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N ew  a n t i - mo n e y  l a un de r i ng  re gu la t io n s  t a ke  e f fec t  

The Money Laundering, Terrorist Financing and Transfer of Funds (Information on the Pay) Regulations 2017 (SI 2017/692) 

took effect from 26 June 2017 and replace the previous 2007 Regulations with new statutory requirements for systems and 

procedures. Broadly, the regulations require firms undertaking certain financial activities to apply risk-based customer due 

diligence measures and take other steps to prevent the firm's services from being used for money laundering or terrorist 

financing. 

The regulations apply to a number of different business sectors, including financial and credit businesses, accountants and 

estate agents. Every business covered by the regulations must be supervised by a supervisory authority.  

The 2017 Regulations stipulate that firms must appoint a money laundering compliance principal (MLCP) and that 

individual must be on the board of directors (or equivalent management body), or a member of senior management, where 

appropriate to the size and nature of the business. Firms must also appoint a nominated officer (i.e. the individual nominated 

to receive internal suspicious activity reports and who assesses whether a suspicious activity report should be made to the 

National Crime Agency (NCA)). The MLCP and the nominated officer can be the same person but the identities of each 

need to be communicated to the supervisory body within 14 days of first appointment. 

Firms were required to have a money laundering reporting officer (MLRO) under the 2007 regulations, but they now need 

to make sure that the equivalent individual under the 2017 Regulations (the MLCP) is on the board of directors (or equivalent 

management body), or is a member of senior management, and that they have responsibility for compliance with the 

regulations. 

HMRC supervises the following seven business sectors: 

� high value dealers;

� trust or company service providers;

� accountancy service providers;

� estate agency businesses;

� money service businesses;

� bill payment service providers;

� telecommunication, digital and IT payment service providers. 

Where a business falls into one of these business sectors, it must be registered with HMRC. Failure to comply constitutes 

a criminal offence. 

Further information on the regulations can be found on the gov.uk website. The Institute of Chartered Accountants in 

England and Wales (ICAEW) has also published an overview of the Money Laundering Regulations 2017, which provides 

helpful guidance on the changes. 
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Pay i n g  C l a ss  2  N I Cs  

Whether or not Class 2 National Insurance Contributions (NICs) can be paid depends on whether an individual falls within 

the definition of a 'self-employed earner' for NIC purposes, and if so, whether profits are in excess of the existing small 

profits threshold (£6,025 for 2017/18). 

The definition of a self-employed earner is defined as someone 'who is gainfully employed in Great Britain otherwise than 

in employed earner's employment (whether or not he is also employed in such employment)' (SSCBA 1992, s 2(1)(b)). A 

person who is regarded as self-employed for income tax purposes, and who is taxed on the profits from their trade, 

profession or vocation, is generally, but not always, regarded as a self-employed earner for NIC, which means they will be 

required to pay Class 2 and Class 4 NICs where applicable. By contrast, a person who receives investment income is not 

liable to pay NICs on that income. 

Being liable to pay Class 2 NICs can be quite advantageous as contributions give access to certain contributory-based 

benefits for a relatively low outlay - £2.85 per week for 2017/18. For example, where NICs are not otherwise payable, it may 

advantageous for a landlord to consider turning 'investment' letting into a business to bring it within the scope of Class 2 

NICs, which in turn will enable him to build up an entitlement to state pension. 

Self-employed people are currently required (subject to certain conditions) to pay both Class 2 and Class 4 NICs. Class 4 

NICs are, broadly, calculated by reference to the payee's profits. For 2017/18 they are payable at the rate of 9% on profits 

between £8,164 (the Lower Profits Limit (LPL)) and £45,000 (the Upper Profits Limit (UPL)), and at 2% above £45,000. 

From April 2018, however, Class 2 contributions will be abolished and the Class 4 contributions system will be reformed to 

include a new threshold (the Small Profits Limit (SPL)). Although we do not yet know what the individual thresholds will be, 

we do know that people with profits between the SPL and 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 contributory benefits. All those with 

profits at or above the Class 4 SPL 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 abolition of Class 2 will have adverse consequences for those with profits below the current small profits threshold, who 

are not obliged to pay Class 2 but are doing so voluntarily in order to build up their contributions record. If they wish to 

continue to secure contributory benefits by paying NICs after April 2018, they will instead have to pay voluntary Class 3 

contributions, currently payable at the rate of £14.25 per week - five times the Class 2 contribution rate, and a difference of 

£592.80 based on 2017/18 rates. 

