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INTRODUCTION

This Autumn newsletter continues our 
tax and business updates to keep you 
abreast of recent changes in legislation 
before the next significant change to the 
UK’s tax code when the Autumn Budget 
is presented to parliament later this year.

As asserted in our last printed 
newsletter, Brexit uncertainties continue. 
The government has provided some 
indication of what we should expect if no 
deal is struck with the EU, and in 
particular, it would appear there will be 
support for importers who may be faced 
with additional import VAT and duties 
once we leave the free market.

If you find matters of interest that impact 
your personal tax or business affairs in 
this newsletter do not hesitate to get in 
touch. It is only possible to sketch a 
rough guide to the various topics we 
have covered. Please contact us for 
more information.

BUSINESS

Import VAT if we have a hard
Brexit

Presently, the UK and the EU are 
singing from the same hymn sheet as far 
as VAT is concerned, but it is unlikely, 
that come 29 March 2019 (and even if 
there is a hard Brexit), the UK will 
abandon VAT – it brings in a sizeable 
slice of the UK’s tax revenue.

In fact, the present UK/EU VAT 
legislation is enshrined in a UK Act of 
Parliament.

But there has been press commentary 
recently about the effect on UK 
importers of EU goods, who post Brexit 
may be required to pay duties or VAT in 
order to secure delivery. At present, 
there is free movement of goods.

Recently, HMRC has published a 
number of guidance documents that aim 
to enlighten UK businesses on what they 
can expect if we have a hard Brexit.

This is what they have to say about 
accounting for import VAT on goods 
imported into the UK from the EU:

If the UK leaves the EU without an 
agreement, the government will 
introduce postponed accounting for 
import VAT on goods brought into the 
UK. This means that UK VAT registered 
businesses importing goods to the UK 
will be able to account for import VAT on 
their VAT return, rather than paying 
import VAT on or soon after the time that 
the goods arrive at the UK border. This 
will apply both to imports from the EU 
and non-EU countries.

In reaching this decision, the 
government has taken account of the 
views of businesses and sought to 
mitigate any adverse cash-flow impacts 
keeping VAT processes as close as 
possible to what they are now. To 
ensure equity of treatment, in a no deal 
scenario, businesses importing goods 
will be able to account for their import 
VAT from non-EU countries in the same 
way, which will help UK businesses 
make the most of trading opportunities 
around the world.

This announcement will go some way to 
placate UK businesses that make 
frequent purchases from EU suppliers. It 
would appear that the proposed 
“postponed accounting” will at least 
defer any import VAT payable.

For businesses that have wider 
concerns about the effects of a hard 
Brexit, the full guidance can be found on 
GOV.UK website under Publications.

We can help readers who are anxious 
about these issues and would like to set 
up contingency planning. Please call us 
for more information.

More news about Making Tax
Digital (MTD)

We are fast approaching the time when 
VAT registered traders with turnover 
above the current £85,000 turnover limit 
will need to keep their records digitally, 
and submit VAT returns electronically 
using MTD compatible software. In a 
recent update, HMRC issued the 
following key messages for affected 
businesses:

From 1 April 2019, VAT-registered 
businesses with a taxable turnover 
above the VAT threshold (£85,000) are 
required to keep digital records for VAT 
and send HMRC returns using 
MTD-compatible software. It’s important 
that businesses are aware of their 
obligations if they join MTD for Income 
Tax or VAT. They must keep digital 
business records and:

• for VAT, submit their returns to HMRC
  sing MTD-compatible software;
• for Income Tax, provide summary
  updates of income and expenses to
  HMRC quarterly (or more often if they 
  choose) through MTD-compatible 
  software.

The deadlines for sending VAT returns 
and making payments are not changing, 
including for monthly, quarterly and 
annual VAT return schemes, but 
businesses will have to keep digital 
records and send the returns to HMRC 
using MTD-compatible software for VAT 
accounting periods that start on or after 
1 April 2019. This also applies to 
businesses that operate the Flat Rate 
Scheme for VAT.
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If you already use software, you should 
speak to your software provider to find 
out when it will be MTD-compatible and 
what you have to do.

You do not need to keep any additional 
business records because of MTD. 
However, business records must be kept 
digitally to be compliant. If you use 
spreadsheets, the spreadsheets must be 
able to submit the required data to 
HMRC digitally, for example, by using 
MTD-compatible bridging software.

Bridging software allows relevant data to 
be digitally exchanged from the 
spreadsheet or other source where the 
digital records are kept, directly to 
HMRC. The summary information must 
not be physically re-typed into another 
software package.

For larger businesses using bespoke 
in-house software solutions, make sure 
your IT team is aware of the new MTD 
technical standards as they may want to 
link in-house solutions directly to 
HMRC’s APIs.

Clients will be relieved to know that our 
recommended accounts' software for 
clients will be MTD compliant, and if we 
are responsible for submitting your VAT 
returns, they will be sent, as now, with 
no interruption post 1 April 2019.

