from the base cost but this will be frozen.

the frozen gain will crystalise on the earliest of:
1. sale of the P&M
2. ceasing to use the building or asset in trade
3. ten years from gcquisition- December 3036 is purchased

For alternative 2 there will be no CT that will arise for Flick as they have held the shares for over 3 years so there will be no clawback on IT .

3) if Hugo sells the office building as eh owns the asset and it is also used in the business he will be able to claim BADR at 14% due to this being an associated disposal
and also a material disposal and he has owned the Building and company for 3 years prior to disposal.

However, as he charged rents the BADR relief will be restricted by the amount of rents charged.

if he rent's the office building and then sells in 2 years time he will not be able to claim BADR as the office will not be used in the business anymore prior to the 2 years
disposal rule
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