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HMRC c larify pre -registration of VAT policy
HMRC have recently published Brief 16 (2016), entitled Treatment of VAT incurred on assets that are used by the business
prior to VAT registration. Broadly, the brief aims to clarify when, and to what extent, VAT is deductible and what to do if the
correct treatment has not been applied.
A business registering for VAT may recover tax incurred on goods and services before their effective date of
registration (EDR). This allows the recovery of VAT against goods and services as long as they are used by the taxable
person to make taxable supplies once registered.

Services must have been received less than six months before the EDR for VAT to be deductible. This time limit is a
simplification of the rules and means that detailed calculations of the use before and after EDR are not required. This
excludes services that have been supplied onwards. VAT on services received within the relevant time limit can be recovered
in full.

Goods have a four-year time limit for deduction that is consistent with the general VAT 'capping' provisions. Again, this
excludes goods that have been supplied onwards or consumed before EDR. However, VAT on fixed assets purchased within
four years can be recovered in full.

HMRC believe that the word 'consumed' has been interpreted inconsistently over time, particularly in relation to business
assets and HMRC. The purpose of Brief 16 is therefore to clarify the policy position, which HMRC stress, has not changed.
The policy is as follows:

Subject to the normal rules on VAT deduction:

x

VAT on services received within six months of EDR and used in the business at EDR is recoverable in full;

x

VAT on stock is deductible to the extent that the goods are still on hand at EDR (for example apportionment may
be required);

x

VAT on fixed assets purchased within four years of EDR is recoverable in full, providing the assets are still in use
by the business at EDR.

Full recovery only applies if the business is fully-taxable. Businesses who are partly-exempt, have non-business activities,
or need to restrict VAT deduction for any other reason, will need to take that into account when calculating deductible VAT.

HMRC will accept corrections for overpayment of VAT in the following circumstances:
x

the business has reduced the VAT it deducted on fixed assets, to account for pre-EDR use;

x

HMRC have raised an assessment of tax to account for pre-EDR use of fixed assets;

x

HMRC have reduced a repayment claim to account for pre-EDR use of fixed assets.
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HMRC will consider claims for repayment of penalties and interest charged as a result of assessments.

Changes to the VAT flat rate scheme
In a surprise announcement in the 2016 Autumn Statement, the Chancellor announced that changes are to be made to
the existing flat rate scheme for VAT (FRS) in order to tackle perceived 'aggressive abuse'. The changes, which will
take effect from 1 April 2017, are designed to 'reduce the incentive for firms and agencies to move employees to selfemployment to exploit VAT simplification aimed at small businesses'. The subsequent HMRC policy paper published on 5
December sets out the details of the changes, which will affect any users, or prospective users, of the FRS.

The FRS is a simplified VAT accounting scheme for small businesses, which currently allows users to calculate VAT using
a flat rate percentage by reference to their particular trade sector. From 1 April 2017 a new 16.5% FRS rate will be introduced
for businesses with limited costs. Interestingly, HMRC's policy paper on this change comments that 'many labour only
businesses' may be affected. Although not yet clarified, this may mean the adjustments will not apply to service-related
businesses such as journalists, architects or engineers.

Between now and 1 April 2017, anyone currently using the FRS for VAT, or thinking of joining the scheme, will need to
decide whether they are a 'limited cost' business. For some businesses - for example, those who purchase no goods, or
who make significant purchases of goods - this will be obvious. Other businesses will need to complete a simple test, using
information they already hold, to work out whether they should use the new 16.5% rate.
A 'limited cost' business is defined in the draft legislation as one whose VAT inclusive expenditure on goods is either:

x

less than 2% of their VAT inclusive turnover in a prescribed accounting period;

x

greater than 2% of their VAT inclusive turnover but less than £1,000 per annum if the prescribed accounting
period is one year (if it is not one year, the figure is the relevant proportion of £1,000).

Goods, for the purposes of this measure, must be used exclusively for the purpose of the business but exclude the following
items:

x

capital expenditure goods;

x

food or drink for consumption by the flat rate business or its employees;

x

vehicles, vehicle parts and fuel (except where the business is one that carries out transport services - for example
a taxi business - and uses its own or a leased vehicle to carry out those services).

These exclusions are part of the test to prevent traders buying either low value everyday items or one off purchases in
order to inflate their costs beyond 2%.
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To support businesses implement this change, HMRC have said that they will be launching an online tool that will enable
both current and prospective users of the FRS to determine whether they must use the new rate.

Changes to IR35 rules confirmed
HMRC have recently announced changes to the way the intermediaries legislation (known as the 'IR35 rules') will be applied
to off-payroll working in the public sector. In particular, contractors who provide their services to a public authority through
an intermediary will need to be aware for the changes, which take effect from 6 April 2017.
Broadly, from 6 April 2017, responsibility for deciding whether the legislation should be applied will move from the
worker's intermediary to the public authority the worker is supplying their services to.