It is worth underlining that submitting 
quarterly data for Income Tax purposes 
is not a requirement at this time. HMRC 
are offering MTD for Income Tax on a 
voluntary basis, but it is unlikely this will 
be a legal obligation before April 2020, 
at the earliest.

We will continue to keep clients informed 
as the roll-out of MTD continues. Watch 
this space. If you have concerns about 
your MTD obligations, present or future, 
please call us for more information.

Remuneration planning for
directors

Many director shareholders take a 
minimum salary and any balance of 
remuneration as dividends. This tends to 
reduce National Insurance Contributions 

(NIC), and in some cases Income Tax.

The planning strategy should be to pay a 
salary at a level that qualifies the director 
for state benefits, including the State 
Pension, but that minimises payment of 
any NI contributions.

For 2018-19, the NIC rate is set at 0% 
for annual earnings in the range of 
£6,032 to £8,424 inclusive. Earnings in 
this band range qualify for NIC credit 
towards state benefit purposes. At up to 
£116 per week (£6,032 p.a.) no NIC 
credit is obtained for state benefit 
purposes. At over £162.01 per week 
(£8,424 p.a.) employees’ NIC starts to 
be paid at the rate of 12%.

Directors, who are first appointed during 
a tax year, are only entitled to a pro rata 
annual earnings band which depends on 
the actual date appointed. Care needs to 
be taken in these circumstances not to 
incur an unexpected liability to pay NIC.

Directors resigning during the year still 
have the full annual earnings band 
quoted above, and so care is needed to 
ensure that earnings for the whole tax 
year are within the range of £6,032 to 
£8,424.

Careful planning is also required to 
ensure that any impact on the National 
Living Wage regulations is considered. 
This may be particularly important for 
women who would like to claim Statutory 
Maternity Benefit at some future date. 

As far as dividends are concerned, the 
various hybrid rates of Income Tax that 
are payable for 2018-19 are:

• The first £2,000 of dividends drawn are 
tax-free. 

• Dividends over £2,000 that fall to be 
taxed in the basic rate tax band are 
subject to a tax charge of 7.5%. 

• Dividends over £2,000 that fall to be 
taxed in the higher rate tax band are 
subject to a tax charge of 32.5%. 

• Dividends over £2,000 that fall to be 
taxed in the additional rate tax band are 
subject to a tax charge of 38.1%. 

Dividends do not incur a NI charge.

Directors considering their planning 
options for the first time are advised to 
take professional advice when setting 
the most tax/NIC efficient salary and 
dividend split. We, of course, would be 
delighted to help.

Entrepreneurs’ Relief to be
extended

The draft clauses for the next Finance 
Bill are to include the following extension 
to the Capital Gains Tax, Entrepreneurs’ 
Relief.

At Autumn Budget 2017, the government 
announced that changes would be made 
to Entrepreneurs’ Relief to remove the 
disincentive to accept external 
investment and announced a 
consultation on the detailed 
implementation of that change.

They now intend to introduce new 
legislation to ensure that entrepreneurs 
are not discouraged from seeking 
external investment to finance business 
growth in circumstances where their own 
shareholding becomes diluted.

This change will allow individuals whose 
shareholding is ‘diluted’ below the 5% 
qualifying threshold for Entrepreneurs’ 
Relief - as a result of a new share issue - 
to obtain relief for gains up to that time.

PERSONAL

Requirement to disclose
offshore assets

From 1 October 2018, more than 100 
countries, including the UK, will be able 
to exchange data of financial accounts 

when your pension provider:

• is not registered for tax relief with 
HMRC, and 

• does not invest your pension pot 
according to HMRC’s rules. 

If you have any doubts if a proposed 
contribution will be tax allowable, please 
call for more advice.

EMPLOYMENT & PAYROLL

Career breaks

According to the government’s website, 
there are no laws that deal specifically 
with taking a career break. They advise 
that employers do not have to offer this 
facility and if they do, the policy must be 
clearly laid out and communicated to all 
staff, by including it in a staff handbook 
for example.

Points to cover should perhaps include:

• Eligibility and notice periods.
• How to apply and how long is allowed.
• If the employment contract’s terms and 

conditions continue, will the employee 
qualify for pay increases. 

Employees can decide to return to work 
after a career break, but these 
agreements are not legally binding, and 
employers may consider ending the 
existing contract of employment.

Payroll treatment of irregular
payments

In a recent edition of HMRC’s Employer 
Bulletin, the following comment was 
made regarding the treatment of 
irregular payments and how they should 
be treated when making Full Payment 
Submissions.

Irregular payments can arise when 
employing:

• students who work during their holidays
• supply teachers
• or any other employee who works as 

and when required. 

It is important to set the Irregular 
Payments Pattern indicator on each Full 
Payment Submission you complete for 
each affected individual.  

HMRC carries out checks and if 
employees have not been paid for a 
specific period of time and the irregular 
payment indicator is not set, HMRC will 
treat them as leaving that employment. 

Not setting this signal can result in: 

• delays to employees’ tax refunds or 
incorrect underpayment calculations 

• incorrect/ceased employees’ 
entitlement to benefits and credits 

• increased employee contact to 
employers and HMRC. 

