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INTRODUCTION

The recent election seems to have 
created more problems than it has 
solved. The expected Conservative 
landslide did not materialise and the 
Tory party are now fighting to establish a 
minority government.

From a tax point of view, Philip 
Hammond is still the incumbent at 
number 11 Downing Street, and we 
should see the held-over majority of the 
Finance Bill 2017, re-presented to 
parliament before the Summer recess.

At present, it is difficult to advise on 
certain topics as the required legislation 
is in limbo. Hopefully, the expected 
Finance Bill Number 2 will appear and 
we can get on with the job.

That, at least, will sort out short-term 
anxieties. Longer term, we await the 
progress of Brexit negotiations and what 
effect that process will impose on the UK 
economy and smaller businesses in 
particular. It would appear that certainty 
is going to become a rare commodity in 
the UK, particularly with regard to 
business confidence as we face up to 
the majority view taken by the electorate 
in recent elections.

BUSINESS

MTD software options

Now that the election dust has settled, 
we can start to take the implementation 
of HMRC’s Making Tax Digital (MTD) 
process a little more seriously.

A reminder, that if you are 
self-employed, and if your turnover 
exceeds the current VAT registration 
limit (£85,000 from April 2017) you will 
be required to comply with the MTD 
upload requirements from April 2018.

The only way you will be able to upload 
data is by using accounts software that 
has been adapted to link up with 
HMRC’s data systems. So the first 
question to answer is, will your present 

accounts software comply? A quick 
phone call to the software supplier – or 
email to their support centre – should 
provide the confirmation you require. 
HMRC is of the opinion that over 600 
software firms are presently working on 
links to the government systems.

If you are unable to get the clarification 
you need, we can help.

The change to MTD is possibly the most 
significant change in tax compliance 
since the introduction of Self 
Assessment in April 1996. We advise 
against leaving everything to the last 
minute. As soon as you have a suitable 
software product in situ we would 
suggest that you call to organise a 
planning session, to agree who does 
what from April 2018. Head in the sand 
will not cut muster, as HMRC is likely to 
introduce penalties if you fail to meet 
their quarterly upload deadlines.

And landlords, don’t forget, MTD will 
apply to you as well as other 
non-property related businesses. 
Keeping your property records in a diary 
will not meet HMRC's standards once 
you become liable to MTD filing 
obligations.

For the record, we have reproduced 
below when the milestone dates for the 
upload process will begin:

• From April 2018: for Income Tax and 
NIC purposes, all self-employed traders 
with taxable income (turnover) in 
excess of the current VAT registration 
threshold. 

• From April 2019: for Income Tax and 
NIC purposes, all self-employed traders 

with taxable income (turnover) under 
the current VAT registration threshold. 

• From April 2019: for VAT purposes, any 
business or person registered for VAT. 

• From April 2020: for Corporation Tax 
(CT) purposes, every company or 
institution registered for CT. 

There is an exclusion from the obligation 
to file under MTD for businesses with a 
turnover of under £10,000.

Extracting funds from your
company

There are a number of ways that director 
shareholders of private companies can 
withdraw funds from their businesses. 
We have listed below a few of these 
options.

1. Recent changes in legislation now 
allow a withdrawal by director 
shareholders and their close family, of 
up to £300 a year in non-cash benefits 
as long as each “gift” does not exceed 
£50 and is not related to employment. 
Potentially, these so-called “trivial 
benefits” can also be provided to 
non-family employees, and without the 
£300 annual cap. 

2. Directors who have lent their company 
significant funds, can receive interest 
at a commercial rate on the funds 
deposited. There are a number of 
reliefs that may be available to reduce 
tax on interest received, and even if 
these do not apply, the interest 
payment will not attract an NIC charge. 

3. Directors aged below the state 
retirement age will no doubt want to 
ensure that they are still making NI 
contributions that will qualify them for 
the State Retirement Pension. Many 
directors ensure that they pay 
themselves the minimum salary to 
achieve this planning objective. There 
is no need to increase salary above 
this minimum limit as by doing so, 
additional NI contributions will apply. It 
is more effective to take additional 
funds as dividends. 

4. Dividends remain the most tax efficient 
method of taking retained profits from 
your business. The annual tax-free 
limit is still £5,000. Dividends drawn in 
excess of this will be taxed at 7.5%, 
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32.5% or 38.1%, all dependent on 
where the dividend income slots into 
the basic, higher or additional rate 
Income Tax bands. Also, dividends 
continue to be exempt from a NIC 
charge. A final point to remember, 
dividends can only be taken from your 
company’s retained profits so it is 
important to check your balance sheet 
before making payments in this way. 

5. Recent legislation has mitigated 
against the practice of taking benefits 
in place of remuneration – so-called 
salary sacrifice arrangements. In future 
years these benefits may be taxed as 
if they were salary. There may be 
short-term benefits in exploring these 
options, and these should be 
considered. Longer-term, other 
planning strategies may be required. 

6. If director shareholders have children, 
18 years or older, it may be possible to 
issue them with company shares and 
pay them a small dividend each year. 
Currently, there is potential here to 
provide over 18s with a £5,000 annual, 
tax-free income. 

