Taxation: Policy and Practice (2026/27 – 33rd Edition) 
by A Lymer and L Oats 

Supplementary Questions: Chapter 6

Source: ACCA Paper 7(U)
Question 1 
Covers:  tax year end adjustments for trading profit computation


The following items have been charged against profit in the accounts of William Oakley, a shoe manufacturer, for the year ended 5 April, 2027:

1.	In Repairs and Renewals an amount of £2,000 was included for the fitting of security bars over the factory windows as a precaution against theft.
2.	A loan of £100 to a former employee was written off.
3.	Gifts of ’Oakley’ calendars in December 2026 costing £12 each.
4.	Incidental costs incurred in obtaining a bank loan, £350.
5.	A donation of 5 pairs of running shoes, costing a total of £200, when sponsoring a local charity raising money by organising a marathon.
6.	A lease rental of £4,000 per annum on a car provided for an employee. The car cost £14,000, has CO2 emissions of 45 g/km and the lease commenced in April 2026.
7.	Registering a patent for a new shoe design, £1,275.
8.	A parking fine of £100 incurred by an employee (not William) on a business trip to Manchester.
9.	Payment of £6,000 re-location expenses to a new employee.
10.	In Repairs and Renewals an amount of £2,000 to re-condition a second-hand stitching machine bought for £10,000. The repairs were necessary before the machine could be used in the business.
11.	Cost of a course in computer skills, costing £350, for William himself who had no previous computer experience.
Required:  You are required to state how you would deal with each of the items when preparing the tax adjusted profit computation for the year ended 5 April, 2027. You should give a brief explanation for your treatment of each item.



Solution
1. This is capital expenditure and should be disallowed ie added back to the accounting profit figure.
2. This is not a trading expense and should be disallowed – ie added back to the accounting profit figure
3. This expense would be allowed as the cost of each calendar did not exceed £50, so no adjustment is required to the accounting profit.
4. The costs are allowed by statute and so no adjustment is required to the accounting profit.
5. The donation is allowed because it is a small amount to a local charity and effectively advertising. No adjustment is required to the accounting profit.
6. As the CO2 emissions are below 50 g/km, no adjustment is required to the lease expense.
7. The amount is allowed by statute, so no adjustment is necessary to the accounting profit.
8. Although the general rule is that fines and penalties are not deductible, this is allowed by HMRC as a concession, because the expense was incurred by an employee, so no adjustment is necessary to the accounting profit.
9. This payment is allowed as an employment expense, so no adjustment is required to the accounting profit. Payments over £8,000 are assessable on the employee.
10. These repairs would be disallowed under the principles laid down in the Law Shipping case, i.e. expenditure incurred in making a capital asset suitable for its intended purpose is capital expenditure. The figure needs to be added back to the accounting profit.
11. According to the HMRC Manuals (https://www.gov.uk/hmrc-internal-manuals/business-income-manual/bim35660), ‘expenditure incurred by the proprietor of a business on training courses for themselves is revenue expenditure if the course merely updates existing expertise or knowledge’. It is more difficult where the course is to equip the proprietor with a new qualification, in which case it can be argued to be capital expenditure and therefore not deductible. To be sure we would need to know more about how the computer course relates to William’s business activities. 
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