Incorrectly setting this signal could also 
lead to incorrect tax codes being issued 
to employees or incorrect reconciliations 
at the end of the tax year, therefore, it is 
important that the indicator is set 
correctly.

Benefits in kind clarified for cars

When HMRC made changes to the 
calculation of car benefits under its new 
Optional Remuneration Arrangements’ 
(OpRA) rules, there were two aspects 
that were inconsistent with previous 
regulations. These aspects have now 
been clarified by the publication of draft 
legislation which is intended to address 
the anomalies by:

• ensuring that when a taxable car or van 
is provided through OpRA, the amount 
foregone, which is considered in 
working out the amount reportable for 
tax and NICs purposes, includes costs 
connected with the car or van (such as 
insurance), which are regarded as part 

of the benefit in kind under normal 
rules; 

• adjusting the value of any capital 
contribution towards a taxable car when 
the car is made available for only part of 
the tax year. 

These changes will have effect from 
6 April 2019.

MISCELLANEOUS

Take care when making VAT
reclaims

In a recent Court of Appeal case, a 
seemingly valid claim by solicitors acting 
for an Autoservices company to have 
£1.3m VAT repaid, failed because the 
request for repayment was not broken 
down into the VAT return periods to 
which it applied. The actual claim was 
made for the year ending 31 December 
1989 and supported by accounts for the 
same period.

The claim was made shortly before the 
deadline to recover VAT paid due to the 
imposition of an unlawful 3 year time 
limit by the Finance Act 1997.

No doubt the Autoservices company was 
peeved by the Court of Appeal upholding 
the decision of the Upper Tribunal, after 
all, £1.3m would have made a welcome 
addition to cash flow. Their 
disappointment would have been all the 
more difficult to accept as an earlier 
decision by the First Tier Tribunal had 
come to the exact opposite conclusion.

Advisory fuel rates for
all-electric cars is agreed

When you reimburse employees for the 
fuel costs of business mileage in their 
electric cars, HMRC has agreed a 
tax-free rate of 4p per mile.

When you pay employees in excess of 
this rate a taxable benefit may arise 
unless you can demonstrate that the 
actual electricity costs were higher.
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under the Common Reporting Standard 
(CRS). CRS data will significantly 
enhance HMRC’s ability to detect 
offshore non-compliance and it is in 
taxpayers’ interests to correct any 
non-compliance before that data is 
received.

Why is this important?

From the same date, 1 October 2018, 
new legislation called ‘Requirement to 
Correct’ obligates UK taxpayers to notify 
HMRC about any offshore tax liabilities 
relating to UK Income Tax, Capital Gains 
Tax, or Inheritance Tax.

The most common reasons for declaring 
offshore tax are in relation to foreign 
property, investment income and moving 
money into the UK from abroad. 
Readers should note that over 17,000 
people have already contacted HMRC to 
notify the department about tax due from 
sources of foreign income, such as their 
holiday homes and overseas properties.

HMRC have published examples of 
offshore assets and they include:

• art and antiques;
• bank and other savings accounts;
• boats;
• cash;
• debts owed to you;
• gold and silver articles;
• government securities;
• jewellery;
• land and buildings, including holiday 

timeshare; 
• life assurance policies and pensions;
• other accounts, such as stockbrokers' 

or solicitors’; 
• other bond deposits and loans including 

personal portfolio bonds; 
• rights or intellectual property including 

image rights; 
• stocks and shares;
• trusts including employee benefit trusts 

and self-employed persons trusts; 
• and vehicles.

The CRS data may lead HMRC to your 
door, and if you receive the brown 
envelope before you have made a 
disclosure to HMRC, any penalties 
charged on top of taxes due will be 
higher.

In order to minimise penalties payable, 
UK taxpayers who have undeclared 
offshore activities should take 
professional advice as a matter of 
urgency and bring their tax affairs into 
line with the new requirements. Please 
contact us  if you would like to discuss 
matters further.

Child Benefit deadline

If your child is 16 years old, but staying 
on in education or training, you should 
notify HMRC that this is the case. If you 
do not, your Child Benefit payment may 
be stopped.

If you have not notified HMRC you can 
contact the Child Benefit Office on:    
0300 200 3100.

Change to rent-a-room relief
next year

One of the published changes for the 
Finance Bill next year is a new 
requirement when you want to claim the 
rent-a-room relief. This relief excuses 
home owners, who let out part of their 
home, from paying tax on lodgers’ rents 
up to a £7,500 annual limit for each tax 
year.

The proposed change is a test that 
requires the individual or individuals in 
receipt of rental income to have shared 
occupancy of the residence in question 
for all, or part of the period, of 
occupation which gives rise to the rental 
receipts.

It is intended that this change will apply 
from 6 April 2019.

HMRC to launch a new
points-based penalty system

HMRC has indicated that they will make 
the following changes to the way in 
which they charge taxpayers for late 
filing of returns.

Taxpayers are required to submit tax 
returns by specified dates. When they 
submit their returns late they generally 
incur a penalty. The intended changes 
will introduce a new points-based 
penalty regime for regular submission 
obligations (for example, return filing 
obligations), which will replace existing 
penalties.