Self-employed individuals should be encouraged to check their NIC record for the last few years - this can be done 

online through the Gov.uk website. Those wishing to protect their state pension entitlement should ensure that they have 

paid, and continue to pay, as many Class 2 contributions as they need to before abolition in April 2018. A total of 35 years 

of contributions paid or credited are currently needed to secure entitlement to the full state pension. The minimum needed 

to secure any state pension is 10 years. 
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D ou b le  gl az in g  s a l e sm en  w as  s e l f -e m p l oy e d 

Employment status tax cases often make the headlines in the professional press and the June 2017 case of Tomlinson was 

no exception. In this case, the First-tier Tribunal found that a double glazing salesman (Mr Malcolm Tomlinson) was self-

employed and not an employee as he had claimed. 

As with most employment status cases, this case focused on the details of the terms on which Mr Tomlinson was engaged 

with the company.  

Many facts of the case pointed towards a self-employed status, including the fact that there was no written contract in place 

and Mr Tomlinson was not required to give notice of leaving. He was paid on a commission-only basis and did not receive 

holiday pay, sick pay or pension contribution payments. He provided his own car, mobile phone and other equipment. 

However, many other factors emerged which tended towards employed status. These included authority to sign initial 

customer contracts on behalf of the company; an expectation for working in the company showroom approximately two 

days a week; an expectation to complete a holiday request form; appearances in company advertisement; and an 

expectation that Mr Tomlinson would not work for competitors. 

The First-tier Tribunal (FTT) worked its way through various factors which have historically been used to determine 

employment status cases. Such factors include control, equipment, financial risk and payment terms, personal service and 

exclusivity, mutuality of obligation, benefits provided, integration within the company's business, and intention. 

In concluding its review of the overall effect of all such factors, the FTT found that the details of this case did not clearly 

point towards either employment or self-employment. However, looking at the overall picture, the FTT's view was that Mr 

Tomlinson was in business on his own account and was not therefore, an employee. The FTT concluded that it was decisive 

that both Mr Tomlinson and the company intended and believed that Mr Tomlinson was self-employed and had operated on 

that basis for almost 25 years. 

As Mr Tomlinson had not discharged the burden of proof showing on the balance of probabilities that, during the period in 

question, he was employed under a contract of service, the decision that Mr Tomlinson was self-employed stood good. 

M a ki n g T a x  D i gi t a l  fo r  B us in es s :  upd a t e  

In July, the Government confirmed that the Summer Finance Bill would be published in September, with the measures 

dropped from the pre-election Finance Bill being reintroduced in more or less the same form, from the initially planned 

commencement dates. Clauses dropped from the pre-election bill and expected to be brought back include those on Making 

Tax Digital (MTD), although the implementation date for income tax is being postponed. 

There is widespread agreement that Making Tax Digital for Business is the right approach for the future. However a 

number of concerns about the pace and scale of change have been raised. As a result the government has announced that 

the roll out for Making Tax Digital for Business has been amended to ensure businesses have plenty of time to adapt to the 



5 | P a g e

changes. 

Businesses will not now be mandated to use the Making Tax Digital for Business system until April 2019 and then only to 

meet their VAT obligations. This will apply to businesses who have a turnover above the VAT threshold - the smallest 

businesses will not be required to use the system, although they can choose to do so voluntarily. 

This change means that no business will need to provide information to HMRC under Making Tax Digital for business more 

regularly than they do now. VAT has been online since 2010 and over 98% of VAT registered businesses already file 

electronic returns. 

HMRC have confirmed that they will start to pilot Making Tax Digital for VAT by the end of this year, starting with small-scale, 

private testing, followed by a wider, live pilot starting in Spring 2018. This will allow for well over a year of testing before any 

businesses are mandated to use the system. No business will be mandated before 2019. 

From April 2019, businesses above the VAT threshold will be mandated to keep their records digitally and provide quarterly 

updates to HMRC for their VAT. 

M TD  VA T reg ul a t i on s  to  be  a v a i l a ble  by  A p r i l  2 01 8 

The government has confirmed plans to publish and consult on draft VAT regulations for Making Tax Digital (MTD), with the 

aim to have the regulations in place by April 2018 to give businesses and software developers at least twelve months to 

prepare.  

In July 2017 the Government announced that MTD is being delayed. MTD will be not be mandatory until April 2019, and 

then only for VAT. From that date, businesses with a turnover above the VAT threshold (currently £85,000) will be required 

to keep digital records for VAT purposes. 

The VAT regulations will specify the information a business needs to maintain in digital format and will include: 

� The business name, principle place of business and VAT registration number, along with information about VAT 

accounting schemes used;

� the VAT account that each VAT registered business must keep, by law - this is the link between primary records and 

the VAT return; and

� information about supplies made and received. 

Those reporting under the VAT flat rate scheme will not have to report under MTD except for purchases relating to capital 

goods with a VAT inclusive value of £2,000 or more. 
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Impact on businesses 

Quarterly reporting for VAT is already mandatory for most businesses. Although 99% of VAT returns are filed online, only 

around 12% are currently filed via software. The majority of returns are therefore (presumably) manually entered onto the 

government gateway page and submitted to HMRC- requiring manual input and intervention. Under MTD, businesses will 

not be able to keep manual records. 