As you can see, extracting funds from a 
company can be achieved in a number 
of different ways, and these options 
should be considered with some care. 
Please call if you would like more 
information on any of the topics raised in 
this newsletter.

Where is my profit?

This is a question we are regularly asked 
by clients. Usually, the conversation is 
triggered when we discuss the end of 
year accounts.
 
Before we explain why profits are not 
always represented by cash in the bank, 
we need to define the term “profits”. 

Profits are the difference between what 
you sell and the costs associated with 
making those sales.
 
Consider Jeremy, who runs a small shop 
selling clothing. He started his business 
by introducing £5,000 of his own money 
and at the end of his first trading year his 
summarised results were as follows:

• Sales £100,000
• Goods purchased and sold in the year 

£60,000 
• Other costs paid for in the year £15,000
• Stock at end of year valued at cost 

£7,000 
• Drawings for personal use £16,000
• Bank balance £7,000
 
His accounts show profits of £25,000 
(This is made up of sales of £100,000, 
less cost of goods sold of £60,000 and 
less other costs £15,000).
 
So why, Jeremy asks, is there only 
£7,000 in his bank account?
 
The answer is that at the end of the year 
Jeremy had withdrawn £16,000 for his 
own private use and he had purchased 
£7,000 of stock that was unsold at the 
end of the year. We also need to take 
into account that Jeremy introduced 
£5,000 of his own cash when the 
business started. 
 
The reconciliation of his profit and the 
bank balance is therefore: Profit for the 
year £25,000, less personal drawings 
£16,000, less stock £7,000, plus own 
capital introduced £5,000, equals £7,000 
– his business bank balance.
 
We can deduce from this explanation 
that in order to reconcile profit and cash 
flow you need to factor in receipts and 
payments that are not taken into account 
when calculating profit. In Jeremy’s 
case, capital introduced, stock and and 
personal drawings.

Keeping a mileage log

Why do you need to keep a mileage log?

If you are self-employed, as a sole trader 
or in partnership, and you use a 

business vehicle for private purposes, 
HMRC will seek to disallow any motoring 
costs, petrol etc., and capital allowances 
based on the purchase cost of the 
vehicle, to cover the private use 
proportion.

The only practical way that you can do 
this is to record your car mileage at the 
beginning and end of your trading year, 
to ascertain the total miles for the period, 
and a log of your business miles.

At a minimum, you should be able to 
provide evidence of total annual mileage 
and a detailed record of business 
mileage for the same period. The log 
should include the following information:

• Date of the business use
• The address you were attending and 

the round trip mileage 
• The reason for the trip

This could be recorded in a diary kept in 
your car or by using one of the multitude 
of Apps now available for this purpose.

Armed with this information, any 
disallowance of running costs and 
capital allowances will be fairly based 
and not some arbitrary figure dictated by 
HMRC. Estimates will not cut muster 
with the tax office, you will need to back 
up numbers with evidence.

If you are employed, have the use of a 
company car, and your employer pays 
all of your petrol, including that used 
privately, then you will be subject to the 
car fuel benefit charge. The only way to 
avoid this tax charge is to repay your 
employer for petrol used privately. To do 
this you will need to keep a log of all 
private journeys. At the end of each tax 
year, or periodically during the tax year, 

Are you in the best VAT scheme?

Many businesses register for VAT and 
pay VAT each quarter based on the 
output VAT added to their sales 
invoices, less any input VAT included in 
the invoices for goods and services they 
buy.

For many concerns this may be perfectly 
acceptable, and for many larger 
businesses this may be the only way to 
calculate VAT due.

However, smaller concerns have 
options. For example:

• The VAT Flat Rate Scheme allows 
smaller firms to calculate VAT due by 
applying a fixed percentage rate to their 
sales including VAT; in some cases, 
this can actually produce cash savings. 
The outcome depends on business 
classification and whether the 
relationship between costs and income 
are appropriate. The scheme is only 
available to businesses with an annual 
turnover up to £150,000 (excluding 
VAT). 

• Cash Accounting for VAT, this scheme 
allows you to pay over VAT when you 
receive payment from your customers, 
less any payments of VAT you make to 
suppliers. This can be useful for 
businesses that usually have more 
owing to them from customers than they 
owe their suppliers. Again, there is a 
turnover limit. To use the cash 
accounting scheme your turnover must 
not exceed £1.35m. 

• Annual accounting allows you to submit 
just one VAT return a year, and pay 
your VAT by monthly instalments and 
an annual adjustment. This simplifies 
VAT management and smooths the 
cash flow settlement of amounts due. 
As for cash accounting, you can only 
use this scheme if your annual turnover 
is not expected to exceed £1.35m. 

If you have never considered a special 
scheme for your business we can 
provide you with a forecast of potential 
benefits, advise you if a particular 
scheme would benefit your company, 
and help you set up systems to manage 
the change, including any adjustments 

required to your accounts software.