Returns have to be submitted more 
frequently for some tax regimes and 
circumstances than others. Depending 
on the frequency of the return 
submission obligation, a defined number 
of penalty points will accrue to a 
threshold. Once this threshold has been 
reached, a fixed penalty will be charged 
to the taxpayer.

After this, each late submission will 
attract a fixed penalty until the taxpayer 
meets all of their submission obligations 
by the relevant deadline for a set period 
of time. Once this happens, and the 
taxpayer has provided any outstanding 
submissions for the preceding 24 
months, the points total will reset to zero.

Points will generally have a lifetime of 24 
months after which they expire, and so, 
when a taxpayer accrues points but 
does not reach the threshold, the points 
will expire after 24 months. Taxpayers 
will have a separate points total per 
submission obligation.

This measure is intended to reduce the 

number of penalties issued by HMRC, as 
a monetary penalty will not be charged 
from the start of a default process. The 
fixed penalty is likely to be set at a 
higher rate than current penalties to 
reflect this, but unlike the current penalty 
regime there will be no escalation to 
daily or tax-geared penalties.

HMRC is also introducing an amended 
penalty for deliberately withholding 
information from HMRC. The changes to 
this penalty are required to 
accommodate the new points based 
regime and ensure that the penalty 
works as intended. The enacting 
schedule gives HMRC the power to 
charge penalties where a taxpayer 
deliberately withholds information which 
would enable HMRC to assess their tax 
liability. These penalties are based on a 
percentage of the tax due and can be 
reduced based on the taxpayer’s 
willingness to correct past disclosure.

The new system is similar to that 
adopted for driving offences. Of course, 
there is no suggestion that when you 
gather enough points to pay tax 
penalties you will then be banned from 
paying tax.

The government intends to roll-out the 
implementation of the points based 
model in stages, starting with VAT filing 
obligations from 1 April 2020.

Common sense prevails

In a recent tax case the judge 
commented:

It would be startling if the man, who 
bought a plot of land and built a house 
upon it and moved into it after 364 days, 
should be able to discount that period of 
time for Capital Gains Tax purposes, 
whereas the man, who took two days 
longer to build his house, loses the right 
to discount that entire 366 day period for 
Capital Gains Tax purposes.

The case was heard to appeal against a 
Capital Gains Tax (CGT) assessment 
issued by HMRC.

The case involved the construction of a 

house that was subsequently used by Mr 
and Mrs X as their home. After three 
years of occupation the house was sold 
and the couple did not declare the profit 
they made as they considered they were 
selling their home and so any gains were 
exempt due to the availability of Private 
Residence Relief.

HMRC disagreed. They considered that 
the three years the couple took to build 
their house was not a period of 
occupation for Private Residence Relief 
purposes, and that any gains attributable 
to this earlier construction period were 
taxable.

As part of their appeal, they relied on a 
tax concession that allowed for the 
period of construction to be treated as 
part of the private residence period, as 
long as the construction period did not 
extend beyond a two-year maximum and 
that after construction the property was 
used as a private residence. In Mr and 
Mrs X's case, the construction took three 
years.

Accordingly, the court determined that 
two years of the construction period 
should be left out of account for CGT 
purposes and penalties charged by 
HMRC should be quashed.

The point to note when you are 
considering the construction of your next 
home, is to stay within the two-year 
construction window if you want to avoid 
any CGT complications when you sell 
the property.

NIC & PENSIONS

NIC after you reach State
Retirement age

You will not be required to pay National 
Insurance Contributions after you reach 
the State Pension age. The only 
exception is when you are 
self-employed, in which case your 
liability for Class 4 NIC will continue to 
the end of the tax year during which you 
reach the State Retirement age. You will 
be exempt from Class 4 NIC from the 
beginning of the following tax year.

Could you defer your National
Insurance deductions?

Employees with more than one job may 
be able to defer or delay paying Class 1 
National Insurance in certain 
circumstances.

This deferment can be considered when 
any of the following apply:

• You pay Class 1 National Insurance 
with more than one employer. 

• You earn £892 or more per week from 
one job over the tax year. 

• You earn £1,053 or more per week from 
2 jobs over the tax year. 

This may result in NIC deductions at a 
reduced rate of 2% on your weekly 
earnings between £162 and £892 in one 
of your jobs, instead of the standard rate 
of 12%.

Quick guide to tax-allowable
pension contributions

Limitations on the amount you can pay 
into your personal pensions and secure 
tax relief are:

• 100% of your earnings in a year, or
• £40,000 a year, or
• £1.03 million in your lifetime.

There is also a further restriction for 
taxpayers who pay tax at the additional 
45% Income Tax rate.

You will also pay tax on contributions 



www.alwynsllp.com
helping you achieve your
personal & financial goals

9371-Alwyns newsletter template FINAL_Layout 1  07/12/2012  17:21  Page 3

4 5

under the Common Reporting Standard 
(CRS). CRS data will significantly 
enhance HMRC’s ability to detect 
offshore non-compliance and it is in 
taxpayers’ interests to correct any 
non-compliance before that data is 
received.

