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Taxation 

 

Making Tax Digital (MTD) 
 

The scale and scope of the implications of Making Tax Digital are enormous, especially for individual 

taxpayers and very small businesses.  Anyone with even a modest income, from a buy-to-let 

property, for example, will be required to submit quarterly returns digitally. 

 

Under MTD, businesses will need to report their profits quarterly using suitable digital software. 

Quarterly reporting is due to come into effect for income tax and national insurance purposes from 

April 2018, VAT from April 2019 and corporation tax from April 2020. 

 

The MTD timetable is now: 

 

Year Business type 

2018 All unincorporated businesses above the VAT threshold (except large 

partnerships – turnover above £10m) 

2019 All businesses and landlords with annual turnover in excess of £10,000 

2019 VAT 

2020 Corporation tax and large partnerships 

 

Actions required: Cloud accounting such as Xero accounting software will facilitate complying with the new 

reporting requirements.  We can advise on suitable software providers for your own needs. 

 

 

Personal Service Companies and Changes to IR35 
 

At a glance 

 

� HM Revenue & Customs (HMRC) define a service company as a company that generates the 

majority of its income from supplying services rather than goods to clients. 

� A “personal service company” (PSC) derives its income from the activities of one individual.  It is 

also a close company for tax purposes. 

 

A PSC has some of the following characteristics: 

 

� One man company; a single director/shareholder (with a spouse/partner as co-director/ 

company secretary/shareholder). 

� All, or the majority, of company income derives from the services of director/shareholder. 

� Services are generally in relation to fixed-term contracts. 

� Uses a few fixed assets, mainly office furniture and equipment. 

� Any goodwill tends to derive from the owner’s skills; it is personal to the owner. 

� Has trade debtors but no material trade creditors. 

� The owner-director will probably withdraw the majority of the company’s profits by dividend to 

pay himself each year, or split income with a spouse or partner. 

� The owner-director will be attracted to use the most tax-efficient method of remuneration, 

probably by dividend. 
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� A spouse or partner may also work part-time for the company in an administrative role. 

� No employees. 

 

In his Autumn Statement, the Chancellor confirmed changes to the ‘personal service company’ rules, 

otherwise known as IR35, for contractors working in the public sector.  The new arrangements will 

take effect in April 2017. 

 

Individuals who currently work for a public sector body via their own company or other intermediary 

are potentially within IR35 if, ignoring the intermediary, they would be workers of the public sector 

body.  Under existing rules the income tax/NICs risk remains with the intermediary who is 

responsible for deciding whether IR35 applies. 

 
With effect for contracts entered into or payments made on or after 6

th
 April 2017, the responsibility 

for deciding whether IR35 applies is transferred to the public sector engaging entity. The specific 

changes are as follows: 

 

� The public sector engager or agency is treated as an employer for the purposes of taxes and 

Class 1 NICs; 

� The amount paid to the worker’s intermediary for the worker’s services is deemed to be a 

payment of employment income, or of earnings for Class 1 NICs for that worker; 

� The public sector engager or the agency is liable for secondary Class 1 NICs and must deduct tax 

and NICs from the payments they make to the intermediary in respect of the services of the 

worker; 

� The public sector is defined using the definitions in the Freedom of Information Act 2000 and the 

Freedom of Information (Scotland) Act. 

 

The person deemed to be the employer for tax purposes is obliged to remit payments to HMRC and 

to send HMRC information about the payments using Real Time Information. 

 

Contractors working within the public sector should be reviewing their contractual and working 

arrangements to gauge whether they are potentially caught within these new rules. 

 

In most cases the public sector body will want assurances that intermediaries are outside IR35.  

Agencies may also be exposed where they act as fee payers to workers even where the public sector 

incorrectly categorises a worker. They will need to closely engage with public sector entities, in this 

regard, to ensure they are compliant. 

 

Action required:  We suspect this legislation will soon be extended to the private sector. Call us if you are 

worried about the potential implications. 

 

 

VAT Flat Rate Scheme changes 
 

The VAT Flat Rate Scheme (FRS) is designed to simplify the calculation of VAT due for small 

businesses.  VAT is calculated by applying a predetermined flat rate percentage to the business 

turnover.  The flat rate is lower than the 20% standard rate of VAT but businesses can’t reclaim VAT 

on purchases except for certain capital assets over £2,000.  The flat rates are determined according 

to the trade sector of the business and currently range from 4% to 14.5%. 

 

As well as simplifying the calculation, the FRS may also save the business money, particularly if the 

business supplies services rather than goods. This is because businesses charge their customers VAT 
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at 20% on the services they supply but only pay over VAT at the appropriate flat rate. If there are 

limited amounts of purchases made by the business, there is a relatively small loss of VAT reclaims 

on purchases and therefore an overall gain in using the FRS. 