NIC & PENSIONS

Tax and private pension
contributions

You will likely pay tax if your annual 
private pension savings exceed £40,000. 
It is possible to top-up this allowance by 
utilising any unused allowance from the 
previous three years. For your 
information the annual allowances in 
past years were:

• 2016-17 £40,000
• 2015-16 this year was split into two 

periods: 6 April 2015 to 8 July 2015 
£80,000 and 9 July 2015 to 5 April 2016 
£0. You can carry over up to £40,000 of 
unused allowance from the 
pre-alignment year to the 
post-alignment year. You can add this 
to any unused allowance from between 
6 April 2014 and 5 April 2017. 

• 2014-15 £50,000
• 2013-14 £50,000

In certain circumstances, it’s possible to 
keep paying into your pension after you 
take money out - but you may have to 
pay tax on contributions over £4,000 a 
year. That’s because your annual 
allowance drops to £4,000 for all defined 
benefit contribution schemes you pay 
into. The annual allowance drops in the 
first full tax year after you take money 
from your pension pot.

This lower allowance is sometimes 
called the ‘money purchase annual 
allowance’. You can’t top it up with 
unused allowance from previous years. 
Note: for the ‘pre-alignment tax year’ 
(6 April to 8 July 2015), this money 

purchase annual allowance was 
£20,000. The ‘post-alignment tax year’ 
(9 July 2015 to 5 April 2016) doesn’t 
have its own money purchase annual 
allowance, but you could bring over up 
to £10,000 of the allowance from the 
pre-alignment year.

Income Tax payers with higher incomes 
may have their annual allowance 
reduced if the following two 
circumstances apply:

• your ‘threshold income’ is over 
£110,000 - this is your income 
excluding any pension contributions 
(unless they’re paid as a salary sacrifice 
by your employer) 

• your ‘adjusted income’ is over £150,000 
- this is your income added to any 
pension contributions you or your 
employer make 

For every £2 your adjusted income goes 
over £150,000, your annual allowance 
for that year drops by £1. The drop is 
limited so that the minimum tapered 
annual allowance is £10,000.

MISCELLANEOUS

Pensions regulator nets £6m in
fines

Auto-enrolment has netted the Pensions 
Regulator more than £6m in fines as 
firms have ignored their responsibilities 
under the legislation.

Initial, fixed penalty notices (FPNs) 
amount to £400, which is probably more 
than the professional support costs for 
paying an advisor to deal with the filing 
formalities for you. Firms that ignore the 
(FPNs), will receive escalating penalty 
notices; we note that one affected 
business received an FPN for £22,000.

Clearly, this is legislation that cannot be 
ignored. If you are struggling to cope 
with the process, we can help.
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you should multiply the private use miles 
by the approved car fuel rate - this can 
be accessed from the HMRC website at 
https://www.gov.uk/government/publicati-
ons/advisory-fuel-rates. Just multiply the 
private use miles by the appropriate rate 
per mile and pay this amount to your 
employer.    

If you want your motoring costs fairly 
apportioned for private use, you should 
keep a mileage log.

PERSONAL

What happens if you can’t pay your
tax on time?

If you are facing cash-flow issues, and 
cannot afford to settle part, or all of your 
tax payment due 31 July 2017, what is 
the best strategy to avoid confrontation 
with HMRC and thus minimise any 
penalties and interest charges?

Firstly, let’s take a look at penalties. The 
trigger dates for penalties are 30 days, 6 
months and 12 months after the tax 
became due for payment. On each of 
these trigger dates you will be charged a 
5% penalty based on the amount of tax 
outstanding.

The current interest charge on unpaid 
tax is 2.75%.

If you are concerned that you may not 
be able to meet your liabilities as they 
fall due, and in particular, any payment 
due 31 July 2017, we recommend a 
two-pronged approach.

• Firstly, make a realistic estimate of 
when you can settle amounts due. This 
may be instalments or payment in full at 
a time after the due date. 

• Secondly, call HMRC’s Business 
Payment Support Service on 0300 200 
3835, and agree an extended payment 
scheme with them. Generally speaking, 
they will agree to extended deadlines as 
long as your suggested scheme clears 
any outstanding liability before your 
next liabilities become due for payment 
– in most cases, before 31 January 
2018. They will also exhort you to 
gather funds such that you can settle 
future tax on the due dates and in full. 

What is inadvisable, is to bury your head 
in the sand and wait for the brown 
envelopes, telephone calls and debt 
collectors at your front door. Work out a 
realistic repayment plan, call the help 
line before the tax falls due and keep to 
your agreed settlement plan.

Tax-free childcare extended

The government has launched a new 
website aimed at parents who may be 
able to claim for support with childcare 
costs. The web address is 
https://www.childcarechoices.gov.uk.
 
How tax-free childcare works:
 
Working parents will be able to apply, 
through the childcare service, to open an 
online childcare account. For every £8 
that families or friends pay in, the 
government will make a top-up payment 
of an additional £2, up to a maximum of 
£2,000 per child per year (or £4,000 for 
disabled children). This top up is added 
instantly and parents can then send 
electronic payments directly to their 
childcare providers.
 