Why is this important?

From the same date, 1 October 2018, 
new legislation called ‘Requirement to 
Correct’ obligates UK taxpayers to notify 
HMRC about any offshore tax liabilities 
relating to UK Income Tax, Capital Gains 
Tax, or Inheritance Tax.

The most common reasons for declaring 
offshore tax are in relation to foreign 
property, investment income and moving 
money into the UK from abroad. 
Readers should note that over 17,000 
people have already contacted HMRC to 
notify the department about tax due from 
sources of foreign income, such as their 
holiday homes and overseas properties.

HMRC have published examples of 
offshore assets and they include:

• art and antiques;
• bank and other savings accounts;
• boats;
• cash;
• debts owed to you;
• gold and silver articles;
• government securities;
• jewellery;
• land and buildings, including holiday 

timeshare; 
• life assurance policies and pensions;
• other accounts, such as stockbrokers' 

or solicitors’; 
• other bond deposits and loans including 

personal portfolio bonds; 
• rights or intellectual property including 

image rights; 
• stocks and shares;
• trusts including employee benefit trusts 

and self-employed persons trusts; 
• and vehicles.

The CRS data may lead HMRC to your 
door, and if you receive the brown 
envelope before you have made a 
disclosure to HMRC, any penalties 
charged on top of taxes due will be 
higher.

In order to minimise penalties payable, 
UK taxpayers who have undeclared 
offshore activities should take 
professional advice as a matter of 
urgency and bring their tax affairs into 
line with the new requirements. Please 
contact us  if you would like to discuss 
matters further.

Child Benefit deadline

If your child is 16 years old, but staying 
on in education or training, you should 
notify HMRC that this is the case. If you 
do not, your Child Benefit payment may 
be stopped.

If you have not notified HMRC you can 
contact the Child Benefit Office on:    
0300 200 3100.

Change to rent-a-room relief
next year

One of the published changes for the 
Finance Bill next year is a new 
requirement when you want to claim the 
rent-a-room relief. This relief excuses 
home owners, who let out part of their 
home, from paying tax on lodgers’ rents 
up to a £7,500 annual limit for each tax 
year.

The proposed change is a test that 
requires the individual or individuals in 
receipt of rental income to have shared 
occupancy of the residence in question 
for all, or part of the period, of 
occupation which gives rise to the rental 
receipts.

It is intended that this change will apply 
from 6 April 2019.

HMRC to launch a new
points-based penalty system

HMRC has indicated that they will make 
the following changes to the way in 
which they charge taxpayers for late 
filing of returns.

Taxpayers are required to submit tax 
returns by specified dates. When they 
submit their returns late they generally 
incur a penalty. The intended changes 
will introduce a new points-based 
penalty regime for regular submission 
obligations (for example, return filing 
obligations), which will replace existing 
penalties.

Returns have to be submitted more 
frequently for some tax regimes and 
circumstances than others. Depending 
on the frequency of the return 
submission obligation, a defined number 
of penalty points will accrue to a 
threshold. Once this threshold has been 
reached, a fixed penalty will be charged 
to the taxpayer.

After this, each late submission will 
attract a fixed penalty until the taxpayer 
meets all of their submission obligations 
by the relevant deadline for a set period 
of time. Once this happens, and the 
taxpayer has provided any outstanding 
submissions for the preceding 24 
months, the points total will reset to zero.

Points will generally have a lifetime of 24 
months after which they expire, and so, 
when a taxpayer accrues points but 
does not reach the threshold, the points 
will expire after 24 months. Taxpayers 
will have a separate points total per 
submission obligation.

This measure is intended to reduce the 

number of penalties issued by HMRC, as 
a monetary penalty will not be charged 
from the start of a default process. The 
fixed penalty is likely to be set at a 
higher rate than current penalties to 
reflect this, but unlike the current penalty 
regime there will be no escalation to 
daily or tax-geared penalties.

HMRC is also introducing an amended 
penalty for deliberately withholding 
information from HMRC. The changes to 
this penalty are required to 
accommodate the new points based 
regime and ensure that the penalty 
works as intended. The enacting 
schedule gives HMRC the power to 
charge penalties where a taxpayer 
deliberately withholds information which 
would enable HMRC to assess their tax 
liability. These penalties are based on a 
percentage of the tax due and can be 
reduced based on the taxpayer’s 
willingness to correct past disclosure.

The new system is similar to that 
adopted for driving offences. Of course, 
there is no suggestion that when you 
gather enough points to pay tax 
penalties you will then be banned from 
paying tax.

The government intends to roll-out the 
implementation of the points based 
model in stages, starting with VAT filing 
obligations from 1 April 2020.

Common sense prevails

In a recent tax case the judge 
commented:

It would be startling if the man, who 
bought a plot of land and built a house 
upon it and moved into it after 364 days, 
should be able to discount that period of 
time for Capital Gains Tax purposes, 
whereas the man, who took two days 
longer to build his house, loses the right 
to discount that entire 366 day period for 
Capital Gains Tax purposes.

