Example 1 Solution

Jim bought a property and rented it out for the first time on 1 July 2021.  The rent of £6,000 per annum is paid alternatively (1) quarterly in advance, or (2) quarterly in areas
He paid allowable expenses of £300 in November 2021 for redecoration and £500 in May 2022 for repairs completed in March 2022
Activity:  Calculate the Property Income assessment for 2021/22 and also compute the assessment if the taxpayer chose to use the accruals basis

Solution
The cash basis has become the default setting for individuals and partnerships in assessing property income instead of the accruals basis.
If the rental income is received quarterly in advance then amounts would be received on 1 July and 1 October 2021 and 1 January and 1 April 2022 amounting to £6,000 – typically in an exam question you might be told however that the amount due on 1 April 2022 was not received until say 15 April 2022 and therefore only £4,500 would have been received in the 2021/22 tax year.
If the rent was received quarterly in areas, then amounts would be received on 30 September and 31 December 2021 and on 31 March 2022 amounting to $4,500 – again in an exam question you might be told that the amount due on 31 March was not received until 9 April 2022 and therefore only £3,000 would be received and assessed in 2021/22
The £300 allowable expenses paid in November 2021 will be the only allowable deduction in 2021/22 as the repairs expenditure though incurred in 2021/22 was not paid until the 2022/23 tax year
If therefore the rental income is received quarterly in advance the property income assessment will be £5,700 (6,000 – 300) whereas if the rental income is received quarterly in areas the assessment will be £4,200 (4,500 – 300)
The Accruals basis
The rent assessable in each case is the rental income accrued for the period 1 July 2021 to 5 April 2022 irrespective of when the amounts were due to be received or were actually received.  Expenses incurred in the same period are deductible irrespective of the date when paid.


								£		£
Rent due 9/12 x 6,000							4,500
Expenses:
	Redecoration						300
	Repairs						500
										(800)
Property income for 2021.22						3,700