Currently, spreadsheets are commonly used - not only to maintain records, but also to convert the information from 

accounting software into the VAT return figures. MTD requires spreadsheets to interact directly with software. Overcoming 

these issues may be challenging for businesses.  

MTD applies for VAT return periods commencing on or after 1 April 2019. This is the same time that the UK will leave the 

EU. VAT is likely to be significantly impacted by Brexit, particularly in relation to the VAT treatment of transactions between 

the UK and EU. 

Preparation

By April 2019, businesses will need to: 

� understand the tax-technical changes to the UK/EU VAT rules; and

� ensure that their accounting systems and processes can deal with such changes correctly. 

These changes will need to be implemented via the new reporting requirements of MTD. Businesses and their advisers are 

in for a busy time in 2019 - Early planning and preparation will be the key to a successful transition. 

H M R C  l a unc h ne w b us in es s  sup po r t  s e rv i ce   

HMRC have launched a new service designed to directly help mid-sized businesses as they expand and grow. 

The new Growth Support Service (GSS) will be open to some 170,000 mid-sized businesses registered in the UK who are 

undergoing significant growth, and who either have a turnover of more than £10 million, or more than 20 employees. 

Broadly, a business will be eligible under the 'significant growth' criteria if its turnover increased by 20% or more in the last 

twelve months, where this increase is at least £1 million. 

HMRC's GSS tax experts will offer dedicated support, tailored to the customer's needs. It has been created to help 

growing, mid-sized businesses access specific information and services, including: 
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� helping with tax queries about the growing business;

� supplying accurate information and coordinating technical expertise from across HMRC;

� supporting businesses to get their tax right first time and access relevant incentives or reliefs. 

Businesses who meet the eligibility requirements can apply online; they will then be contacted by their dedicated growth 

support specialist at HMRC, to discuss their requirements. The bespoke service will generally last between three to six 

months. 

According to HMRC, the top five industries and sectors that could benefit from the Growth Support Service are: 

� Manufacturing (for example building, printing or maintenance firms);

� Information and communication (for example IT or software companies, film makers or publishers);

� Administrative and support services (for example vehicle hire companies, recruitment agencies or call centres);

� Professional, scientific and technical services (for example law and accountancy firms or quantity surveyors); and

� Wholesale and retail (for example high street shops, food and drink outlets or car showrooms). 

It is worth noting that the HMRC growth support specialists will only deal with tax-related matters. They will not, however, 

be able to give general business advice, tax planning or tax avoidance advice, or guidance on how businesses should grow. 

O T S  O u tl in es  fu t ur e  w or k p la n s  

The Office of Tax Simplification (OTS) has published a paper outlining its future works programme, identifying areas of 

interest that the office will be looking at in the next twelve months and beyond. 

The OTS is currently working on a review of VAT, and expects to publish its report in October or November 2017. Work has 

also commenced on a high-level paper on the business lifecycle which looks at key events and the various taxes which 

apply at these points. 

The Government has requested a review of capital allowances and the possibility of using instead the depreciation charged 

in the financial statements. Work has commenced on this and the OTS aims to publish its report early next year. 

During the next twelve months, the OTS will begin work on several further projects although not all of these will necessarily 

be taken forward, or their scope may be modified on further review. The projects include: 

� a wide review of technology asking how recent advances in technology may provide novel opportunities for the 

simplification of the design or administration of the tax system;

� further examination of particular areas of the business lifecycle work, such as reliefs for investment;

� exploring the potential for a review of aspects of the taxation of savings and investments; and

� exploring the potential for a review of aspects of inheritance tax.  
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In the medium term, the OTS will continue to engage with stakeholders on Making Tax Digital and there is likely to be 

ongoing work on employment status and the 'Gig economy'. 

The OTS is also proposing to undertake a review of the structure of the tax system in other countries, particularly the US, 

Ireland and the Netherlands to explore whether there are structural features of other countries tax system which would 

provide simplification opportunities for the UK. 

A ll  c ha n ge  f o r  te r m i na t io n  pa y m e n t s  

As confirmed in the 2017 Spring Budget, the tax rules governing termination payments will change from 6 April 2018. 

The term 'termination payment' is typically used as a generic summary for a lump sum payment, which is normally (but not 

always) made to an employee at the time the employment comes to an end. The current rules governing the taxation of 

termination payments are complex and over recent years, have been subject to manipulation by some employers seeking 

to minimise income tax and NIC liabilities. The forthcoming changes seek to clarify the rules, particularly in relation to the 

existing £30,000 tax-free exemption for genuine redundancy payments. 