All registered childcare providers – 

whether nannies, nurseries or after 
school clubs – can sign up online now to 
receive parents’ payments through 
tax-free childcare. Once childcare 
providers have signed up they will 
appear on the Childcare Provider 
Checker. This allows parents to check 
whether childcare providers have 
already signed up for tax-free childcare.
 
How 30 hours’ free childcare works
 
Eligible parents will be able to apply 
online through the childcare service. 
They will receive a code – this will allow 
parents to arrange their childcare place 
ahead of September 2017. 
 
Parents can take their code to their 
provider or council, along with their 
National Insurance Number and child’s 
date of birth. Their provider or council 
will check the code is authentic and 
allocate them a free childcare place.
 
Parents can quantify the amount that 
they may be able to claim using the 
gov.uk childcare calculator at 
https://www.gov.uk/childcare-calculator

EMPLOYMENT & PAYROLL

Work related training

As a general rule of thumb, it is not 
necessary to report details of work 
related training to HMRC. In effect, these 
training costs can be claimed by 
employers as valid costs and there is no 
taxable benefit that would create a tax 
charge for employees.

HMRC’s definition of work related 
training is:

“… defined as any training course or 
other activity which is designed to 
impart, instil, improve or reinforce any 
knowledge, skills, or personal qualities 
which:

• are, or are likely to prove, useful to the 
employee when performing his/her 
duties or 

• will qualify or better qualify the 
employee to undertake the 
employment, or to participate in 
charitable or voluntary activities arising 
through the employment. 

The training must relate to the 
employee’s current employment or to a 
“related employment”.

There is no restriction on the way the 
training can be delivered. Self-tuition 
packages, computer based training, 
distance learning, work experience or 
work placement and informal teach-ins 
are all acceptable as are more formal 
classroom based methods. It does not 
matter whether training is delivered 
internally or externally, or on a part-time 
or full-time basis.

A wide range of practical and/or 
theoretical skills will qualify for 
exemption so long as the skills are 
relevant to the employee. Where 
leadership and team skills are 
appropriate to the employee, 
participation in activities such as 
Outward Bound, Raleigh International, or 
Prince’s Trust will qualify. Work related 
first aid and health and safety courses 
will also qualify. 

Some employers operate Employee 
Development Schemes, often aimed at 
those employees with low skills levels. 
These seek to improve an employee’s 
attitude towards training by commencing 
with enjoyable courses as an 
introduction to more concentrated 
job-related training. All elements of 
genuine schemes will qualify.”

Expenses and benefits for
employees

A reminder that until 2015-16, it was 
possible to apply for a dispensation to 
exclude certain expenses and benefits 
provided to employees from the year 
end returns to HMRC: primarily the 
submission of forms P11D. These 
dispensations ceased to be effective 
from 6 April 2016. From this date many 
of the expenses covered by 
dispensations were exempted from the 
benefits legislation. 

The sorts of expenses covered include:

• business travel
• business phone bills
• business entertainment expenses
• uniform and tools for work

To qualify for an exemption, employers 
must either be:

• paying a flat rate to their employee as 
part of their earnings, this must be 
either a benchmark rate or a special 
(‘bespoke’) rate approved by HMRC, or 

• paying back the employee’s actual 
costs 

Employers do not have to formally apply 
for exemption if they reimburse using 
HMRC’s benchmark rates for allowable 
expenses. You should only apply if you 
want to use your own rates as these 
rates will need to be agreed with HMRC. 
There must be systems in place to check 
the payments are as agreed with HMRC.
 

Filing deadlines:
 
A further reminder that filing deadlines 
for P11D forms and associated returns 
were:

• 6 July 2017 – file forms P11D
• 6 July 2017 – give employees a copy of 

their P11D 
• 6 July 2017 – submit return of Class 1A 

NIC due on form P11D(b) 
• On or before 22 July 2017 (19 July 

2017 if paying by cheque) – pay any 
Class 1A NICs due 

If you have missed the filing and/or 
payment deadlines, submit the forms 
and pay any outstanding Class 1A NIC 
as soon as you can.

There is a fixed penalty of £100 per 50 
employees for each month or part of a 
month the P11D(b) return is late. There 
are also penalties and interest if your 
payments of Class 1A NICs are paid late.

Don’t forget that the earnings rate of 
£8,500 pa for a P11D to be required was 
abandoned from 6 April 2016, so that 
employees who previously needed a 
form PD9 will now need a P11D.

VAT & DUTIES

Uber dodging VAT obligations?

In a recent tribunal case it was 
established that Uber’s drivers were not 
self-employed and have rights for 
employment law purposes.

A QC was sufficiently peeved, when 
Uber declined to give him a VAT invoice, 
that he has challenged the issue in the 
High Court. His contention, that as the 
drivers are not self-employed their 
income should be considered Uber’s and 
therefore, it is reasonable to assume that 
their consolidated income must be in 
excess of the VAT registration limit.

Transport services for VAT are standard 
rated unless the vehicle can carry ten or 
more passengers.
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you should multiply the private use miles 
by the approved car fuel rate - this can 
be accessed from the HMRC website at 
https://www.gov.uk/government/publicati-
ons/advisory-fuel-rates. Just multiply the 
private use miles by the appropriate rate 
per mile and pay this amount to your 
employer.    