The case was heard to appeal against a 
Capital Gains Tax (CGT) assessment 
issued by HMRC.

The case involved the construction of a 

house that was subsequently used by Mr 
and Mrs X as their home. After three 
years of occupation the house was sold 
and the couple did not declare the profit 
they made as they considered they were 
selling their home and so any gains were 
exempt due to the availability of Private 
Residence Relief.

HMRC disagreed. They considered that 
the three years the couple took to build 
their house was not a period of 
occupation for Private Residence Relief 
purposes, and that any gains attributable 
to this earlier construction period were 
taxable.

As part of their appeal, they relied on a 
tax concession that allowed for the 
period of construction to be treated as 
part of the private residence period, as 
long as the construction period did not 
extend beyond a two-year maximum and 
that after construction the property was 
used as a private residence. In Mr and 
Mrs X's case, the construction took three 
years.

Accordingly, the court determined that 
two years of the construction period 
should be left out of account for CGT 
purposes and penalties charged by 
HMRC should be quashed.

The point to note when you are 
considering the construction of your next 
home, is to stay within the two-year 
construction window if you want to avoid 
any CGT complications when you sell 
the property.

NIC & PENSIONS

NIC after you reach State
Retirement age

You will not be required to pay National 
Insurance Contributions after you reach 
the State Pension age. The only 
exception is when you are 
self-employed, in which case your 
liability for Class 4 NIC will continue to 
the end of the tax year during which you 
reach the State Retirement age. You will 
be exempt from Class 4 NIC from the 
beginning of the following tax year.

Could you defer your National
Insurance deductions?

Employees with more than one job may 
be able to defer or delay paying Class 1 
National Insurance in certain 
circumstances.

This deferment can be considered when 
any of the following apply:

• You pay Class 1 National Insurance 
with more than one employer. 

• You earn £892 or more per week from 
one job over the tax year. 

• You earn £1,053 or more per week from 
2 jobs over the tax year. 

This may result in NIC deductions at a 
reduced rate of 2% on your weekly 
earnings between £162 and £892 in one 
of your jobs, instead of the standard rate 
of 12%.

Quick guide to tax-allowable
pension contributions

Limitations on the amount you can pay 
into your personal pensions and secure 
tax relief are:

• 100% of your earnings in a year, or
• £40,000 a year, or
• £1.03 million in your lifetime.

There is also a further restriction for 
taxpayers who pay tax at the additional 
45% Income Tax rate.

You will also pay tax on contributions 
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If you already use software, you should 
speak to your software provider to find 
out when it will be MTD-compatible and 
what you have to do.

You do not need to keep any additional 
business records because of MTD. 
However, business records must be kept 
digitally to be compliant. If you use 
spreadsheets, the spreadsheets must be 
able to submit the required data to 
HMRC digitally, for example, by using 
MTD-compatible bridging software.

Bridging software allows relevant data to 
be digitally exchanged from the 
spreadsheet or other source where the 
digital records are kept, directly to 
HMRC. The summary information must 
not be physically re-typed into another 
software package.

For larger businesses using bespoke 
in-house software solutions, make sure 
your IT team is aware of the new MTD 
technical standards as they may want to 
link in-house solutions directly to 
HMRC’s APIs.

Clients will be relieved to know that our 
recommended accounts' software for 
clients will be MTD compliant, and if we 
are responsible for submitting your VAT 
returns, they will be sent, as now, with 
no interruption post 1 April 2019.

It is worth underlining that submitting 
quarterly data for Income Tax purposes 
is not a requirement at this time. HMRC 
are offering MTD for Income Tax on a 
voluntary basis, but it is unlikely this will 
be a legal obligation before April 2020, 
at the earliest.

We will continue to keep clients informed 
as the roll-out of MTD continues. Watch 
this space. If you have concerns about 
your MTD obligations, present or future, 
please call us for more information.

Remuneration planning for
directors

Many director shareholders take a 
minimum salary and any balance of 
remuneration as dividends. This tends to 
reduce National Insurance Contributions 

(NIC), and in some cases Income Tax.

The planning strategy should be to pay a 
salary at a level that qualifies the director 
for state benefits, including the State 
Pension, but that minimises payment of 
any NI contributions.

For 2018-19, the NIC rate is set at 0% 
for annual earnings in the range of 
£6,032 to £8,424 inclusive. Earnings in 
this band range qualify for NIC credit 
towards state benefit purposes. At up to 
£116 per week (£6,032 p.a.) no NIC 
credit is obtained for state benefit 
purposes. At over £162.01 per week 
(£8,424 p.a.) employees’ NIC starts to 
be paid at the rate of 12%.

Directors, who are first appointed during 
a tax year, are only entitled to a pro rata 
annual earnings band which depends on 
the actual date appointed. Care needs to 
be taken in these circumstances not to 
incur an unexpected liability to pay NIC.

Directors resigning during the year still 
have the full annual earnings band 
quoted above, and so care is needed to 
ensure that earnings for the whole tax 
year are within the range of £6,032 to 
£8,424.