PILONs

Under the existing rules, it is necessary to look at whether payment in lieu of notice (PILON) is the contractual right of the 

employee. Broadly, if a contractual right exists, it will be fully taxable as earnings. This 'contractual right' element has 

provided a degree of scope for manipulating arrangements to take payments outside the taxable earnings boundaries - and 

in doing so, for potentially escaping the charges to tax and NICs. 

From 6 April 2018, all PILONs, rather than just contractual PILONs, will be treated as taxable earnings. Therefore, under 

the new rules, all employees will pay tax and Class 1 NICs on the amount of basic pay that they would have received if they 

had worked their notice in full, even if they are not paid a contractual PILON. This means the tax and NICs consequences 

are the same for everyone and it is no longer dependent on how the employment contract is drafted or whether payments 

are structured in some other form, such as damages. 

Aligning income tax and NICs 

The existing £30,000 income tax exemption for genuine terminations payment will remain. However, the National Insurance 

Contributions rules will be aligned with the tax rules so that, from 6 April 2018, employer NI contributions will be payable on 

the elements of the termination payment exceeding £30,000. The employer NIC charge will be achieved through Class 1A 

contributions. 
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Going forward 

As with most anti-avoidance measures, it is likely that HMRC will monitor how these changes are operated and, if perceived 

misuse of the rules is detected, further changes can be expected.  

Although the existing £30,000 exemption will remain intact, the circumstances in which the exemption can be applied will, 

in essence, be restricted to genuine redundancy situations. This will remain a contentious area on which specialist advice 

will still be recommended.

U s in g  t he  I HT  g if t  e x em p t io n s  

As Benjamin Franklin observed in 1789 'In this world nothing can be said to be certain, except death and taxes.' More than 

two centuries on, this statement still rings true! These days however, inheritance tax is often referred to as a voluntary tax, 

because there are various ways to minimise liability to it, or even avoid it all together. 

PETS

Any assets (cash or otherwise) that a person gives away during their lifetime, that do not fall under the exempt transfer 

rules, such as transfers between spouses and civil partners and gifts to charities, may escape inheritance tax as a potentially 

exempt transfer (PET). 

There is no limit on the amount of PETs that can be made during a lifetime. 

Broadly, for a PET to escape inheritance tax completely the donor needs to survive for seven years after making the gift. If 

he or she dies within the seven-year period, the PET is partially chargeable depending on the number of years that have 

elapsed since they made the gift. 

The reduction is given in the form of taper relief, a sliding scale used to determine tax liabilities on gifts between three and 

seven years before death. 

Current rates of taper relief and the resulting IHT rate are as follows: 

Period before death in which gift made: 

� 0 to 3 years - reduction 0%; tax rate is 40%

� 3 to 4 years - reduction 20%; tax rate 32%

� 4 to 5 years - reduction 40%; tax rate 24%

� 5 to 6 years - reduction 60%; tax rate 16%
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� 6 to 7 years - reduction 80%; tax rate 8%

� More than 7 years - reduction 100%; tax rate 0%

If the donor dies within seven years of making a PET the value of that PET will be added in to the value of his or her estate 

to determine how much, if any, inheritance tax is due. 

The PET will therefore use up some or all of the available nil-rate band, potentially increasing or even creating an inheritance 

tax liability for the estate. In addition, if the value of the PET exceeds the level of the nil-rate band in force for the year in 

which the donor dies, then additional inheritance tax will be payable by the recipient of the gift. 

Taper relief may reduce the amount of tax payable. However, taper relief can only reduce an inheritance tax liability resulting 

from a PET becoming chargeable on death. The relief does not reduce the value of the gift itself. 

Taper relief is particularly beneficial for those with large estates. Giving away £1 million and living for seven years 

takes the money right out of the inheritance tax net. But even if the donor lives for only six years, the £1 million less the nil-

rate band is charged at just 8% under taper relief, instead of the full 40% inheritance tax rate. 

Lifetime exemptions 

The annual exemption enables a person to give away up to £3,000 per annum free of IHT. In addition, any unused 

exemptions from the previous year, may be carried forward, although any unused exemptions earlier than a year will be 

lost. This means that if no gifts have been made in the previous tax year, a person could make an IHT-free gift in the current 

tax year of £6,000. If the amount exceeded the annual exemption available, it could still remain exempt from IHT, if the 

person making the gift survives seven years. 

In addition to the annual exemption, small gifts of up to £250 per year may be made free from IHT. The gift must be an 

outright gift to any one person each tax year. 

Gifts on marriage can also be free of IHT provided that the gift does not exceed set limits. The limits depend on the 

relationship to the married couple/ civil partners and are as follows: 

� Parents - £5,000 

� Grandparents, great-grandparents - £2,500 

� Bride to groom/ groom to bride/ bride to bride/ groom to groom - £2,500 

� Anyone else - £1,000 

These exemptions may be combined in certain circumstances to reduce a potentially exempt transfer (PET). 
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H M R C  l a unc h fu r t h er  H el p - to - S a v e  co n su lta t io n  

Following an earlier period of consultation, HMRC have published draft legislation along- side a further technical consultation 

document, setting out proposals for the main features, processes and requirements of the new Help-to-Save accounts 

scheme, which is set to commence in 2018. 