Where the rules apply, the fee-payer (the public authority, agency, or other third party paying the intermediary) will be
responsible for calculating income tax and primary National Insurance contributions (NICs) and pay them to HMRC. These
amounts will be deducted from the intermediary's fee for the work provided. The worker's intermediary will be able to offset
an amount equivalent to the income tax and NICs deducted from payments to it from the fee-payer against its own income
tax and NICs liability in the tax year.

The changes will apply to:

x

public authorities who hire off-payroll contractors;

x

public sector tax managers, payroll managers, human resources managers and procurement managers;

x

agencies and third parties who supply contractors to the public sector; and

x

contractors who provide their services to a public authority through an intermediary.

Before the changes take effect, public authorities, agencies and third parties supplying contractors will need to consider
existing contracts and make the appropriate preparations. Whilst it is for the public authority to determine whether off-payroll
working rules apply when engaging a worker through a personal service company, anyone who believes they may be
affected should seek further advice.

Abolition of Class 2 NICs
Originally announced at Budget 2016, the 2016 Autumn Statement confirmed that Class 2 National Insurance Contributions
(NICs) will be abolished from April 2018, hopefully achieving the desired effect of simplifying National Insurance for the selfemployed and making the system fairer for employed and self-employed individuals.

At the same time as the abolition of Class 2 NICs, the system for Class 4 NICs will also be reformed to include a new
threshold - to be called the 'small profits limit' (SPL). The amount of the SPL for 2018/19 is yet to be confirmed but is likely
to be around £6,025.
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Payment of Class 2 NICs by the self-employed - a standard weekly contribution of £2.80 per week in 2016/17, rising to
£2.85 per week from April 2017 - gives eligible individuals access to certain contributory benefits such as contribution-based
employment and support allowance, basic state pension and bereavement benefits.

Class 4 NICs are paid by the self-employed on profits above the annual 'lower profits limit' (LPL). For 2016/17 contributions
are payable at the rate of 9% on profits between £8,060 (the LPL) and £43,000 (the 'upper profits limit (UPL)). Contributions
are then paid at the rate of 2% on profits above the UPL. For 2017/18 the LPL will be £8,164 and the UPL will be £45,000.

After abolition of Class 2 NICs from April 2018, those with profits between the SPL and the LPL will not be liable to pay
Class 4 contributions but will be treated as if they have paid Class 4 contributions for the purposes of gaining access to
certain contributory benefits. Those with profits at or above the Class 4 LPL will gain access to the new state pension,
contributory employment and support allowance (ESA) and bereavement benefit. Those with profits above the LPL will
continue to pay Class 4 contributions.

The special arrangements that currently apply to share fishermen and volunteer development workers that allow them to
pay special rates of Class 2 NICs to gain access to a wider range of benefits than currently available through Class 2 will
also be abolished from April 2018. Transitional provisions will apply.

Class 3 contributions, which can be paid voluntarily to protect entitlement to the state pension and bereavement benefit, will
be expanded from April 2018, to give access to the standard rate of Maternity Allowance (MA) and contributory ESA for the
self-employed. Rates of Class 3 NICs are £14.10 per week for 2016/17 rising to £14.25 in 2017/18.

Concerns over these changes have been expressed within the tax profession. Anthony Thomas, Chairman of the Low
Incomes Tax Reform Group (LITRG) said that some parts of these proposals are good news for self-employed workers on
low earnings, but by no means all. Those with profits between the Class 2 exemption limit (currently £5,965) and the Class
4 LPL (currently £8,060) will be better off because they will pay no NI but be credited with contributions. The Group's concern
is for those with lower earnings than £5,965 who would have to pay voluntary Class 3 contributions in the future to protect
their benefits entitlement if they did not obtain NI credits through receipt of other benefits, for example tax credits, child
benefit or Universal Credit. Class 3 contributions will cost almost five times the amount they are paying now (£14.10 per
week compared to £2.85 per week) and may mean the cost is unaffordable, leading them to rely more on means-tested
benefits in the future.

Change of Class 4 NIC rate reversed
The Government has confirmed that the proposed increase in the rate of Class 4 National Insurance Contributions, paid by
the self-employed on profits from a business, will not now take effect from April 2018. The Chancellor of the Exchequer,
Philip Hammond, had announced that the rate would rise from 9% to 10% from 6 April 2018, and again to 11% from April
2019.

In a letter to MPs informing them of the decision, Mr Hammond said 'however difficult the fiscal challenges we face, the tax
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lock and spending ring-fence commitments we have made for this Parliament should be honoured in full'. He went on to say
that the cost of this change will be funded by measures to be announced in the Autumn Budget Statement, which indicates
that future changes can be expected.
The abolition of Class 2 NICs from April 2018 will go ahead as planned.

HMRC’s tougher approach to o ffshore tax e vasion
HMRC have implemented various measures over recent years designed to encourage those not paying the right amount of
tax across their offshore tax affairs to make full disclosures. Whilst there has been a positive approach to the facilities
provided, HMRC have recently reminded taxpayers that things are about to get even tougher for those who try to hide
investments offshore.