 

The government considers that some businesses with ‘limited costs’ are obtaining too much 

advantage in using FRS as, although they correctly use the flat rate appropriate to their trade sector, 

they have significantly lower costs than most small businesses in that sector. So a new flat rate of 

16.5% for certain businesses with limited costs will be introduced from 1
st

 April 2017. 

 

A ‘limited cost trader’ is defined as one that spends less than 2% of its VAT inclusive turnover on 

goods in an accounting period. A business is also defined as a limited cost trader if its expenditure on 

goods is greater than 2% of its VAT inclusive turnover but less than £1,000 a year. There will be 

exclusions from the calculation to prevent attempts to inflate costs above 2%. So some businesses 

will need to perform calculations to determine whether the trade sector rate or the 16.5% rate 

applies. 

 

Action required: Please contact us if you are not currently in the FRS and your VAT turnover is expected to be 

more than £85,000 (excluding VAT) and less than £150,000 (excluding VAT) in the next 12 months. You may 

find the FRS is of benefit to you. 

 

 

Dividend allowance reduction 
 

In April 2016, the Dividend Tax Credit was replaced with a £5,000 dividend allowance.  At the same 

time the rate of tax on dividends was increased to 7.5% (basic rate), 32.5% (higher rate) and 38.1% 

(additional rate). 

 

With effect from 6
th

 April 2018, the dividend allowance will reduce to £2,000. There are no planned 

changes to the rates of tax that apply to dividends in excess of £2,000. 

 

The reduction in the allowance is aimed at director shareholders and is intended to reduce the 

attractiveness of operating through a company. The change will need to be factored into 

shareholders’ income extraction plans. 

 

Action required: Consult with us to formulate your own tax-efficient remuneration strategy. 

 

 

Increase in Class 4 NIC 
 

For 2016/17 self-employed individuals pay Class 4 NICs on profits between £8,060 and £43,000 at a 

rate of 9% and 2% on any profits in excess of £43,000 - the maximum payable at 9% being £3,144.60 

for the year. 

 

For the tax year 2017/18 Class 4 NICs will remain at 9% for profits between £8,164 and £45,000 - the 

maximum payable at 9% being £3,315.24 for the year. 

 

From 6
th

 April 2018 Class 4 NIC will increase by 1% to 10% and from 6
th

 April 2019 it will increase by a 

further 1% to 11%.  As previously announced Class 2 NIC will be abolished. 
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Increase in Personal Allowance and Basic Rate band 
 

It has been confirmed in the Spring 2017 Budget that there will be an increase in both the personal 

allowance for individuals and the basic rate tax limit. 

 

In line with the Government’s objective to raise the personal allowance to £12,500 and the higher 

rate threshold to £50,000 by the end of this parliament, it was announced for 2017/18 that the 

personal allowance for individuals will be increased to £11,500 as well as the basic rate band being 

increased to £33,500 from 6 April 2017. 

 

 

Rent-a-Room Relief 
 

Rent a Room relief allows an individual to receive up to £7,500 (2016/17) per year tax-free from 

letting out furnished accommodation in their home.  Currently, the relief does not stipulate a 

minimum length of letting for the relief to apply. 

 

In the Spring Budget 2017, the Government announced that it will consult on proposals to amend 

the rent-a-room relief rules to ensure it is targeted to support longer-term lettings. This will align the 

relief more closely with its intended purpose, to increase supply of affordable long-term lodgings. 
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Pensions 

 

Pension Contributions – changes to the annual allowance 
 

The annual allowance that higher earners can use to make pension contributions changed on 

6
th

 April 2016.  A tapered annual allowance has been introduced for anyone who has adjusted 

income of more than £150,000 a year.  The tapered allowance means that for every £2 of income 

above that threshold, £1 of annual allowance will be lost.  The maximum reduction is set at £30,000, 

which means that anyone with an income of £210,000 or more will have an annual allowance of 

£10,000. 

 

The tapered allowance does not apply to anyone who has a threshold income of no more than 

£110,000. 

 

 

Reducing the Money Purchase Annual Allowance 
 

From 6
th

 April 2015, a reduced money purchase annual allowance (MPAA) of £10,000 has applied in 

respect of money purchase pension contributions where individuals have flexibly accessed their 

pension benefits. 

 

From April 2017, the government will reduce the MPAA from £10,000 to £4,000. The aim is to limit 

the extent to which pension savings can be recycled to take advantage of tax relief. The limit of 

£10,000 was introduced in April 2015 to stop people claiming further tax relief on any new 

contributions. 

 

The Government believes it would be fair and reasonable to allow individuals who need to access 

their pension savings to rebuild them if they subsequently have the opportunity to do so, but not 

where this is done to increase tax relief by re-investing the withdrawal. 