Help-to-Save will be targeted at working families on low incomes to help them build up their savings. The scheme will be 

open to around 4 million individuals who either receive universal credit and have minimum weekly household earnings 

equivalent to 16 hours at the national living wage, or receive Working Tax Credit (WTC). 

Help-to-Save will work by providing a 50% government bonus on up to £50 of monthly savings into a Help-to-Save 

account. The bonus will be paid after two years, with savers able to continue saving for a further two years, meaning people 

can save up to £2,400 and benefit from total government bonuses worth up to £1,200. Along similar lines to Lifetime ISAs, 

bonuses on Help-to-Save accounts will be exempt from income tax.  

Accounts will be available through the government's chosen account provider, National Savings and Investments (NS&I). 

Customers will register for an account through the gov.uk portal. HMRC will carry out the necessary eligibility checks (using 

Tax Credits and Universal Credits data) and will pass the customers through to NS&I to set up an account if they are eligible. 

Eligibility queries will be handled by HMRC.  

Help-to-Save accounts will usually mature after four years. Once an account matures it will automatically rollover into a 

successor account which will not attract a further Help-to-Save bonus. However, an account may mature earlier if the 

account holder dies or becomes terminally ill, with the bonus paid at this point. 

The consultation ran until 27 October 2017. Responses are now  being reviewed and the draft regulations will be revised 

as appropriate before they are laid before Parliament. 

Th e c o s t  o f  d r i v in g  a  ‘ g r e e ne r ’  ca r  

The financial benefits of driving a company car have continued to erode over recent years, but this benefit remains one of 

the most popular and potent perks of a job. 

Broadly, the taxable benefit arising on a car is calculated using the car's full manufacturer's published UK list price, including 

the full value of any accessories. This figure is multiplied by the 'appropriate percentage', which can be found by reference 

to the car's CO2 emissions level. This will give the taxable value of the car benefit. The employee pays income tax on the 

final figure at his appropriate tax rate (e.g. 20% for basic rate taxpayers; 40% for higher rate taxpayers). In general terms, 

less tax will be payable on 'greener' cars those with lower CO2 emissions. 

To provide stronger incentives for the purchase of ultralow emissions vehicles (ULEVs), at the 2017 Spring Budget, 

the government announced that new, lower bands will be introduced for the lowest emitting cars. The appropriate 
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percentage for cars emitting greater than 90g CO2/km will rise by one percentage point. The changes, which are expected 

to take effect from 6 April 2020, are as follows: 

� The graduated table of company car tax bands will include a differential for cars with emissions of 1 to 50g CO2 per 

km based on the electric range of the car. 

� For cars with an electric range of 130 miles or more, the appropriate percentage will be 2%; for cars with an electric 

range of between 70 to 129 miles, the appropriate percentage will be 5%; for 40 to 69 miles, the appropriate 

percentage will be 8%; for 30 to 39 miles, the appropriate percentage will be 12%, and for less than 30 miles, the 

appropriate percentage will be 14%. 

� For cars that can only be driven in zero-emission mode, the appropriate percentage will be 2%. For all other bands 

with CO2 emissions of 51g CO2 per km and above, the appropriate percentage will be based on the CO2 emissions 

only. For cars with emissions of 51 to 54g CO2 per km the appropriate percentage will be 15%. For cars with 

emissions above 54g CO2 per km, the bands will be graduated by 5g CO2 per km and the appropriate percentage 

will increase by 1% for each 5g CO2 per km band, up to a maximum of 37%. For cars with emissions above 90g 

CO2/km, the appropriate percentage will increase by 1% in comparison to 2019/20 levels. 

Whilst at first glance these changes look positive, for 2017/18, the appropriate percentage for a car with a list price of 

£18,000 and CO2 emissions of just 50gkm, will be 9%. For a higher rate taxpayer, the taxable benefit will be £1,620 (£18,000 

x 9%) and the tax payable will be £648 (£1,620 x 40%). In 2018/19, the tax payable by the employee will rise to £936 

((£18,000 x13%) x 40%), representing a 30% increase. 

Compare this with an employee (also a higher rate taxpayer) driving a company car with a list price of £18,000, but CO2 

emissions of 160g/km. The appropriate percentage for this car is 31% for 2017/18. The taxable benefit will be £5,580 

(£18,000 x 31%) and the tax payable will be £2,232 (£5,580 x 40%). In 2018/19, the tax payable rises to £2,376 ((£18,000 

x 33%) x 40%), representing only a 6% increase. 