If you want your motoring costs fairly 
apportioned for private use, you should 
keep a mileage log.

PERSONAL

What happens if you can’t pay your
tax on time?

If you are facing cash-flow issues, and 
cannot afford to settle part, or all of your 
tax payment due 31 July 2017, what is 
the best strategy to avoid confrontation 
with HMRC and thus minimise any 
penalties and interest charges?

Firstly, let’s take a look at penalties. The 
trigger dates for penalties are 30 days, 6 
months and 12 months after the tax 
became due for payment. On each of 
these trigger dates you will be charged a 
5% penalty based on the amount of tax 
outstanding.

The current interest charge on unpaid 
tax is 2.75%.

If you are concerned that you may not 
be able to meet your liabilities as they 
fall due, and in particular, any payment 
due 31 July 2017, we recommend a 
two-pronged approach.

• Firstly, make a realistic estimate of 
when you can settle amounts due. This 
may be instalments or payment in full at 
a time after the due date. 

• Secondly, call HMRC’s Business 
Payment Support Service on 0300 200 
3835, and agree an extended payment 
scheme with them. Generally speaking, 
they will agree to extended deadlines as 
long as your suggested scheme clears 
any outstanding liability before your 
next liabilities become due for payment 
– in most cases, before 31 January 
2018. They will also exhort you to 
gather funds such that you can settle 
future tax on the due dates and in full. 

What is inadvisable, is to bury your head 
in the sand and wait for the brown 
envelopes, telephone calls and debt 
collectors at your front door. Work out a 
realistic repayment plan, call the help 
line before the tax falls due and keep to 
your agreed settlement plan.

Tax-free childcare extended

The government has launched a new 
website aimed at parents who may be 
able to claim for support with childcare 
costs. The web address is 
https://www.childcarechoices.gov.uk.
 
How tax-free childcare works:
 
Working parents will be able to apply, 
through the childcare service, to open an 
online childcare account. For every £8 
that families or friends pay in, the 
government will make a top-up payment 
of an additional £2, up to a maximum of 
£2,000 per child per year (or £4,000 for 
disabled children). This top up is added 
instantly and parents can then send 
electronic payments directly to their 
childcare providers.
 
All registered childcare providers – 

whether nannies, nurseries or after 
school clubs – can sign up online now to 
receive parents’ payments through 
tax-free childcare. Once childcare 
providers have signed up they will 
appear on the Childcare Provider 
Checker. This allows parents to check 
whether childcare providers have 
already signed up for tax-free childcare.
 
How 30 hours’ free childcare works
 
Eligible parents will be able to apply 
online through the childcare service. 
They will receive a code – this will allow 
parents to arrange their childcare place 
ahead of September 2017. 
 
Parents can take their code to their 
provider or council, along with their 
National Insurance Number and child’s 
date of birth. Their provider or council 
will check the code is authentic and 
allocate them a free childcare place.
 
Parents can quantify the amount that 
they may be able to claim using the 
gov.uk childcare calculator at 
https://www.gov.uk/childcare-calculator

EMPLOYMENT & PAYROLL

Work related training

As a general rule of thumb, it is not 
necessary to report details of work 
related training to HMRC. In effect, these 
training costs can be claimed by 
employers as valid costs and there is no 
taxable benefit that would create a tax 
charge for employees.

HMRC’s definition of work related 
training is:

“… defined as any training course or 
other activity which is designed to 
impart, instil, improve or reinforce any 
knowledge, skills, or personal qualities 
which:

• are, or are likely to prove, useful to the 
employee when performing his/her 
duties or 

• will qualify or better qualify the 
employee to undertake the 
employment, or to participate in 
charitable or voluntary activities arising 
through the employment. 

The training must relate to the 
employee’s current employment or to a 
“related employment”.

There is no restriction on the way the 
training can be delivered. Self-tuition 
packages, computer based training, 
distance learning, work experience or 
work placement and informal teach-ins 
are all acceptable as are more formal 
classroom based methods. It does not 
matter whether training is delivered 
internally or externally, or on a part-time 
or full-time basis.

A wide range of practical and/or 
theoretical skills will qualify for 
exemption so long as the skills are 
relevant to the employee. Where 
leadership and team skills are 
appropriate to the employee, 
participation in activities such as 
Outward Bound, Raleigh International, or 
Prince’s Trust will qualify. Work related 
first aid and health and safety courses 
will also qualify. 

Some employers operate Employee 
Development Schemes, often aimed at 
those employees with low skills levels. 
These seek to improve an employee’s 
attitude towards training by commencing 
with enjoyable courses as an 
introduction to more concentrated 
job-related training. All elements of 
genuine schemes will qualify.”

Expenses and benefits for
employees

A reminder that until 2015-16, it was 
possible to apply for a dispensation to 
exclude certain expenses and benefits 
provided to employees from the year 
end returns to HMRC: primarily the 
submission of forms P11D. These 
dispensations ceased to be effective 
from 6 April 2016. From this date many 
of the expenses covered by 
dispensations were exempted from the 
benefits legislation. 