To date, over 100 countries have committed to exchange information on a multilateral basis under the Organisation for
Economic Co-operation and Development Common Reporting Standard (CRS) ,which means that HMRC will be receiving
new financial information about their customers from more than 100 jurisdictions - this includes details about overseas
accounts, structures, trusts, and investments - and they are already using information, supplied by overseas banks, insurers,
and wealth and assets managers, to identify the minority who are not paying what they owe.

So what has changed? All HMRC offshore disclosure facilities closed with effect from 31 December 2015. Up to that date,
HMRC offered various incentives to encourage people to come forward and clear up their tax affairs. That's no longer the
case, but before automatic exchange and new sanctions come into force, the Worldwide Disclosure Facility (WDF) offers a
final chance to come forward before HMRC use CRS data and toughen their approach to offshore non-compliance.

The facility opened on 5 September 2016. After 30 September 2018, new sanctions under a new 'Requirement to Correct'
approach will be introduced that reflect HMRC's toughening approach. Disclosures can still be made after that date, but
those new terms will not be as good as those currently available.
Anyone who wants to disclose a UK tax liability that relates wholly or partly to an offshore issue can use the facility. An
offshore issue includes unpaid or omitted tax relating to:

x
x

income arising from a source in a territory outside the UK;
assets situated or held in a territory outside the UK;

x

activities carried on wholly or mainly in a territory outside the UK; or

x

anything having effect as if it were income, assets or activities of a kind described above.

It also includes funds connected to unpaid or omitted UK tax not included above, that have been transferred to a territory
outside the UK or are owned in a territory outside the UK.
A regular check should be made to ensure that all UK tax liabilities have been declared. If in doubt, seek professional advice
in the first instance.
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Disguised remuneration and the s elf-employed
Following the announcement in the Autumn Statement, HMRC have published the details of a measure designed to tackle
the future use of avoidance schemes currently being used by some self-employed people to avoid paying income tax and
NICs on their income.
The measure will also tackle the existing use of schemes involving loans with a new charge (a 'loan charge') on
outstanding loans taken out as part of avoidance arrangements. This charge will apply if tax is not paid on the loan and the
loan is not repaid by 5 April 2019.

Various 'disguised remuneration' avoidance schemes currently exist, but they commonly result in a loan from a third party
that is on such terms that mean it is unlikely to ever be repaid. At Budget 2016 the government announced that legislation
would be introduced in Finance Bill 2017 to tackle this perceived tax avoidance by the self-employed. This announcement
goes alongside a similar package of measures to curtail current and future use of disguised remuneration avoidance
schemes by employees.

Broadly, Finance Bill 2017 will include provisions designed to counter arrangements that are intended to secure a deduction
from income, where such a deduction ultimately is used to provide a loan or other benefit to the individual or anyone
connected to them. The legislation will also counter arrangements involving the self-employed that seek to exclude an
element of the taxable earnings of the self-employed individual whilst at the same time using that element to provide a loan
or other benefit, either to themselves or persons connected with them. These changes, enacted will have effect from 6 April
2017.

Legislation in Finance Bill 2017 will also introduce a charge to apply to any balance of disguised remuneration loans made
after 5 April 1999, as used by the self-employed as part of the avoidance arrangements. The charge will apply on 5 April
2019 to any such loans still outstanding on that date. The amount of the loan outstanding is, broadly, the principal of the
loan less any repayments. Generally, only money payments will be recognised as repaying the loan. Any money payment
connected with a tax avoidance arrangement, excluding the arrangement under which the loan was made, will be
disregarded. The loan charge will also apply to situations where one loan is replaced by another loan, some other form of
credit or a payment purporting to be a loan, referred to as quasi-loans in the legislation.

Caps on income tax relief
In general terms, providing a business is undertaken on a commercial basis with a view to making a profit, tax relief should
be available for trading losses incurred. It is usually possible to offset the loss against other taxable income from the same
year, or the previous year. Other taxable income may include for example, a former employment (where tax was deducted
under PAYE) or a pension.

This relief may be particularly beneficial for someone who is self-employed on a part-time basis. For example, where an
individual earns £30,000 a year from employment, and makes a £2,000 loss from his or her part-time business, their tax bill
for the year will be based on income of £28,000.
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Where a loss is incurred in any of the first four tax years of a new business, the amount of the loss can usually be carried
back and offset against total income of the three previous tax years, starting with the earliest year. Therefore, where
an individual has paid income tax in any of the previous three years, he or she is likely to be entitled to a repayment of tax.
The maximum amount must be offset each year - it is not possible to offset a proportion of the loss in order to spread the
loss across three years to take advantage of beneficial tax rates. Again, relief will not be available unless the individual was
trading on a commercial basis with a view to making a profit within a reasonable timescale. In practice, this requirement
may be difficult to prove in the case of a new business and HMRC may want to see a viable business plan to support a
claim.