Although the tax payable on cars with lower emissions is still considerably lower than those with higher outputs, the 

increases set to take effect over the next few years will mean 'greener' company car drivers will experience steeper 

increases in the resulting tax payable. 

I R 3 5  Pe rs o na l  S e r v ic e  Co m p a n ie s  

The ‘IR35’ rules are designed to prevent the avoidance of tax and national insurance contributions (NICs) through the use 

of personal service companies and partnerships. 

The rules do not stop individuals selling their services through either their own personal companies or a partnership. 

However, they do seek to remove any possible tax advantages from doing so. 
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Summary of approach 

Removal of tax advantages 

The tax advantages mainly arise by extracting the net taxable profits of the company by way of dividend. This avoids any 

national insurance contributions (NICs) which would generally have been due if that profit had been extracted by way of 

remuneration or bonus. 

The intention of the rules is to tax most of the income of the company as if it were salary of the person doing the work. 

To whom does it apply? 

The rules apply if, had the individual sold his/her services directly rather than through a company (or partnership), he/she 

would have been classed (by HMRC) as employed rather than self-employed. 

For example, an individual operating through a personal service company but with only one customer for whom he/she 

effectively works full-time is likely to be caught by the rules. On the other hand, an individual providing similar services to 

many customers is far less likely to be affected. 

Planning consequences 

The main points to consider if you are caught by the legislation are: 

• the broad effect of the legislation will be to charge the income of the company to NICs and income tax, at personal 

tax rates rather than corporate tax rates 

• there may be little difference to your net income whether you operate as a company or as an individual 

• to the extent you have a choice in the matter, do you want to continue to operate through a company? 

• if the client requires you to continue as a limited company, can you negotiate with the client for increased fees? 

• if you continue as a limited company you need to look at the future company income and expenses to ensure that 

you will not suffer more taxation than you need to. 

The last point is considered in more detail below. 

Employment v self-employment 

One of the major issues under the rules is to establish whether particular relationships or contracts are caught. This is 

because the dividing line between employment and self-employment has always been a fine one. 

All of the factors will be considered, but overall it is the intention and reality of the relationship that matters. 

The table over sets out the factors which are relevant to the decision. 

HMRC will consider the following to decide whether a contract is caught under the rules 

Mutuality of 

obligation 

the customer will offer work and the worker accept it as an ongoing understanding? 

Control the customer has control over tasks undertaken/hours worked etc? 
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Equipment the customer provides all of the necessary equipment? 

Substitution the individual can do the job himself or send a substitute? 

Financial risk the company (or partnership) bears financial risk? 

Basis of payment the company (or partnership) is paid a fixed sum for a particular job? 

Benefits the individual is entitled to sick pay, holiday pay, expenses etc? 

Intention the customer and the worker have agreed there is no intention of an employment 

relationship? 

Personal factors the individual works for a number of different customers and the company (or partnership) 

obtains new work in a business-like way? 

Exceptions to the rules 

If a company has employees who have 5% or less of the shares in their employer company, the rules will not be applied to 

the income that those employees generate for the company. 

Note however that in establishing whether the 5% test is met, any shares held by ‘associates’ must be included. 

How the rules operate 

The company operates PAYE & NICs on actual payments of salary to the individual during the year in the normal way. 

If, at the end of the tax year - ie 5 April, the individual’s salary from the company, including benefits in kind, amounts to 

less than the company’s income from all of the contracts to which the rules apply, then the difference (net of allowable 

expenses) is deemed to have been paid to the individual as salary on 5 April and PAYE/NICs are due. 

Allowable expenses: 

• normal employment expenses (eg travel) 

• certain capital allowances 

• employer pension contributions 

• employers’ NICs - both actually paid and due on any deemed salary 

• 5% of the gross income to cover all other expenses. 

Where salary is deemed in this way: 

• appropriate deductions are allowed in arriving at corporation tax profits and 

• no further tax/NICs are due if the individual subsequently withdraws the money from the company in a HMRC 

approved manner (see below). 
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Points to consider from the working of the rules 

Income and expenses 

The income included in the computation of the deemed payment on 5 April includes the actual receipts for the tax year. 

The expenses are those incurred by the company between these two dates. 

In order to perform the calculations, you need to have accurate information for the company’s income and expenses for 

this period. You may need to keep separate records of the company expenses which will qualify as ‘employee expenses’. 

Timing of corporation tax deduction for deemed payment 

A deduction is given for the deemed payment against profits chargeable to corporation tax as if an expense was incurred 

on 5 April. This means that relief is given sooner where the accounting date is 5 April. 

Pension contributions 

Payments made by your company into a personal pension plan will reduce the deemed payment. This can be attractive as 

the employer’s NICs will be saved in addition to PAYE and employee’s NICs. 

Other points to consider 

Extracting funds from the company 

For income earned from contracts which are likely to be caught by the rules, the choices available to extract funds for living 

expenses include: 

• paying a salary 

• borrowing from the company and repaying the loan out of salary as 5 April approaches 

• paying interim dividends. 