The sorts of expenses covered include:

• business travel
• business phone bills
• business entertainment expenses
• uniform and tools for work

To qualify for an exemption, employers 
must either be:

• paying a flat rate to their employee as 
part of their earnings, this must be 
either a benchmark rate or a special 
(‘bespoke’) rate approved by HMRC, or 

• paying back the employee’s actual 
costs 

Employers do not have to formally apply 
for exemption if they reimburse using 
HMRC’s benchmark rates for allowable 
expenses. You should only apply if you 
want to use your own rates as these 
rates will need to be agreed with HMRC. 
There must be systems in place to check 
the payments are as agreed with HMRC.
 

Filing deadlines:
 
A further reminder that filing deadlines 
for P11D forms and associated returns 
were:

• 6 July 2017 – file forms P11D
• 6 July 2017 – give employees a copy of 

their P11D 
• 6 July 2017 – submit return of Class 1A 

NIC due on form P11D(b) 
• On or before 22 July 2017 (19 July 

2017 if paying by cheque) – pay any 
Class 1A NICs due 

If you have missed the filing and/or 
payment deadlines, submit the forms 
and pay any outstanding Class 1A NIC 
as soon as you can.

There is a fixed penalty of £100 per 50 
employees for each month or part of a 
month the P11D(b) return is late. There 
are also penalties and interest if your 
payments of Class 1A NICs are paid late.

Don’t forget that the earnings rate of 
£8,500 pa for a P11D to be required was 
abandoned from 6 April 2016, so that 
employees who previously needed a 
form PD9 will now need a P11D.

VAT & DUTIES

Uber dodging VAT obligations?

In a recent tribunal case it was 
established that Uber’s drivers were not 
self-employed and have rights for 
employment law purposes.

A QC was sufficiently peeved, when 
Uber declined to give him a VAT invoice, 
that he has challenged the issue in the 
High Court. His contention, that as the 
drivers are not self-employed their 
income should be considered Uber’s and 
therefore, it is reasonable to assume that 
their consolidated income must be in 
excess of the VAT registration limit.

Transport services for VAT are standard 
rated unless the vehicle can carry ten or 
more passengers.
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32.5% or 38.1%, all dependent on 
where the dividend income slots into 
the basic, higher or additional rate 
Income Tax bands. Also, dividends 
continue to be exempt from a NIC 
charge. A final point to remember, 
dividends can only be taken from your 
company’s retained profits so it is 
important to check your balance sheet 
before making payments in this way. 

5. Recent legislation has mitigated 
against the practice of taking benefits 
in place of remuneration – so-called 
salary sacrifice arrangements. In future 
years these benefits may be taxed as 
if they were salary. There may be 
short-term benefits in exploring these 
options, and these should be 
considered. Longer-term, other 
planning strategies may be required. 

6. If director shareholders have children, 
18 years or older, it may be possible to 
issue them with company shares and 
pay them a small dividend each year. 
Currently, there is potential here to 
provide over 18s with a £5,000 annual, 
tax-free income. 

As you can see, extracting funds from a 
company can be achieved in a number 
of different ways, and these options 
should be considered with some care. 
Please call if you would like more 
information on any of the topics raised in 
this newsletter.

Where is my profit?

This is a question we are regularly asked 
by clients. Usually, the conversation is 
triggered when we discuss the end of 
year accounts.
 
Before we explain why profits are not 
always represented by cash in the bank, 
we need to define the term “profits”. 

Profits are the difference between what 
you sell and the costs associated with 
making those sales.
 
Consider Jeremy, who runs a small shop 
selling clothing. He started his business 
by introducing £5,000 of his own money 
and at the end of his first trading year his 
summarised results were as follows:

• Sales £100,000
• Goods purchased and sold in the year 

£60,000 
• Other costs paid for in the year £15,000
• Stock at end of year valued at cost 

£7,000 
• Drawings for personal use £16,000
• Bank balance £7,000
 
His accounts show profits of £25,000 
(This is made up of sales of £100,000, 
less cost of goods sold of £60,000 and 
less other costs £15,000).
 
So why, Jeremy asks, is there only 
£7,000 in his bank account?
 
The answer is that at the end of the year 
Jeremy had withdrawn £16,000 for his 
own private use and he had purchased 
£7,000 of stock that was unsold at the 
end of the year. We also need to take 
into account that Jeremy introduced 
£5,000 of his own cash when the 
business started. 
 
The reconciliation of his profit and the 
bank balance is therefore: Profit for the 
year £25,000, less personal drawings 
£16,000, less stock £7,000, plus own 
capital introduced £5,000, equals £7,000 
– his business bank balance.
 
We can deduce from this explanation 
that in order to reconcile profit and cash 
flow you need to factor in receipts and 
payments that are not taken into account 
when calculating profit. In Jeremy’s 
case, capital introduced, stock and and 
personal drawings.

Keeping a mileage log

Why do you need to keep a mileage log?

If you are self-employed, as a sole trader 
or in partnership, and you use a 

business vehicle for private purposes, 
HMRC will seek to disallow any motoring 
costs, petrol etc., and capital allowances 
based on the purchase cost of the 
vehicle, to cover the private use 
proportion.