 

Any unused MPAA cannot be carried forward to later years. 

 

This will impact all individuals who have accessed their pension savings and wish to make further 

contributions. 
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Employers 

 

Commission-based Pay and Annual Leave 
 

A recent judgment from the Employment Appeal Tribunal will have implications for businesses that 

pay all or some of their employees on commission.  The case of British Gas v Lock effectively ruled 

that employers must pay commission to these employees, even while they are on annual leave. 

 

The case involved a sales employee of British Gas who argued that it was not possible for him to 

generate sales – and therefore earn commission – for the company while he was on annual leave.  

This was in effect, he argued, a disincentive to take annual leave, so his holiday pay should include 

any commission he would have earned if he had been at work. 

 

 

Tax and Termination Payments 
 

Another big change to employment tax announced in the Autumn Statement is that from April 2018, 

termination payments of more than £30,000 that are subject to income tax will also be subject to 

employer’s National Insurance Contributions.  This removes the long-standing National Insurance 

advantage for employers making termination or redundancy payments, so if any are planned before 

April 2018 it would be worth considering finalising them before then. 

 

The 2017 Spring budget confirmed that the reform of the tax rules relating to termination payments 

will take effect from 6
th

 April 2018 and will include the following:  

 

� All contractual and non-contractual payments in lieu of notice (PILONs) will be taxable as 

earnings; 

� The first £30,000 of a genuine termination payment will remain exempt from income tax and 

NICs; 

� The NIC rules will be aligned with the tax rules so that employer NIC will be payable on the 

elements of the termination payment exceeding £30,000; 

� Foreign service exemptions are to be removed. 
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Property investors and traders 

 

Appropriations to trading stock 

 
Appropriations of capital assets to trading stock are treated as taking place at market value under 

TCGA 1992, s 161(1), giving rise to a chargeable capital gain or an allowable loss.  An election can be 

made under s 161(3) to deduct or add the gain or loss respectively to the market value of the asset. 

This rebases the asset for the purposes of computing future trading profits. 

 

Such an election is often made to avoid a chargeable gain from crystallising but it can also result in 

the conversion of capital losses into more flexible trading losses by treating the loss as part of the 

rebased value of the appropriated stock. 

 

For appropriations into trading stock made on or after 8
th

 March 2017, elections under TCGA 1992, s 

161(3), can only be made where the market value results in a chargeable gain. Similar changes will 

be made to s 161(3ZB) so that the changes also apply to ATED-related gains. 

 

The changes will prevent the conversion of capital losses into income losses and will particularly 

impact property clients who hold property currently standing at a loss and seek to crystallise more 

favourable trading losses. 
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Other 

 

Tackling the hidden economy 
 

HMRC launched a consultation in 2016 to seek views on the introduction of new sanctions to tackle 

the hidden economy.  The sanctions include new penalties and the condition that businesses must 

register with HMRC before they can obtain business services or licences. 

 

HMRC have announced that they intend to pilot a scheme that will prevent businesses from 

obtaining licences or services unless they are registered with HMRC. This scheme is intended to 

prevent non-compliant businesses benefitting from a commercial advantage over their competitors. 

Furthermore, it is proposed that serial tax evaders that operate in the hidden economy and fail to 

notify HMRC that they are trading will be subject to higher tax-geared penalties, based on their 

behaviour. 

 

There will also be increased monitoring of taxpayers where HMRC discover that they have operated 

in the hidden economy. 

 

Small businesses will be most affected by the focus on the hidden economy. The strategy has two 

main strands: 

 

� to ensure that new businesses register with HMRC when they first start trading; and 

� to stop businesses that are not tax compliant from obtaining licences and services from local 

government, limiting their scope to continue trading and to evade tax. 

 

The hidden economy has always been a concern to HMRC and the new strategy seems to focus on 

the commercial aspects.  By limiting the ability of non-compliant businesses to trade it is hoped that 

all new businesses will register with HMRC and adopt the right behavioural practices from day one, 

including paying their taxes. 

 

 

Fee Protection Insurance 
 

Digital technology has significantly increased HMRC’s powers of investigation into taxpayers’ affairs.  

A recent report published by HMRC said that it “holds more data than the British Library, and is 

increasingly joining up all the dots to build comprehensive pictures of the financial affairs of people 

suspected of “tax dodging”. 

 

Any discrepancy in data can now be red-flagged and could result in a tax investigation.  Any 

investigation or query raised by HMRC can be expensive, time-consuming and stressful. 

 

Action Required: An earlier survey of our clients suggested little appetite for fee protection insurance.  

However, if you would now like to explore this again, please contact us ASAP. 

 

 

 

 