The advantage of paying a salary is that the tax payments are spread throughout the year and not left as a large lump sum 

to pay on 19 April (22 for cleared electronic payment). The disadvantage is fairly obvious! 

Borrowing from the company on a temporary basis may mean that no tax is paid when the loan is taken out, but it will result 

in tax and NICs on the notional interest on the loan. There may also be a need to make a payment to HMRC equal to 32.5% 

(25% for loans made before 6 April 2016) of the loan under the ‘loans to participators’ rules. 

The payment of dividends may be the most attractive route. If a deemed payment is treated as made in a tax year, but the 

company has already paid the same amount to you or another shareholder during the year as a dividend, you will be allowed 

to make a claim for the tax on the dividend to be relieved to avoid double taxation. 

The company must submit a claim identifying the dividends which are to be relieved. 

Example of payment of dividend 

Mr Arthur owns 100% of the share capital of Arthur Ltd. All the income of the company is caught by the IR35 rules. Accounts 

are prepared to 5 April 2017. An interim dividend of £20,000 is paid on 30 September 2016. The deemed payment on 5 April 

2017 is £80,000. 
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There is no immediate tax cost of the dividends being paid out either to the company or to the shareholder. 

The company will pay tax and NICs on the deemed payment of £80,000 in the normal way ie on 19 April 2017. 

The company can make a claim for the £20,000 dividend not to be treated as a dividend for tax purposes in Mr Arthur's 

hands. 

Getting ready for 5 April 

There is a tight deadline for the calculation of the deemed payment and paying HMRC. The key dates are: 

• the deemed payment is treated as if an actual payment had been made by the company on 5 April 

• tax and NICs have to be paid to HMRC by 19 April 

• final RTI submissions showing details of the deemed payment has to be submitted to HMRC by 19 April. 

• Where a provisional payment of tax and National Insurance contributions has been made because it has not been 

possible to accurately calculate the deemed payment and deductions by 19 April, then any adjustments should be 

reported via an Earlier Year Update (EYU) submitted electronically to HMRC before the following 31 January. 

However, interest on overdue tax is chargeable from 19 April if tax and NICs are underpaid on the basis of provisional 

figures. 

It is therefore in your interests to have accurate information on the company’s income and expenses on a tax year basis 

and, in particular, separate records of the amount of the company expenses which will qualify as ‘employee expenses’. 

Partnerships 

Where individuals sell their services through a partnership, the rules are applied to any income arising which would have 

been taxed as employment income if the partnership had not existed. 

In other words, where a partnership receives payment under an ‘employment contract’: 

• income of the partnership from all such contracts in the year (net of allowable expenses as described above) are 

deemed to have been paid to the individuals on 5 April as salary from a deemed employment with PAYE/NICs due 

accordingly and 

• any amount taxed in this way as if it were employment income is not then taxed as part of the partnership profits. 

Partnerships excluded from the rules 

Many partnerships are not caught by the rules even if one or more of the partners performs work for a client which may 

have the qualities of an employment contract. 

The rules will only apply to partnerships where: 

• an individual, (either alone or with one or more relatives), is entitled to 60% or more of the profits or 

• all or most of the partnership’s income comes from ‘employment contracts’ with a single customer or 

• any of the partners’ profit share is based on the amount of income from ‘employment contracts’. 
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Penalties 

Where a personal service company or partnership fails to deduct and account for PAYE/NICs due under the rules, the 

normal penalty provisions apply. 

If the company or partnership fails to pay, it will be possible for the tax and NICs due to be collected from the individual as 

happens in certain circumstances under existing PAYE and NIC legislation. 

Intermediaries - travel and subsistence 

From 6 April 2016, changes to the rules are introduced to restrict tax relief for travel and subsistence expenses for workers 

engaged through an employment intermediary, such as a recruitment agency or a personal service company. 

No relief will be allowed for home to work travel and subsistence where a worker: 

• personally provides services to another person 

• is employed through an employment intermediary 

• is under (the right of) the supervision, direction or control of any person, in the manner in which they undertake their 

work. 

Employment intermediary will be defined as a person, other than the worker or the client, who carries on a business (whether 

or not with a view to profit and whether or not in conjunction with any other business) of supplying labour. 

Where a personal service company is also within the scope of the IR35 legislation this measure will only apply to those 

contracts where a deemed employment payment is made, or would be made if all the individual's remuneration was not 

being taken as employment income. In these circumstances the supervision, direction or control test will not be used. 

Managed Service Companies (MSCs) 

MSCs had attempted to avoid the IR35 rules. The types of MSCs vary but are often referred to as ‘composite companies’ 

or ‘managed PSCs’. HMRC had encountered increasing difficulty in applying the IR35 rules to MSCs because of the large 

number of workers involved and the labour-intensive nature of the work. Even when the IR35 rules had been successfully 

applied, an MSC often escaped payment of outstanding tax and NIC as they have no assets and could be wound up. 