The only practical way that you can do 
this is to record your car mileage at the 
beginning and end of your trading year, 
to ascertain the total miles for the period, 
and a log of your business miles.

At a minimum, you should be able to 
provide evidence of total annual mileage 
and a detailed record of business 
mileage for the same period. The log 
should include the following information:

• Date of the business use
• The address you were attending and 

the round trip mileage 
• The reason for the trip

This could be recorded in a diary kept in 
your car or by using one of the multitude 
of Apps now available for this purpose.

Armed with this information, any 
disallowance of running costs and 
capital allowances will be fairly based 
and not some arbitrary figure dictated by 
HMRC. Estimates will not cut muster 
with the tax office, you will need to back 
up numbers with evidence.

If you are employed, have the use of a 
company car, and your employer pays 
all of your petrol, including that used 
privately, then you will be subject to the 
car fuel benefit charge. The only way to 
avoid this tax charge is to repay your 
employer for petrol used privately. To do 
this you will need to keep a log of all 
private journeys. At the end of each tax 
year, or periodically during the tax year, 

Are you in the best VAT scheme?

Many businesses register for VAT and 
pay VAT each quarter based on the 
output VAT added to their sales 
invoices, less any input VAT included in 
the invoices for goods and services they 
buy.

For many concerns this may be perfectly 
acceptable, and for many larger 
businesses this may be the only way to 
calculate VAT due.

However, smaller concerns have 
options. For example:

• The VAT Flat Rate Scheme allows 
smaller firms to calculate VAT due by 
applying a fixed percentage rate to their 
sales including VAT; in some cases, 
this can actually produce cash savings. 
The outcome depends on business 
classification and whether the 
relationship between costs and income 
are appropriate. The scheme is only 
available to businesses with an annual 
turnover up to £150,000 (excluding 
VAT). 

• Cash Accounting for VAT, this scheme 
allows you to pay over VAT when you 
receive payment from your customers, 
less any payments of VAT you make to 
suppliers. This can be useful for 
businesses that usually have more 
owing to them from customers than they 
owe their suppliers. Again, there is a 
turnover limit. To use the cash 
accounting scheme your turnover must 
not exceed £1.35m. 

• Annual accounting allows you to submit 
just one VAT return a year, and pay 
your VAT by monthly instalments and 
an annual adjustment. This simplifies 
VAT management and smooths the 
cash flow settlement of amounts due. 
As for cash accounting, you can only 
use this scheme if your annual turnover 
is not expected to exceed £1.35m. 

If you have never considered a special 
scheme for your business we can 
provide you with a forecast of potential 
benefits, advise you if a particular 
scheme would benefit your company, 
and help you set up systems to manage 
the change, including any adjustments 

required to your accounts software.

NIC & PENSIONS

Tax and private pension
contributions

You will likely pay tax if your annual 
private pension savings exceed £40,000. 
It is possible to top-up this allowance by 
utilising any unused allowance from the 
previous three years. For your 
information the annual allowances in 
past years were:

• 2016-17 £40,000
• 2015-16 this year was split into two 

periods: 6 April 2015 to 8 July 2015 
£80,000 and 9 July 2015 to 5 April 2016 
£0. You can carry over up to £40,000 of 
unused allowance from the 
pre-alignment year to the 
post-alignment year. You can add this 
to any unused allowance from between 
6 April 2014 and 5 April 2017. 

• 2014-15 £50,000
• 2013-14 £50,000

In certain circumstances, it’s possible to 
keep paying into your pension after you 
take money out - but you may have to 
pay tax on contributions over £4,000 a 
year. That’s because your annual 
allowance drops to £4,000 for all defined 
benefit contribution schemes you pay 
into. The annual allowance drops in the 
first full tax year after you take money 
from your pension pot.

This lower allowance is sometimes 
called the ‘money purchase annual 
allowance’. You can’t top it up with 
unused allowance from previous years. 
Note: for the ‘pre-alignment tax year’ 
(6 April to 8 July 2015), this money 

purchase annual allowance was 
£20,000. The ‘post-alignment tax year’ 
(9 July 2015 to 5 April 2016) doesn’t 
have its own money purchase annual 
allowance, but you could bring over up 
to £10,000 of the allowance from the 
pre-alignment year.

Income Tax payers with higher incomes 
may have their annual allowance 
reduced if the following two 
circumstances apply:

• your ‘threshold income’ is over 
£110,000 - this is your income 
excluding any pension contributions 
(unless they’re paid as a salary sacrifice 
by your employer) 

• your ‘adjusted income’ is over £150,000 
- this is your income added to any 
pension contributions you or your 
employer make 

For every £2 your adjusted income goes 
over £150,000, your annual allowance 
for that year drops by £1. The drop is 
limited so that the minimum tapered 
annual allowance is £10,000.

MISCELLANEOUS

Pensions regulator nets £6m in
fines

Auto-enrolment has netted the Pensions 
Regulator more than £6m in fines as 
firms have ignored their responsibilities 
under the legislation.

