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Supplementary Questions: Chapter 7

Source: ACCA Paper 7(U)
Covers:  trading income and capital allowances (including SBA and private use of assess restrictions)

Question 1 (based on previous ACCA exam question – updated to latest tax rules) .

Joseph Kent commenced in business on 1 January 2015 as a self-employed joiner making conservatories. His business qualifies as a medium sized business for tax purposes. His tax-adjusted profits before capital allowances were as follows:
	£
Year ended 05 April 2023	46,000
Year ended 05 April 2024	52,000
Year ended 05 April 2025	55,000
Year ended 05 April 2026	58,000
Year ended 05 April 2027	63,000

Capital additions and disposals were as follows:

Additions	£
1 October 2022 
       car 1 – CO2 =105 g/km (at valuation)	12,200
       car 2 – CO2 = 200 g/km	13,000
       trailer	2,000
       plant and machinery (not energy–saving)	8,000
1 May 2024 plant and machinery (not energy–saving)	2,500
1 October 2025 
       car 3 – CO2 = 100g/km	15,000
1 June 2026      
       car 4 – CO2 = 0g/km	18,000
1 September 2026 – plant 	27,000

Disposals
1 January, 2024 plant and machinery
       (at less than cost)	3,000
1 March 2024 car 1	7,000
1 March 2025 car 2	5,130
1 September 2026 car 3	8,900

The balance in the main pool at 6 April 2022 was £28,000. Private use of cars 1, 2 and 3 is 20%, car 4 is 100% business use only. No claim is made to treat any of the assets as short-life assets. 

Joseph manufactured the conservatories in rented premises until 1 January 2026 when he purchased a new factory unit for £180,000 on an industrial estate (not an enterprise zone). 

All assets were brought into use immediately on acquisition.

Required:  Calculate the trading income for Joseph for the period ending 5 April 2023 and for each subsequent year to 5 April 2027.

Solution

Remember that :
· From 6.4.21 new cars <50g/km 18% (in the main pool), >50g/km 6% (in special pool)

	Accounting period
	
	Main Pool 
	Car 1
	
	Car 2
	
	Car 3
	Allowances 

	
	
	£
	£
	
	£
	
	£
	£

	
	
	28,000
	
	
	
	
	
	

	y/e 05.04.23
	
	
	
	
	
	
	
	

	Additions:
	
	
	
	
	
	
	
	

	Car (1)
	
	
	12,200
	
	
	
	
	

	   WDA (18% & restricted)
	
	
	(2,196)
	x80%
	
	
	
	1,757

	Car (2)
	
	
	
	
	13,000
	
	
	

	   WDA (6% & restricted)
	
	
	
	
	(780)
	x80%
	
	624

	Others 
(trailer and plant)
	10,000
	
	
	
	
	
	
	

	  AIA 
	(10,000)
	
	
	
	
	
	
	10,000

	  WDA – 18%
	
	(5,040)
	
	
	
	
	
	5,040

	  WDV c/f
	
	22,960
	10,004
	
	12,220
	
	
	

	total allowances
	
	
	
	
	
	
	
	17,421

	
y/e 05.04.24
	
	
	
	
	
	
	
	

	Disposals:
	
	(3,000)
	(7,000)
	
	
	
	
	

	
	
	19,960
	3,004
	
	
	
	
	

	WDA (18%)
  (car 2 – 6% & restricted)
	
	(3,592)
	
	
	
(733)
	
x80%
	
	3,592
586

	Balancing allowance
	
	
	(3,004)
	x80%
	
	
	
	2,403

	WDV c/f 
	
	16,368
	nil
	
	11,487
	
	
	

	total allowances
	
	
	
	
	
	
	
	6,581

	
y/e 05.04.25
	
	
	
	
	
	
	
	

	Additions:
Plant 
AIA

Disposals – car 2
	
2,500
(2,500)
	


	
	
	



(5,130)
	
	
	

2,500

	
	
	
	
	
	6,357 
	
	
	 

	Balancing allowance
	
	
	
	
	(6,357)
	x80%
	
	5,085

	WDA (18%)
	
	(2,946)
	
	
	
	
	
	2,946

	WDV c/f 
	
	13,422
	
	
	nil
	
	
	

	total allowances
	
	
	
	
	
	
	
	10,531




	 
	
	Main Pool
	Car 3
	
	Allowances

	
	
	£ 
	£ 
	
	£

	b/f
y/e 05.04.26
	
	13,422
	
	
	

	Additions:
Car 3 (not AIA)
	
	
	
15,000
	
	

	WDA (18%)
	
	(2,415)
	      (2,700)
	x80%
	4,575

	WDV c/f 
	
	11,007
	      12,300
	
	

	total allowances
	
	
	
	
	4,575

	
y/e 05.04.27
	
	
	
	
	

	Additions:
	
	
	
	
	

	    Car 4 (not AIA): 
	   18,000
	
	
	
	 

	    100% FYA allowance
	  (18,000)
	
	
	
	18,000

	   Plant
	  27,000
	
	
	
	

	   AIA
	(27,000)
	
	
	
	27,000

	Disposal (Car 3)
	
		
	(8,900)
	
	

	
	
	
	3,400
	
	

	Balancing Allowance
	
	
	(3,400)
	x80%
	2,720

	WDA (14%)
	
	1,540
	
	
	1,540

	WDV c/f 
	
	9,467
	nil
	
	

	total allowances
	
	
	
	
	49,260

	
	
	
	
	
	



Structure and Buildings Allowance:
 
Joseph will also be eligible for Structures and Buildings Allowance (SBA) on the acquisition of his new business premises on 1 January 2026 for £180,000. 

For year ended 05.04.26:
    He will receive SBA at 3% for the period he made use of this premises from (1 January 2026) i.e. 96/365 days x 3% x £180,000 = £1,420.

For the year ended 05.04.27:
     Joseph will receive SBAs at the 3% rate for the whole year i.e. £180,000 x 3% = £5,400


Computation of Tax adjusted Trading Profits:

	[bookmark: _Hlk12041492]

	Year ended
    05.04.23
	Year ended
    05.04.24
	Year ended
    05.04.25

	
	        £
	   £
	         £

	Profit before capital allowances 
	   46,000
	    52,000
	    55,000

	Less capital allowances
	
	
	

		Plant and machinery
	 (17,421)
	     (6,581)
	   (10,531)

	Tax Adjusted Trading Profit
	  28,579
	    45,419
	    44,469



	

	Year ended
    05.04.26
	Year ended
    05.04.27
	

	 
	        £
	        £
	

	Profit before capital allowances 
	   58,000
	   63,000
	

	Less capital allowances
	
	
	

		Plant and machinery
       SBA
	   (4,575)
   (1,420)
	   (49,260)
   (5,400)
	

	Tax Adjusted Trading Profit
	   52,005
	     8,340
	



Used with permission from ACCA. This question has been updated from its original form by the authors and does not necessary reflect the full original question. While ever effort is made to amend these questions in line with current rules, any errors introduced by the updating process are the responsibility of the authors, not the original copyright holders.