It is worth noting that the income tax legislation sets out various specific reliefs that may be deducted in the calculation of
income tax liability, including reliefs which can be relieved against general income. Before 6 April 2013 there was generally
no upper limit on the amount of income tax relief which could be claimed. However, from 6 April 2013 certain restrictions
apply to the amount of loss relief available. The primary reliefs affected by the cap are the trade loss reliefs outlined above,
property loss reliefs that can be relieved against general income, and qualifying loan interest relief. A small number of other
reliefs will also be affected. The cap is set at £50,000 or 25% of income, whichever is greater.

'Income' for the purposes of the new cap will be calculated 'total income liable to income tax'. This figure will then be adjusted
to include charitable donations made via payroll giving and to exclude pension contributions - this adjustment is designed
to create a level playing field between those whose deductions are made before they pay income tax, and those whose
deductions are made after tax. The result, known as 'adjusted total income', will be the measure of income for the purpose
of the cap.

The cap will apply to the year of the claim and any earlier or later year in which the relief claimed is allocated against total
income. The limit will not apply to relief offset against profits from the same trade or property business.

Anyone wishing to make a claim for loss relief needs to be aware of the time limits for doing so -HMRC must be informed
within 12 months following 31 January after the end of the loss-making business year

Salary v Dividend
The questions surrounding the issue of how best to extract profits from a company in a tax-efficient manner remain as
popular as ever. Despite the introduction of the dividend allowance, and the personal savings allowance, extraction by
remuneration and by way of dividend remain the two most widely used methods. The tax effects of these methods may be
broadly contrasted as follows:

x

Provided the amount is justifiable, remuneration is generally allowed as a deduction in arriving at the taxable profits
of the company. The recipient is taxed on the remuneration through the PAYE system at the date of payment
including a charge to NIC.

x

Dividends are not deducted in arriving at the taxable profits.
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The main point to note is that the question of how best to extract profits from a company is rarely straight-forward and will
be different in nearly every case. Seeking advance professional advice is always highly recommended.
It must be remembered here that payment of a salary will give rise to a liability to National Insurance Contributions (NICs),
whereas payment of a dividend does not.

In considering the options, a number of other factors should also be taken into account:

x

A full NIC contribution record must be maintained to ensure maximum social security benefits. Therefore, a reduction
in salary may have the knock-on effect for reducing future entitlement to certain earnings-related social security
benefits.

x

The lack of a salary charge in the accounts may increase the value for capital gains tax (CGT) and inheritance tax
(IHT) purposes of holdings valued on the basis of earnings. In addition, a higher dividend payment will increase the
value of a holding calculated on a dividend yield basis, although it is unlikely to affect the valuation of a major
interest.

x

Dividends are payable rateably to shareholders in proportion to their holdings in the company, which may not
necessarily correspond to the relative efforts of the directors in earning the profits. Dividend waivers may assist in
these circumstances, but care must be taken - always seek advice on such matters.

x

Dividends can only be paid out of distributable profits whereas, in theory, salaries may be paid out without reference
to the level of profits.

x

The national minimum wage legislation should be considered, as this applies equally to directors under contracts
of employment as it does to employees.

Given that dividends are treated as distributions of profits (after taking into account payments of salaries and wages),
payment of a reasonable salary may be considered before thinking about a potential dividend payment. The situation will
vary from company to company and there is no set rule. Seeking professional advice is recommended before any action is
taken.

In deciding how profits are to be extracted, the following aspects should be considered:

x

x

The rates applicable to dividend income are currently the 7.5% ordinary rate, which applies up to the basic rate
limit, the 32.5% dividend upper rate, and the dividend additional rate of 38.1% on dividends above the higher rate
limit.
From 6 April 2016, 10% tax credit attaching to dividends was abolished and the new dividend allowance took effect.
This means that the first £5,000 of dividends will be tax-free in the hands of the recipient. Whilst these changes
mean that most taxpayers will thereby pay less tax, people receiving dividend income over about £140,000 a year
will pay more. This forms part of the government strategy to reduce the incentive to incorporate businesses and
take remuneration in the form of dividends.

x

Individual needs of shareholders may differ - some may require income, others may be more interested in capital
appreciation. These conflicting interests may be met by the issue of separate classes of shares with differing
distribution rights.

x

For the financial year 2017, the main rate of corporation tax is 19%, which means that the rate of tax payable on
retained profits is potentially lower than current income tax rates.
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For income tax purposes, and within family-owned companies, it is generally desirable to spread income around the family
to fully utilise annual personal allowances and to take full advantage of nil and lower rate tax thresholds, wherever possible.
The term 'family' includes all individuals who depend on a particular individual (e.g. the owner of the family company) for
their financial well-being. This may include not only the spouse, civil partner and children but also aged relatives, retired
domestic employees, etc. Care must be taken in this area not to fall foul of the 'settlements' legislation and other antiavoidance measures in force at the time. Once again, professional advice is always recommended in advance of making
any payments.

Distributions (usually dividends) from jointly owned shares in close companies are not automatically split 50/50 between
husband and wife, but are taxed according to the actual proportions of ownership and entitlement to the income.

Possible methods of spreading income around the family include employing a spouse and/or children, waiving salary (to
increase profits available as dividends) or dividends (to increase the amounts available to other shareholders), and
transferring income-producing assets.