Careful planning is also required to 
ensure that any impact on the National 
Living Wage regulations is considered. 
This may be particularly important for 
women who would like to claim Statutory 
Maternity Benefit at some future date. 

As far as dividends are concerned, the 
various hybrid rates of Income Tax that 
are payable for 2018-19 are:

• The first £2,000 of dividends drawn are 
tax-free. 

• Dividends over £2,000 that fall to be 
taxed in the basic rate tax band are 
subject to a tax charge of 7.5%. 

• Dividends over £2,000 that fall to be 
taxed in the higher rate tax band are 
subject to a tax charge of 32.5%. 

• Dividends over £2,000 that fall to be 
taxed in the additional rate tax band are 
subject to a tax charge of 38.1%. 

Dividends do not incur a NI charge.

Directors considering their planning 
options for the first time are advised to 
take professional advice when setting 
the most tax/NIC efficient salary and 
dividend split. We, of course, would be 
delighted to help.

Entrepreneurs’ Relief to be
extended

The draft clauses for the next Finance 
Bill are to include the following extension 
to the Capital Gains Tax, Entrepreneurs’ 
Relief.

At Autumn Budget 2017, the government 
announced that changes would be made 
to Entrepreneurs’ Relief to remove the 
disincentive to accept external 
investment and announced a 
consultation on the detailed 
implementation of that change.

They now intend to introduce new 
legislation to ensure that entrepreneurs 
are not discouraged from seeking 
external investment to finance business 
growth in circumstances where their own 
shareholding becomes diluted.

This change will allow individuals whose 
shareholding is ‘diluted’ below the 5% 
qualifying threshold for Entrepreneurs’ 
Relief - as a result of a new share issue - 
to obtain relief for gains up to that time.

PERSONAL

Requirement to disclose
offshore assets

From 1 October 2018, more than 100 
countries, including the UK, will be able 
to exchange data of financial accounts 

when your pension provider:

• is not registered for tax relief with 
HMRC, and 

• does not invest your pension pot 
according to HMRC’s rules. 

If you have any doubts if a proposed 
contribution will be tax allowable, please 
call for more advice.

EMPLOYMENT & PAYROLL

Career breaks

According to the government’s website, 
there are no laws that deal specifically 
with taking a career break. They advise 
that employers do not have to offer this 
facility and if they do, the policy must be 
clearly laid out and communicated to all 
staff, by including it in a staff handbook 
for example.

Points to cover should perhaps include:

• Eligibility and notice periods.
• How to apply and how long is allowed.
• If the employment contract’s terms and 

conditions continue, will the employee 
qualify for pay increases. 

Employees can decide to return to work 
after a career break, but these 
agreements are not legally binding, and 
employers may consider ending the 
existing contract of employment.

Payroll treatment of irregular
payments

In a recent edition of HMRC’s Employer 
Bulletin, the following comment was 
made regarding the treatment of 
irregular payments and how they should 
be treated when making Full Payment 
Submissions.

Irregular payments can arise when 
employing:

• students who work during their holidays
• supply teachers
• or any other employee who works as 

and when required. 

It is important to set the Irregular 
Payments Pattern indicator on each Full 
Payment Submission you complete for 
each affected individual.  

HMRC carries out checks and if 
employees have not been paid for a 
specific period of time and the irregular 
payment indicator is not set, HMRC will 
treat them as leaving that employment. 

Not setting this signal can result in: 

• delays to employees’ tax refunds or 
incorrect underpayment calculations 

• incorrect/ceased employees’ 
entitlement to benefits and credits 

• increased employee contact to 
employers and HMRC. 

Incorrectly setting this signal could also 
lead to incorrect tax codes being issued 
to employees or incorrect reconciliations 
at the end of the tax year, therefore, it is 
important that the indicator is set 
correctly.

Benefits in kind clarified for cars

When HMRC made changes to the 
calculation of car benefits under its new 
Optional Remuneration Arrangements’ 
(OpRA) rules, there were two aspects 
that were inconsistent with previous 
regulations. These aspects have now 
been clarified by the publication of draft 
legislation which is intended to address 
the anomalies by:

• ensuring that when a taxable car or van 
is provided through OpRA, the amount 
foregone, which is considered in 
working out the amount reportable for 
tax and NICs purposes, includes costs 
connected with the car or van (such as 
insurance), which are regarded as part 

of the benefit in kind under normal 
rules; 

• adjusting the value of any capital 
contribution towards a taxable car when 
the car is made available for only part of 
the tax year. 

These changes will have effect from 
6 April 2019.

MISCELLANEOUS

Take care when making VAT
reclaims

In a recent Court of Appeal case, a 
seemingly valid claim by solicitors acting 
for an Autoservices company to have 
£1.3m VAT repaid, failed because the 
request for repayment was not broken 
down into the VAT return periods to 
which it applied. The actual claim was 
made for the year ending 31 December 
1989 and supported by accounts for the 
same period.

The claim was made shortly before the 
deadline to recover VAT paid due to the 
imposition of an unlawful 3 year time 
limit by the Finance Act 1997.

