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by A Lymer and L Oats 

Supplementary Questions: Chapter 7

Source: ACCA Paper F6
Covers:  trading losses
 
You are a trainee chartered certified accountant and your manager has asked for your help regarding two taxpayers who have both made trading losses.

Michael
Michael commenced in self-employment on 1 July 2025, preparing accounts to 5 April. His results for the first two periods of trading were as follows:
	£
Nine-month period ended 5 April 2026 – Trading loss 	(24,600)
Year ended 5 April 2027 – Trading profit 	7,100
For the tax years 2021/22 to 2023/24 Michael had the following income from employment:
	£
2021/22 	44,500
2022/23 	16,800
2023/24 	54,600

Michael did not have any income during the period 6 April 2024 to 30 June 2025.

Sean
Sean has been in self-employment since 2001, but ceased trading on 5 April 2027. He has always
prepared accounts to 31 December. His results for the final five years of trading were as follows:
	£
Year ended 5 April 2023 – Trading profit 	21,300
Year ended 5 April 2024 – Trading profit 	14,400
Year ended 5 April 2025 – Trading profit 	18,900
Year ended 5 April 2026 – Trading profit 	3,700
Year ended 5 April 2027 – Trading loss 	(23,100)

For each of the tax years 2022/23 to 2026/27 Sean has property business profits of £20,000.

 

Required:
For each of the two taxpayers Michael and Sean, identify the loss relief claims that are available to them, and explain which of the available claims would be the most beneficial.

Notes:
1. You should clearly state the amount of any reliefs claimed and the rates of income tax saved. However, you are not expected to calculate any income tax liabilities.

2. Relevant Personal allowances (PA) and basic rate thresholds (BRT) for all years in question are the same as for the current year (ie PA = £12,570 and BRT is £37,700).
 


Answer:

Michael
(1) The loss of £24,600 for 2025/26 can be claimed against total income for the three preceding years (under s.72 ITA 2007), earliest first, since it is incurred in the first four years of trading.
(2) The loss relief claim will therefore be £16,800 in 2022/23 and £7,800 (£24,600 – £16,800) in 2023/24.
(3) For 2022/23 this will waste Michael’s personal allowance, with the balance of the claim of £4,230 (£16,800 – £12,570) saving income tax at the basic rate of 20%.
(4) For 2023/24 Michael has taxable income of £4,530 (£54,600 – £12,570 – £37,500) subject to income tax at the higher rate of 40%, so the claim of £7,800 will mostly save tax at the higher rate, with £3,270 of the loss saving tax at the basic rate of 20%.
(5) Alternatively, Michael could have carried the trading loss forward against future trading profits (under s.83 ITA 2007), but the trading profit of £7,100 for 2026/27 is less than the personal allowance, and there is no information regarding future trading profits.
Note: A claim against total income (under s.64 ITA 2007) for 2025/26 and/or 2024/25 is not possible since Michael does not have any income for either of these years.


Sean
(1) For the year ended 5 April 2027, the total loss for 2026/27 is £23,100.
(2) The whole of the loss can be claimed as a terminal loss (under s.89 ITA 2007) since it is for the final 12 months of trading. The claim is against trading income for the year of the loss and the three preceding years, latest first.
(3) The terminal loss claim will therefore be £3,700 in 2025/26, £18,900 in 2024/25 and £500 (£23,100 – £3,700 – £18,900) in 2025/26.
(4) The property business profits are sufficient to utilise Sean’s personal allowance for each year, so the loss relief claims will save income tax at the basic rate of 20%.
(5) Alternatively, Sean could have initially claimed loss relief against his total income (under s.64 ITA 2007) for 2025/26 and/or 2024/25, but this would have wasted his personal allowance for either or both of those years.
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