Some distributions of income to family members will not be beneficial for tax purposes. The following points require careful
consideration:
x

salaries and wages paid to spouse, civil partner, children or other dependants will be a tax deductible expense of
the company only if they can be justified in relation to the duties performed;

x

a salary paid to spouse, civil partner, children or other dependants will attract a liability to NIC if it is above the lower
earnings limit; and

x

the investment income of an infant child (i.e. an unmarried child below the age of 18) is taxed on his parents, where
it arises from a gift by them.

In the longer term, there is a risk that, at some future date, the relative advantages of each extraction method might be
reversed at a time when the flexibility to switch between the two methods is restricted. Currently though, using a mixture of
salary, benefits and dividends, which can be varied according to individual circumstances, remains the most sensible option.

Tax-free access to pension advice
The Treasury has confirmed details of the new Pension Advice Allowance, which will take effect from April 2017, and which
will enable people to withdraw £500, on up to three occasions, from their pension pots tax-free to put towards the cost
of pensions and retirement advice.

Following an eight-week consultation period, the Economic Secretary to the Treasury, Simon Kirby, confirmed that the £500
allowance:
x

can be used a total of three times, only once in a tax year, allowing people to access retirement advice at different
stages of their lives, for example when first choosing pension or just prior to retirement;
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x

will be available at any age, allowing people of all ages to engage with retirement planning;
can be redeemed against the cost of regulated financial advice, including 'robo advice' as well as traditional faceto-face advice; and

x

will be available to holders of 'defined contribution' pensions and hybrid pensions with a defined contribution
element, not 'defined benefit' or final salary type schemes.

According to recent research, UK savers with a pension pot of £100,000 save an average of £98 more every month and
receive an additional income of £3,654 every year of their retirement if they take financial advice.

Increase in cash basis threshold
As announced at the 2017 Spring Budget, the threshold for traders using the cash basis for accounting purposes is
increasing from 6 April 2017. This change forms part of the Government's initiative for simplifying tax paid by unincorporated
businesses and runs alongside the Making Tax Digital project.
Under the cash basis, small businesses are taxed on the basis of the cash that passes through their books, rather than
being asked to spend their time doing calculations designed for big businesses. General partnerships may use the cash
basis - as long as the partnership meets the receipts and other entry criteria, the partners are all individuals, and either there
is no individual treated as controlling the partnership, or any such individual would be eligible to use the cash basis if they
were conducting the business as a sole trader.

Amendment to the existing legislation (currently contained in ITTOIA 2005, Part 2, Chapter 3A) takes effect from 6 April
2017 (operative for 2017/18 onwards) and increases the threshold for the cash basis from £83,000 to £150,000. This
measure is expected to have a significant impact on businesses. An estimated 135,000 additional small businesses will be
eligible to choose the cash basis for their business, with 87,000 estimated to take up that choice.

The exit threshold will continue to be set at double the entry threshold, so it will increase to £300,000 from the same date.

The entry and exit threshold for self-employed Universal Credit claimants will continue to equal the exit threshold of nonUniversal Credit claimants and will increase to £300,000.

Changes to the company carry -forward of losses
confirmed
Initially announced at the time of the 2016 Budget and following a period of consultation, Finance Bill 2017 contains
provisions to reform the tax treatment of certain types of carried-forward loss for corporation tax purposes with effect from
1 April 2017.
Losses arising from 1 April 2017, when carried forward, will have increased flexibility and can be set against the total
taxable profits of a company and its group members (referred to as the 'loss relaxation').
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For all carried-forward losses, whenever they arose, companies will be able only to use the losses against up to 50% of
profits (known as the 'loss restriction'). Each standalone company or group will be entitled to a £5 million annual allowance.
Profits within the allowance will not be restricted, ensuring 99% of companies are unaffected by the restriction.

Both the loss restriction and loss relaxation will apply to:
x

trading losses

x

non-trading deficits on loan relationships;

x

management expenses;

x

UK property losses; and

x

non-trading losses on intangible fixed assets.

Whilst pre-April 2017 trading losses will not be relaxed, companies will have the flexibility to choose whether or not to use
pre-April 2017 trading losses before other available losses.

If a company's trade ceases and the company has unused carried-forward losses of that trade, those losses can be set
without restriction against profits arising in the final 36 months of the trade. Post-April 2017 losses will be able to be set
against total profits, whilst pre-2017 losses trading losses will only be able to be set against profits of the same trade. The
profits on which losses can be carried-back against will be limited to those generated from 1 April 2017.

The legislation contains loss buying rules which will mean that where a company or group of companies is acquired, any
post-April 2017 carried-forward losses that arose before the company or group's acquisition will not be available to the
purchaser's group for five years.
The legislation also contains a targeted anti-avoidance rule which will prevent any arrangements being entered into with a
main purpose of obtaining a benefit from the loss reform rules.