Initial, fixed penalty notices (FPNs) 
amount to £400, which is probably more 
than the professional support costs for 
paying an advisor to deal with the filing 
formalities for you. Firms that ignore the 
(FPNs), will receive escalating penalty 
notices; we note that one affected 
business received an FPN for £22,000.

Clearly, this is legislation that cannot be 
ignored. If you are struggling to cope 
with the process, we can help.
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INTRODUCTION

The recent election seems to have 
created more problems than it has 
solved. The expected Conservative 
landslide did not materialise and the 
Tory party are now fighting to establish a 
minority government.

From a tax point of view, Philip 
Hammond is still the incumbent at 
number 11 Downing Street, and we 
should see the held-over majority of the 
Finance Bill 2017, re-presented to 
parliament before the Summer recess.

At present, it is difficult to advise on 
certain topics as the required legislation 
is in limbo. Hopefully, the expected 
Finance Bill Number 2 will appear and 
we can get on with the job.

That, at least, will sort out short-term 
anxieties. Longer term, we await the 
progress of Brexit negotiations and what 
effect that process will impose on the UK 
economy and smaller businesses in 
particular. It would appear that certainty 
is going to become a rare commodity in 
the UK, particularly with regard to 
business confidence as we face up to 
the majority view taken by the electorate 
in recent elections.

BUSINESS

MTD software options

Now that the election dust has settled, 
we can start to take the implementation 
of HMRC’s Making Tax Digital (MTD) 
process a little more seriously.

A reminder, that if you are 
self-employed, and if your turnover 
exceeds the current VAT registration 
limit (£85,000 from April 2017) you will 
be required to comply with the MTD 
upload requirements from April 2018.

The only way you will be able to upload 
data is by using accounts software that 
has been adapted to link up with 
HMRC’s data systems. So the first 
question to answer is, will your present 

accounts software comply? A quick 
phone call to the software supplier – or 
email to their support centre – should 
provide the confirmation you require. 
HMRC is of the opinion that over 600 
software firms are presently working on 
links to the government systems.

If you are unable to get the clarification 
you need, we can help.

The change to MTD is possibly the most 
significant change in tax compliance 
since the introduction of Self 
Assessment in April 1996. We advise 
against leaving everything to the last 
minute. As soon as you have a suitable 
software product in situ we would 
suggest that you call to organise a 
planning session, to agree who does 
what from April 2018. Head in the sand 
will not cut muster, as HMRC is likely to 
introduce penalties if you fail to meet 
their quarterly upload deadlines.

And landlords, don’t forget, MTD will 
apply to you as well as other 
non-property related businesses. 
Keeping your property records in a diary 
will not meet HMRC's standards once 
you become liable to MTD filing 
obligations.

For the record, we have reproduced 
below when the milestone dates for the 
upload process will begin:

• From April 2018: for Income Tax and 
NIC purposes, all self-employed traders 
with taxable income (turnover) in 
excess of the current VAT registration 
threshold. 

• From April 2019: for Income Tax and 
NIC purposes, all self-employed traders 

with taxable income (turnover) under 
the current VAT registration threshold. 

• From April 2019: for VAT purposes, any 
business or person registered for VAT. 

• From April 2020: for Corporation Tax 
(CT) purposes, every company or 
institution registered for CT. 

There is an exclusion from the obligation 
to file under MTD for businesses with a 
turnover of under £10,000.

Extracting funds from your
company

There are a number of ways that director 
shareholders of private companies can 
withdraw funds from their businesses. 
We have listed below a few of these 
options.

1. Recent changes in legislation now 
allow a withdrawal by director 
shareholders and their close family, of 
up to £300 a year in non-cash benefits 
as long as each “gift” does not exceed 
£50 and is not related to employment. 
Potentially, these so-called “trivial 
benefits” can also be provided to 
non-family employees, and without the 
£300 annual cap. 

2. Directors who have lent their company 
significant funds, can receive interest 
at a commercial rate on the funds 
deposited. There are a number of 
reliefs that may be available to reduce 
tax on interest received, and even if 
these do not apply, the interest 
payment will not attract an NIC charge. 

3. Directors aged below the state 
retirement age will no doubt want to 
ensure that they are still making NI 
contributions that will qualify them for 
the State Retirement Pension. Many 
directors ensure that they pay 
themselves the minimum salary to 
achieve this planning objective. There 
is no need to increase salary above 
this minimum limit as by doing so, 
additional NI contributions will apply. It 
is more effective to take additional 
funds as dividends. 

4. Dividends remain the most tax efficient 
method of taking retained profits from 
your business. The annual tax-free 
limit is still £5,000. Dividends drawn in 
excess of this will be taxed at 7.5%, 

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

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



Sutton office
Mid-Day Court, 20-24 Brighton Road, Sutton, Surrey, SM2 5BN

Tel: 020 8642 8681
Fax: 020 8643 8640 

East Grinstead office
Hampton House, High Street, East Grinstead, West Sussex, RH19 3AW

Tel: 01342 317 789
Fax: 01342 317 087 

Email: mail@brooksand.co.uk
Website: brooksand.co.uk

Newsletter

2017Summer 