No doubt the Autoservices company was 
peeved by the Court of Appeal upholding 
the decision of the Upper Tribunal, after 
all, £1.3m would have made a welcome 
addition to cash flow. Their 
disappointment would have been all the 
more difficult to accept as an earlier 
decision by the First Tier Tribunal had 
come to the exact opposite conclusion.

Advisory fuel rates for
all-electric cars is agreed

When you reimburse employees for the 
fuel costs of business mileage in their 
electric cars, HMRC has agreed a 
tax-free rate of 4p per mile.

When you pay employees in excess of 
this rate a taxable benefit may arise 
unless you can demonstrate that the 
actual electricity costs were higher.
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INTRODUCTION

This Autumn newsletter continues our 
tax and business updates to keep you 
abreast of recent changes in legislation 
before the next significant change to the 
UK’s tax code when the Autumn Budget 
is presented to parliament later this year.

As asserted in our last printed 
newsletter, Brexit uncertainties continue. 
The government has provided some 
indication of what we should expect if no 
deal is struck with the EU, and in 
particular, it would appear there will be 
support for importers who may be faced 
with additional import VAT and duties 
once we leave the free market.

If you find matters of interest that impact 
your personal tax or business affairs in 
this newsletter do not hesitate to get in 
touch. It is only possible to sketch a 
rough guide to the various topics we 
have covered. Please contact us for 
more information.

BUSINESS

Import VAT if we have a hard
Brexit

Presently, the UK and the EU are 
singing from the same hymn sheet as far 
as VAT is concerned, but it is unlikely, 
that come 29 March 2019 (and even if 
there is a hard Brexit), the UK will 
abandon VAT – it brings in a sizeable 
slice of the UK’s tax revenue.

In fact, the present UK/EU VAT 
legislation is enshrined in a UK Act of 
Parliament.

But there has been press commentary 
recently about the effect on UK 
importers of EU goods, who post Brexit 
may be required to pay duties or VAT in 
order to secure delivery. At present, 
there is free movement of goods.

Recently, HMRC has published a 
number of guidance documents that aim 
to enlighten UK businesses on what they 
can expect if we have a hard Brexit.

This is what they have to say about 
accounting for import VAT on goods 
imported into the UK from the EU:

If the UK leaves the EU without an 
agreement, the government will 
introduce postponed accounting for 
import VAT on goods brought into the 
UK. This means that UK VAT registered 
businesses importing goods to the UK 
will be able to account for import VAT on 
their VAT return, rather than paying 
import VAT on or soon after the time that 
the goods arrive at the UK border. This 
will apply both to imports from the EU 
and non-EU countries.

In reaching this decision, the 
government has taken account of the 
views of businesses and sought to 
mitigate any adverse cash-flow impacts 
keeping VAT processes as close as 
possible to what they are now. To 
ensure equity of treatment, in a no deal 
scenario, businesses importing goods 
will be able to account for their import 
VAT from non-EU countries in the same 
way, which will help UK businesses 
make the most of trading opportunities 
around the world.

This announcement will go some way to 
placate UK businesses that make 
frequent purchases from EU suppliers. It 
would appear that the proposed 
“postponed accounting” will at least 
defer any import VAT payable.

For businesses that have wider 
concerns about the effects of a hard 
Brexit, the full guidance can be found on 
GOV.UK website under Publications.

We can help readers who are anxious 
about these issues and would like to set 
up contingency planning. Please call us 
for more information.

More news about Making Tax
Digital (MTD)

We are fast approaching the time when 
VAT registered traders with turnover 
above the current £85,000 turnover limit 
will need to keep their records digitally, 
and submit VAT returns electronically 
using MTD compatible software. In a 
recent update, HMRC issued the 
following key messages for affected 
businesses:

From 1 April 2019, VAT-registered 
businesses with a taxable turnover 
above the VAT threshold (£85,000) are 
required to keep digital records for VAT 
and send HMRC returns using 
MTD-compatible software. It’s important 
that businesses are aware of their 
obligations if they join MTD for Income 
Tax or VAT. They must keep digital 
business records and:

• for VAT, submit their returns to HMRC
  sing MTD-compatible software;
• for Income Tax, provide summary
  updates of income and expenses to
  HMRC quarterly (or more often if they 
  choose) through MTD-compatible 
  software.

The deadlines for sending VAT returns 
and making payments are not changing, 
including for monthly, quarterly and 
annual VAT return schemes, but 
businesses will have to keep digital 
records and send the returns to HMRC 
using MTD-compatible software for VAT 
accounting periods that start on or after 
1 April 2019. This also applies to 
businesses that operate the Flat Rate 
Scheme for VAT.

FINANCIAL CALENDAR

In preparing and maintaining this newsletter, every effort has been made to ensure the content is up to date and accurate. However, law and regulations change continually and unintentional

errors can occur and the information may be neither up to date nor accurate. The editor makes no representation or warranty (including liability towards third parties), express or implied, as to

the accuracy, reliability or completeness of the information published in this newsletter.
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