Employe rs beware of plans to change Scottish income
tax thresho ld
Shortly before Christmas, the Scottish draft budget contained an announcement that Scottish taxpayers will start paying
the 40p higher rate of income tax at a lower point than taxpayers elsewhere in the UK. This announcement means
that businesses across the UK, not just in Scotland, will need to review their payroll systems to ensure that the proposed
change can be accommodated.

Scotland's Finance Secretary Derek Mackay confirmed that the Scottish Government intends to restrict increases in the
rate at which people start paying the higher rate of income tax to inflation only. This compares with the UK Government's
proposal to increase the point at which people across the rest of the UK start paying the 40p rate to £50,000 by 2020/21.
This will be the first time that the Scottish Government uses its powers to create different rates between Scotland and the
rest of the UK. In addition to affecting Scottish businesses, this change will also affect any employer outside of Scotland
who either has or is looking to hire employees living in Scotland earning at or above the new Scottish higher rate threshold.
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From April 2017, the Scottish Parliament will assume responsibility for further powers over income tax, enabling it to
determine the rates and thresholds for income tax on non-savings and non-dividend income. It will not have control over
the tax-free personal allowance, which remains reserved to the UK Government or other aspects of income tax such as
reliefs, deductions or what counts as taxable income.

Apprenticeship Le vy
The new Apprenticeship Levy takes effect from 6 April 2017. Although the levy affects employers in all sectors, it will only
be paid on annual pay bills in excess of £3 million - this means that, according to government estimates, less than 2% of
UK employers will pay it. However, from 1 May 2017, changes are also being made to the way that apprenticeships are
funded in England. The changes are designed to make it easier for employers of all sizes to navigate and choose the
apprenticeship training they want to purchase.
Apprentice funding
Employers who currently have apprentices working for them, should note that the Levy will not affect the way they fund
training for apprentices who started an apprenticeship programme before 1 May 2017. Employers will continue funding
training for these apprentices under the terms and conditions that were in place at the time the apprenticeship started.

Those taking on apprentices from 1 May 2017 should refer to the Department for Education guidance entitled Apprenticeship
funding: how it will work, which explains the principles that apprenticeship funding will operate on from that date. This applies
to all apprenticeship funding in England from 1 May 2017, whether the employer pays the levy or not.

Broadly, the new apprenticeship funding system will be made up of 15 funding bands, with the upper limit of those bands
ranging from £1,500 to £27,000. All existing frameworks and existing and new standards have been placed within one of
these funding bands.

Employer with operations in Scotland, Wales or Northern Ireland, may want to contact their relevant apprenticeship
authority.
Apprenticeship Levy
The Apprenticeship Levy on UK employers, which was first announced at Summer Budget 2015, is designed to fund new
apprenticeships. It is expected that the Levy will allow the amount currently invested in apprenticeships to rise to £2.5bn in
2020.

The Levy is charged at a rate of 0.5% of an employer's paybill and is payable through the PAYE Real Time Information (RTI)
system alongside income tax and national insurance contributions (NICs).
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The definition of 'earnings' which make up the employer's paybill for the purposes of the levy are set out in the Levy
Regulations - broadly, they are those on which the employer has a liability to pay Class 1 National Insurance contributions,
or would have had such a liability if the secondary threshold that applies for NICs was disregarded.
Each employer will receive an annual allowance of £15,000 to offset against their levy payment. There is a 'connected
persons' rule, similar the Employment Allowance connected persons rule, so employers who operate multiple payrolls will
only be able to claim one allowance.
Anti-avoidance rules exist for situations where an employer engages in arrangements where the main purpose, or one of
the main purposes, is to seek a tax advantage in relation to the Levy allowance. A severe penalties regime exists for those
failing to comply with their obligations concerning the Levy.
Importantly, the governing rules make it clear that employers are not allowed to recover any part of the levy from the
apprentice, or enter into any agreement with any person to do so.
Employers who pay the levy will be able to access a new digital apprenticeship service that allows them to spend available
funds on apprenticeship training.

Implementation timetable for Making Tax Digital
extended
Following representations from the House of Commons Treasury Committee, HMRC have published proposals to undertake
a year-long pilot of the Making Tax Digital programme. HMRC are committed to having Making Tax Digital fully operational
by 2020, and a pilot scheme is expected to run from April 2017 until April 2018.

Software developers have been invited to participate in the pilots, by asking their clients to sign up to trials. In the first six
months of 2017, testing is scheduled for digital reporting of income from letting property, while participating taxpayers will
be asked to report additional sources of income through their digital tax accounts.

Under current proposals, quarterly reporting will commence from April 2018 for landlords and self-employed, with micro
businesses joining the regime further down the line.

Commenting on the proposals, Chartered Institute of Taxation (CIOT) President, Bill Dodwell said that the Institute is also
pleased that the Committee agrees that the threshold for Making Tax Digital and quarterly reporting should be raised
substantially from the proposed £10,000. A consensus is growing that the VAT threshold of £83,000 would be a more
sensible cut off point. However, he also said that HMRC will need to consult thoroughly with businesses, their tax advisers
and professional bodies and relevant charities in the period up to full implementation to ensure it works for HMRC, taxpayers
and their representatives.
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By 2020, businesses and individual taxpayers will be able to register, file, pay and update their information at any time of
the day or night, and at any point in the year, to suit them. For the vast majority, there will be no need to fill in an annual tax
return.