The government has introduced legislation which applies to MSCs. The rules: 

• ensure that those working in MSCs pay PAYE and NIC at the same level as other employees 

• alter the travel and subsistence rules for workers of MSCs to ensure they are consistent with those for other 

employees 

• allow the recovery of outstanding PAYE and NIC from ‘specified persons’, primarily the MSC directors, if the 

amounts cannot be recovered from the company. 

MSCs are required to account for PAYE on all payments received by individuals. 

Off-payroll working in the public sector 

Changes have been made to the IR35 rules in relation to engagements in the public sector. These changes: 

• move the decision of whether to apply the IR35 rules from the individual worker’s own service company to the public 

sector body, agency or third party paying them 
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• the public sector engager or agency is treated as an employer for the purposes of tax and Class 1 NICs (including 

employer NICs) and the amount paid to the worker’s intermediary will be deemed to be a payment of employment 

income to that worker 

• the 5% allowance used by the worker’s intermediary for certain business expenses is removed for those contracts 

with the public sector. 

HMRC have provided a new digital tool to help identify whether engagements fall within the new rules, which will apply to 

contracts entered into, or payments made, on or after 6 April 2017. 
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I am a sole trader and I run my business from home.  I am using 

the cash basis for preparing my accounts for tax.  Can I claim 

expenses for running my business from home? 

Under HMRC’s ‘simplified expenses’ regime, if you work more than 25 hours a 

month from home, you should be able to claim flat rate expenses based on the 

number of hours you work.  Current rates are as follows:-

� between 25 and 50 hours worked per month: £10 per month

� between 51 and 60 hours worked per month: £18 per month

� 101 hours or more: £26 per month.

If you claim the flat rate, you don’t have to work out the proportion of personal 

and business use for your home, e.g. how much of your utility bills are for 

business.

My wife and I are directors of a small company.  Our two children 

also work for the company.  Is there any advantage to the company 

paying for all our mobile phones?

The tax legislation provides exemptions from tax, and often National Insurance 

Contributions, for certain benefits-in-kind – mobile phones being one of them.  

Making use of the exemptions generally offers an opportunity to extract funds 

from a family company without triggering a tax or NIC charge.  Providing the 

benefit rather than the funds with which to buy the benefit saves tax.  The costs 

are also deductible in computing the company’s profits.

So, if the company takes out a contract for four mobile phones, provides each 

family member with a phone, and pays the bills, the costs paid by the company 

will be deductible in computing taxable profits.  The family members get the use 

of a phone tax free, meaning that they do not need to fund one from their post-

tax income.

I am an employee and pay basic rate tax under PAYE each month.  

My wife works part-time and earns £10,000 per annum and does 

not pay any tax.  Can I benefit from her unused personal tax 

allowance?

Since April 2015, it has been possible for a spouse or civil partner who is not liable 

above the basic rate for a tax year to transfer part of their personal allowance to 

their spouse or civil partner, provided that the recipient of the transfer is not 

liable to income tax above the basic rate.  The transferor’s personal allowance will 

be reduced by the same amount.  For 2017/18 the amount that can be transferred 

is £1,150.  The person receiving the allowance will be entitled will be to a reduced 

income tax liability of up to £230 for 2017/18.  Note that married couples or civil 

partnerships entitled to claim the married couple’s allowance are not, however, 

entitled to make a transfer.

Eligible couples can backdate their claim for the allowance for up to four years.  

This means that couples will have until 5th April 2020 to backdate their claim to 

the 2015/16 tax year when the allowance was first introduced.

Question and Answer 

Section
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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. 

Two directors assisted by a skilled team of fourteen offer a wide range of 

experience in all aspects of the profession. 

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. 

OUR SERVICES 

Audit and Accounts 

Charities audit 

Academy schools audit 

VAT 

Construction Industry 

Contracts fo Service 

Payroll, Real Time 

Information & Pension 

Auto Enrollment  

Book-keeping 

Sage training 

Business and Tax 

Planning  

General Business 

Services 

Corporate Services 

Taxation Services 

Business Start-Ups 

Making Tax Digital 

Solicitors Accounts 

Rules 

Trust and Estate Advice 

Company formations 

Company secretarial 

Directors: Mike Atkinson & Geoff Whiting  

Contact Us 

Wright & Co Partnership Limited

The Squires, 5 Walsall Street, Wednesbury  

WS10 9BZ 

Tel: 0121 556 1072 

Fax: 0121 505 1557 

9 Stafford Street, Brewood, 

Stafford, Staffordshire ST19 9DX 

Tel: 01902 850828 

Fax: 01902 850331 

info@wright-co.com 

www.wright-co.com