Further information on Making Tax Digital can be found on the Gov.uk website at
https://www.gov.uk/government/publications/making-tax-digital.

Companies – Tax Saving Opportu nities
Due to the ever changing tax legislation and commercial factors affecting your company, it is advisable to carry out an
annual review of your company's tax position.
Pre-year end tax planning is important as the current year's results can normally be predicted with some accuracy and time
still exists to carry out any appropriate action.
We outline below some of the areas where advance planning may produce tax savings.
For further advice please do not hesitate to contact us.

Corporation tax
Advancing expenditure
Expenditure incurred before the company's accounts year end may reduce the current year's tax liability.
In situations where expenditure is planned for early in the next accounting year the decision to bring forward this expenditure
by just a few weeks can advance the related tax relief by a full 12 months.
Examples of the type of expenditure to consider bringing forward include:
•

building repairs and redecorating

•

advertising and marketing campaigns

•

redundancy and closure costs.

Note that payments into company pension schemes are only allowable for tax purposes when the payments are actually
made as opposed to when they are charged in the company's accounts.
Capital allowances
Consideration should also be given to the timing of capital expenditure on which capital allowances are available to obtain
the optimum reliefs.
Single companies irrespective of size are able to claim an annual investment allowance which provides 100% relief on
expenditure on plant and machinery (excluding cars). The amount of AIA is currently set at £200,000.
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Groups of companies have to share the allowance. Expenditure on qualifying plant and machinery in excess of the AIA is
eligible for writing down allowance (WDA) of 18%. Where the capital expenditure is incurred on integral features the WDA
is 8%.
100% allowances on designated energy saving technologies continue to be available in addition to the annual investment
allowance. Details can be found at www.etl.decc.gov.uk.
Limited allowances are also available for investments in certain types of building.
Trading losses
Companies incurring trading losses have three main options to consider in utilising these losses:
•

they can be set against any other income (for example bank interest) or capital gains arising in the current year

•

they can be carried forward and set against trading profits arising in future years

•

they can be carried back for up to one year and set against total profits.

Proposed changes for April 2017
The government propose to make changes to the rules for corporation tax losses to make the tax relief more flexible. When
losses arising on or after 1 April 2017 are carried forward, they will be available to be used against profits from different
types of income in the company and other group companies.
There will, however, be a restriction on the use of carry forward losses where a company’s or group’s profits are above £5
million. Any profits over £5 million arising on or after 1 April 2017 cannot be reduced by more than 50% by brought forward
losses. Losses that have arisen at any time will be subject to these restrictions.
Extracting profits
Directors/shareholders of family companies may wish to consider extracting profits in the form of dividends rather than as
increased salaries or bonus payments.
This can lead to substantial savings in national insurance contributions.
Note however that company profits extracted as a dividend remain chargeable to corporation tax at a minimum of 19% from
1 April 2017.
Dividends
From the company’s point of view timing of payment is not critical, but from the individual shareholder’s perspective, timing
can be an important issue. If the shareholder is a higher/additional rate taxpayer, a dividend payment which is delayed until
after the tax year ending on 5 April may give the shareholder an extra year to pay any further tax due.
The deferral of tax liabilities on the shareholder will be dependent on a number of factors. Please contact us for detailed
advice.

16 | P a g e

Loans to directors and shareholders
If a 'close' company (broadly, one controlled by its directors or by five or fewer shareholders) makes a loan to a shareholder,
this can give rise to a tax liability for the company.
If the loan is not settled within nine months of the end of the accounting period, the company is required to make a payment
equal to 32.5% (25% for loans made before 6 April 2016) of the loan to HMRC. The money is not repaid to the company
until nine months after the end of the accounting period in which the loan is repaid by the shareholder.
A loan to a director may also give rise to a tax liability for the director on the benefit of a loan provided at less than the
market rate of interest.
Rates of tax
From 1 April 2015 the main rate of corporation tax is 20% and this rate will continue for the Financial Year beginning on 1
April 2016. The main rate of corporation tax will then be reduced as follows:
•

19% for the Financial Years beginning on 1 April 2017, 1 April 2018 and 1 April 2019

•

17% for the Financial Year beginning on 1 April 2020.

Self assessment
Under the self assessment regime most companies must pay their tax liabilities nine months and one day after the year
end.
Companies which pay (or expect to pay) tax at the main rate are required to pay tax under the quarterly accounting system.
If you require any further information on the quarterly accounting system, we have a factsheet which summarises the system.
Corporation tax returns must be submitted within twelve months of the year end and are required to be submitted
electronically. In cases of delay or inaccuracies interest and penalties will be charged.

Capital gains
Companies are chargeable to corporation tax on their capital gains less allowable capital losses.
Indexation allowance
In order to counteract the effects of inflation inherent in the calculation of a capital gain, an indexation allowance is given.
However the allowance is not allowed to increase or create a capital loss.
Planning of disposals
Consideration should be given to the timing of any chargeable disposals to ensure advantage is taken where possible of
minimising the tax liability at small profits rate rather than full rate. This could be achieved depending on circumstances by
accelerating or delaying sales. The availability of losses or the feasibility of rollover relief (see below) should also be
considered.
Purchase of new assets
It may be possible to avoid a capital gain being charged to tax if the sale proceeds are reinvested in a replacement asset.
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The replacement asset must be acquired in the four year period beginning one year before the disposal and only certain
trading tangible assets qualify for relief.

How we can help
Tax savings can only be achieved if an appropriate course of action is planned in advance. It is therefore vital that
professional advice is sought at an early stage. We would welcome the chance to tailor a plan to your specific circumstances.
Please do not hesitate to contact us.

Changes to UK anti-money laundering rules relating to
person of significant control (PSC) of the company

All companies are now required to complete a Person of Significant Control (PSC) Register when filing its Confirmation
Statement (formerly Annual Return) at the Registrar of Companies.
With effect from 26th June 2017 there will be new requirements affecting PCS’s in relation to voting ordinary shares within
the company and the percentage held by each shareholder.

From that date, we will no longer be able to update PSC details on the Confirmation Statement, instead Companies House
will need to be informed of any changes on forms PSC01 to PSC09. From the date of change of PSC we shall have 14
days to update your register and another 14 days to send the information to Companies House.

The timescales for reporting events that change the PCS to Companies House has been drastically reduced, and we
therefore need to be mindful of future share transactions of voting shares and the possible implications of notifying the
Registrar of Companies.
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Question and Answer
Section

Due to unforeseen circumstances I have recently had to sell my
house and down-size to a smaller property. I sold the house for
£20,000 less than I paid for it. Can I offset this loss against
income from my business and reduce my income tax liability for
this year?
Unfortunately the tax law does not permit you to do this. I am assuming that
you are not trading in properties and the house was either your main
residence or an investment asset. Losses on the sale of a principal private
residence are generally not allowable losses for tax purposes. If the property
was an investment asset, the loss on the sale may be treated as a ‘capital loss’,
which could be offset against other capital gains you make, but it cannot
offset against other income. For further information on this, see the HMRC
Capital Gains Manual at paragraph CG65080.

I have recently sold a buy-to-let property in the UK, which
generated a capital gain. Can I offset this gain against a rental
property in Spain?

Unfortunately not. There is no rollover/holdover relief, or deferral of capital
gains tax, caused by the sale of a UK residential property, by investing in
another property, regardless of whether the new property is in the UK or
overseas. The only exceptions to this rule are: (a) the sale relates to a
compulsory order; or (b) in the case of a qualifying furnished holiday letting.
Can I reclaim VAT on the purchase of a new car for my business?
You may be able to reclaim all the VAT on a new car if you use it only for
business. However, the car must not be available for private use, and you
must be able to show HMRC that this is the case. ‘Private use’ includes
travelling between home and work, unless it’s a temporary place of work.
You may also be able to claim the VAT on a new car if it’s mainly used as a
taxi, for driving instruction and self drive hire.
If you lease a car, you can usually claim 50% of the VAT. You may be able to
reclaim all the VAT if the car is used only for business and is not available for
private use, or is mainly used as a taxi or for driving instruction.
You can usually reclaim the VAT for buying a commercial vehicle (live a van,
lorry or tractor) if you only use if for business.
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NEED HELP ?
Please contact us if we can help you with these or any other tax or accounts
matters.
In addition, if there’s anyone else who you think would benefit from the
newsletter, please forward the email to them or ask them to contact us to be
added to the newsletter list.

ABOUT US
WRIGHT & CO PARTNERSHIP LIMITED has been established for over
50 years, and is a modern and progressive accountancy firm, committed to
offering a high quality service to an ever expanding and varied client base.

Directors: Mike Atkinson & Geoff Whiting

Two directors assisted by a skilled team of fourteen offer a wide range of
experience in all aspects of the profession.

Contact Us
Wright & Co Partnership Limited
The Squires, 5 Walsall Street, Wednesbury
WS10 9BZ
Tel: 0121 556 1072
Fax: 0121 505 1557

Over the years we have expanded and developed a range of services to meet
the needs of the vast majority of businesses, from the smallest sole-trader to
limited companies with turnover of several million pounds.

9 Stafford Street, Brewood,
Stafford, Staffordshire ST19 9DX
Tel: 01902 850828
Fax: 01902 850331

info@wright-co.com
www.wright-co.com

OUR SERVICES

Audit and Accounts
Charities audit

Payroll, Real Time
Information & Pension
Auto Enrollment

Academy schools audit

Book-keeping

VAT

Sage training

Construction Industry
Contracts fo Service

Business and Tax
Planning

General Business
Services

Solicitors Accounts
Rules

Corporate Services

Trust and Estate Advice

Taxation Services

Company formations

Business Start-Ups

Company secretarial

Making Tax Digital
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